


THE CHRYSANTHEMUM AND THE EAGLE 





THE 
CHRYSANTHEMUM 
AND THE EAGLE 

THE FUTURE OF 
U.S.-JAPAN RELATIONS 

RYUZO SATO 

n 
NEW YORK UNIVERSITY PRESS 

New York and London 



NEW YORK UNIVERSITY PRESS 
New York and London 

Copyright © 1994 by New York University 
All rights reserve d 

Library of Congress Cataloging-in-Publication Dat a 
Sato, Ryuzo, 1931-

[Riku to washi. English ] 
The chrysanthemum an d the eagle :  the future of U.S.-Japan 

relations / Ryuz o Sato. 
p. cm . 

Includes bibliographical reference s and index. 
ISBN 0-8147-7971-9 (alk . paper) 

1. Unite d States—Relations—Japan. 2 . Japan—Relations—Unite d 
States. I . Titl e 

E183.8.J3S2413 199 4 
303.48'273052—dc20 93-3359 2 

CIP 

New York University Press books are printed on acid-free paper, 
and their binding materials are chosen for strength and durability. 

Manufactured i n the United States of America 

10 9 8 7 6 5 4 3 2 1 



CONTENTS 

1. 

2. 

3. 

4. 

5. 

6. 

Preface 

The Rise of Revisionism 

Conflicting View s of the Role 
of Governmen t 

The Anatomy of U.S.-Japanes e 
Antagonisms 

In Some Ways Japan Reall y Is Odd 

Is a Pax Japonica Possible ? 

Japan's Future Cours e 

Selected Bibliograph y 

Index 

vii 

1 

39 

73 

103 

137 

183 

209 

211 

V 





PREFACE 

Several year s ag o when reporter s aske d Crow n Princ e 
Naruhito to describe the qualitie s he was looking for i n 
a futur e wife , h e replied , " I wan t t o marr y someon e 
who has the same sens e o f values that I  have." 

Although th e concep t o f value s i s take n ver y seri -
ously i n bot h th e Unite d State s an d Europe , i t ha s at -
tracted littl e publi c attentio n i n Japa n unti l recently . 
Even th e expressio n tha t mean s "values " i n Japanes e 
is not very old . I f we thin k abou t it , however , friction s 
are boun d t o aris e i n an y relationship—b e i t a  mar -
riage o r a  relationshi p betwee n tw o countries—i f th e 
two partners have major difference s i n priorities, in th e 
things that each side considers importan t in their lives. 
If partners don' t shar e simila r values, they will have t o 
spend enormou s amount s o f energ y reachin g a n 
agreement. 

When m y boo k The  Chrysanthemum  and  the  Eagle 
first cam e ou t in Japanese, George Bus h was presiden t 
of the Unite d States . In 1994 , Bill Clinton reside s i n th e 
White House, and Morihis a Hosokaw a i s Japan's prim e 
minister. Muc h ha s bee n mad e o f th e fac t tha t thi s i s 
the first  Democratic administration i n twelve years an d 
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that Clinto n i s the younges t presiden t sinc e Joh n Ken -
nedy. Bu t mor e importan t tha n thes e superficia l 
changes i s th e chang e i n value s the y represent . A n 
understanding o f these values i s likely to be crucia l fo r 
understanding th e personalit y o f the Clinto n adminis -
tration an d ma y als o offe r insight s tha t wil l hel p u s 
predict the future directio n o f U.S.-Japanese relations . 

President Clinto n ha s bee n describe d a s a  rare indi -
vidual who was elected despit e public misgivings abou t 
his avoidanc e o f the draft , us e o f marijuana, an d mari -
tal infidelity . Considerin g tha t twent y o r thirt y year s 
ago the presidentia l hope s o f men lik e Adlai Stevenso n 
and Nelso n Rockefelle r wer e blighte d merel y becaus e 
they wer e divorced , th e criteri a fo r judgin g th e quali -
ties America n voter s ar e lookin g fo r i n thei r politica l 
leaders have clearl y undergone a  major change . Amer-
ican values have changed with the times . 

If th e ke y word s o f th e Clinto n administratio n ar e 
"values fo r a  ne w generation, " ho w wil l thi s b e re -
flected i n U.S.-Japanes e relations ? First , thi s adminis -
tration wil l not be bound b y ideology or labels, but wil l 
be results-oriented . Thi s wil l mea n a  toughe r polic y 
toward process-oriente d Japan—Japa n wil l b e tol d t o 
show result s an d no t try to ge t by with explanation s o r 
excuses. Furthermore , th e participatio n o f wome n i n 
public affair s wil l b e greate r tha n ever . Barbar a Bus h 
was famou s fo r bein g a  goo d wif e i n th e traditiona l 
sense o f the word , devote d t o playin g a  supportiv e bu t 
clearly subordinat e rol e t o he r husband . Hillar y Rod -
ham Clinto n project s th e imag e o f the moder n caree r 
woman wit h abilitie s an d value s o f he r own , wh o i s 
capable o f carvin g ou t a  positio n fo r hersel f indepen -
dent o f he r husband' s statu s o r occupation . I n tha t 
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sense, the fac t tha t caree r woma n Masak o Owad a wil l 
one da y becom e empres s ma y provid e th e res t o f th e 
world wit h a  ne w insigh t int o Japan—th e Japanes e 
sense o f values ma y no t b e quit e s o differen t a s som e 
people have tended to believe . 

Apart fro m th e muc h ballyhooe d appointment s o f 
women an d minorities to the cabinet, the new adminis -
tration ha s n o notabl e sta r players . Suc h a  lineu p i s 
perhaps suite d t o th e multifacete d operation s i t wil l 
have t o undertake . No w tha t th e worl d ha s plunge d 
headlong int o th e post-col d wa r era , th e Unite d State s 
urgently need s t o mak e th e shif t fro m a  militar y t o a 
peacetime economy . Ye t ethni c conflicts , n o longe r 
held in check b y the two superpowers, are multiplying . 
As th e flames  o f ethni c hatred s flar e u p al l ove r th e 
globe, a number o f problems mus t be deal t with simul -
taneously. Th e situatio n call s fo r tea m wor k rathe r 
than fo r th e grandstan d play s o f suc h famou s forme r 
secretaries o f stat e a s Joh n Foste r Dulles , Rober t 
McNamara, Henry Kissinger, or James Baker . 

Although I  hav e use d th e expressio n " a chang e i n 
values" t o describ e th e ne w administration , tha t doe s 
not mea n tha t everythin g ha s change d overnight . Life , 
liberty, an d th e pursui t o f happiness , th e fundamenta l 
concepts o n whic h th e Unite d State s wa s founded , re -
main a  constant sourc e o f American value s despit e th e 
transfer o f power . Still , a s I  discus s i n thi s book , th e 
weight give n t o eac h o f these right s change s t o reflec t 
the politica l philosophy—conservativ e o r liberal—o f 
the president in power . 

If, fo r example , th e Bus h administratio n coul d b e 
defined i n terms of Hamiltonian elitism, President Clin -
ton's politica l shadin g migh t b e calle d a  Jeffersonia n 
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populism. Thi s libera l spiri t reveal s itsel f i n policie s 
that sho w greate r toleranc e towar d peopl e o f color , 
women, th e sociall y disadvantaged , an d homosexuals . 
Clinton's economic policies, however, have a conserva -
tive tinge t o them. They are centere d o n domesti c eco -
nomic concern s an d giv e priorit y t o American compa -
nies. A  Clinto n administratio n i s emergin g tha t i s 
liberal o n socia l issue s bu t conservativ e a s fa r a s eco -
nomic policy is concerned . 

One othe r aspec t o f U.S . policy tha t wil l continu e t o 
affect U.S.-Japanes e relation s i s the view o f economi c 
strength a s a  national securit y issue , a view that bega n 
emerging i n the late 1980 s and i s a central issue in thi s 
book. The fac t tha t Presiden t Clinto n ha s se t u p a  ne w 
cabinet-level Nationa l Economi c Counci l o n the mode l 
of th e already-existin g Nationa l Securit y Counci l i s a 
clear sig n tha t h e intend s t o trea t economi c polic y o n 
the sam e footin g a s militar y strategy . Becaus e Clinto n 
believes tha t America' s futur e depend s o n a  revitaliza -
tion o f th e U.S . economy , hi s administratio n wil l ap -
proach th e issu e o f strengthenin g an d raisin g Amer -
ica's internationa l competitivenes s a s th e economi c 
equivalent o f war. 

In 1990 , when th e Japanes e versio n o f The  Chrysan-
themum and  the  Eagle first  appeared , th e Japan-is-dif -
ferent controvers y ha d erupte d i n th e Unite d States , 
and i n Japa n voice s wer e shrill y callin g fo r a  "Japa n 
That Ca n Sa y No." Undoubtedly, on e o f the underlyin g 
causes o f thi s confrontationa l atmospher e wa s th e 
sense o f superiorit y tha t th e Japanes e ha d abou t thei r 
economic prosperity . A s Japan's technologica l nation -
alism wa s gatherin g strength , Japanes e bank s ap -
peared destine d t o rul e th e world , an d Japanes e bro -
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kerages were flush  wit h succes s from a  booming stoc k 
market. 

From my more than thirty years' experience o f living 
in bot h th e Unite d State s an d Japan , I  instinctively fel t 
there wa s somethin g abnorma l abou t thi s situation . I n 
the Japanese versio n o f this boo k I  made ligh t o f Japa -
nese prid e i n thei r country' s economi c power . I  als o 
made the point that Japanese pacifis m i s not shared b y 
the res t o f th e worl d an d urge d Japa n t o discus s th e 
role o f th e Japanes e Self-Defens e Forc e instea d o f 
treating it as a taboo topic. These problems have subse -
quently become mainstream issues , and today even th e 
Japanese Socialis t part y i s expoundin g th e nee d fo r 
Japan t o mak e a  greate r contributio n t o internationa l 
society. 

I a m no t a  socia l criti c no r a m I  i n th e busines s o f 
predicting th e future , ye t many o f the point s I  made i n 
my boo k abou t U.S.-Japa n relation s hav e sinc e com e 
true. This i s not becaus e I  am a n exper t o n these mat -
ters; I  have merel y writte n wha t i s obviou s t o anyon e 
who looks a t Japan fro m th e outside . Furthermore, th e 
essence o f what I  had t o sa y then remain s unchange d 
even no w afte r s o man y enormou s change s hav e oc -
curred. 

In the case of the Gul f War, for instance, the memor y 
of the U.S.-le d coalitio n force' s ferociou s lan d an d ai r 
attack o n the Iraq i arm y i s stil l relatively fres h i n mos t 
people's minds , ye t righ t u p unti l th e bombin g began , 
almost al l the so-calle d militar y expert s who appeare d 
on Japanese televisio n mad e th e absur d assertio n tha t 
America wa s unlikel y t o embar k o n th e us e o f force . 
The idealism an d pacifism o f these Japanese peacenik s 
were s o laughable i n international societ y that—it wa s 
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said—the onl y people wh o were unawar e o f what wa s 
really goin g o n wer e Sadda m Hussei n an d th e Japa -
nese. Th e Unite d State s acte d a s I  always predicte d i t 
would, bu t becaus e mos t Japanes e ten d t o vie w th e 
world fro m th e vantage point of their own physical an d 
spiritual insularity , the y completel y faile d t o recogniz e 
what th e res t o f th e worl d too k fo r granted . Unfortu -
nately, tha t stil l remain s tru e today . Famin e i n Africa , 
ethnic strif e i n th e Middl e Eas t an d Easter n Europe , 
the perilou s proces s o f democratizatio n i n Russia — 
there ar e stor m cloud s everywher e on e looks . The dif -
ference betwee n Japan , whic h i s relativel y peacefu l 
and prosperou s eve n i n a  recession , an d th e hars h in -
ternational climat e i s s o enormou s tha t i t i s har d fo r 
most Japanes e t o comprehend . The y woul d lik e t o 
close thei r eye s to the realities o f the world outsid e th e 
Japanese archipelago . Fe w i f an y attempt s hav e bee n 
made t o eliminat e wha t ha s becom e th e trademar k o f 
Japanese behavio r i n internationa l society—keepin g 
its pocketbook ope n an d it s mouth shut . 

One o f the major difference s betwee n Japa n an d th e 
United State s i s that America i s not allowe d th e luxur y 
of insularity . A s th e sol e remainin g superpower , an -
other topic I  deal with i n this book, the United State s i s 
expected no t onl y to ac t bu t als o t o lead . Although th e 
Clinton administratio n ma y hav e promise d t o "focu s 
on th e econom y lik e a  laser, " internationa l demand s 
make that a difficult promis e to fulfill. O n another level , 
however, American s ten d t o b e jus t a s insula r a s th e 
Japanese. Confiden t o f th e rightnes s o f thei r actions , 
they ar e ofte n shockingl y ignoran t of , o r indifferent to , 
the opinions o f others. 

Americans suffe r fro m a n obviou s lac k o f a  rea l un -
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derstanding o f Japan , an d th e medi a i n th e Unite d 
States d o littl e t o hel p th e situation . O n Februar y 17 , 
1991, for example , the New York  Times's  accoun t o f the 
Japanese government' s bab y bonu s pla n began : "Wit h 
its crowde d roads , overstuffe d commute r train s an d 
cramped housing , Japa n woul d hardl y see m t o b e i n 
need o f more people. So when the government recentl y 
started tellin g th e Japanes e t o bea r mor e children , 
many people , especiall y women , becam e incensed. " 
This i s no t wron g a s fa r a s i t goes , bu t I  can' t hel p 
feeling tha t the reporter' s stron g individualism le d hi m 
to downplay th e elementar y economi c issues involved : 
the stead y declin e i n Japan' s population , th e over -
concentration o f people i n large citie s accompanied b y 
depopulation o f rura l areas , an d th e prospec t tha t b y 
the yea r 202 5 on e i n ever y fou r Japanes e wil l b e ove r 
the ag e o f sixty-five. Keepin g th e birthrat e lo w may b e 
crucial fo r Indi a an d th e People' s Republi c o f China , 
but it can do more harm than goo d in Japan . 

Having observed firsthand  ho w little people oversea s 
know abou t wha t i s goin g o n i n Japan , I  feel strongl y 
about increasing the channel s throug h which informa -
tion about Japan i s transmitted t o the res t o f the world . 
The Japanes e mus t mak e themselve s bette r under -
stood. Informatio n overflow s withi n Japan , whic h 
rightly pride s itsel f a s bein g i n th e vanguar d o f th e 
Information Age , yet a great deal of the most importan t 
news neve r eve n get s translated , le t alon e dissemin -
ated through internationa l media . 

On the othe r hand, despite the prominence th e Japa -
nese media giv e to American affairs , th e Japanese peo -
ple ar e surprisingl y ignoran t abou t th e Unite d States . 
Information abou t Americ a i n th e Japanes e pres s o r 
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on Japanes e televisio n tend s t o b e ver y superficial , a 
repetition o f receive d idea s wit h n o effor t t o loo k be -
hind th e platitudes . Whe n I  starte d writin g th e Japa -
nese versio n o f thi s boo k bac k i n 1989 , criticism s o f 
Japan i n th e Unite d State s wer e growin g mor e an d 
more shrill . Japan-bashin g o n on e sid e o f th e Pacifi c 
had given rise to America-bashing o n the other . Durin g 
this perio d o f trans-Pacific ba d feeling , I  tried t o dra w 
on m y ow n experienc e o f life i n America t o go beyon d 
the stereotypes perpetuated i n the Japanese medi a an d 
look a t some o f the basi c divergences i n the two coun -
tries' priorities , i n wha t I  referre d t o earlie r a s thei r 
sense o f values. I  firmly  believ e n o true solutio n t o th e 
frictions tha t have exacerbated U.S.-Japanes e relation s 
can b e achieve d withou t firs t delvin g int o thes e prob -
lems and tracing them bac k to their origins . 

Much ha s happened i n the world sinc e the Japanes e 
version o f this book firs t appeared . The Japanese econ -
omy, whic h ha d bee n hel d u p a s a n exampl e t o th e 
world durin g th e 1980s , was a  bubbl e tha t eventuall y 
burst. Meanwhile , outsid e Japan , a  numbe r o f majo r 
changes hav e occurre d i n quic k succession : th e col -
lapse o f Sovie t communis m an d th e disintegratio n o f 
the Sovie t Union ; the Gul f War; the en d t o the myt h o f 
a never-endin g ris e i n Japanes e lan d prices ; a  globa l 
economic slowdown ; th e first  Japanes e soldier s t o b e 
sent abroa d sinc e Worl d Wa r II ; th e break-u p o f th e 
largest factio n o f the LD P and formatio n o f a  coalitio n 
government in Japan; the end of twelve years of Repub-
lican administration s i n th e Unite d States—thes e an d 
other event s hav e profoundl y altere d th e politica l an d 
economic landscape . Thoug h tension s betwee n th e 
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United State s an d Japa n d o no t see m quit e a s acut e a s 
they wer e i n 198 9 whe n I  wa s writin g th e Japanes e 
version o f this book , mutua l ignoranc e an d misunder -
standing stil l prevai l i n U.S.-Japanes e relationships . 
Today advances in transportation an d communication s 
technology have just abou t perfected th e physical link s 
between th e Unite d State s and Japan . I n rewriting an d 
updating m y boo k fo r a n America n audience , I  hop e 
to contribut e i n m y ow n smal l wa y t o bridgin g th e 
communications ga p between ou r two countries . 

Many people hav e worke d behin d th e scene s t o mak e 
this boo k possible . O n th e Japanes e side , I  would lik e 
to than k Ms . Sawak o Noma , presiden t o f Rodansha , 
which publishe d th e origina l Japanes e versio n o f thi s 
book, and Rodansh a editor s Tadashi Ichikawa, Takash i 
Ogose, and Sue o Muraoka. My deep gratitude also goe s 
to Tsune o Watanabe , presiden t o f th e Yomiur i Shim -
bun Company , which awarde d th e Japanese versio n o f 
this boo k th e Firs t Yomiur i Rondansh o Priz e fo r writ -
ings in the socia l sciences ; to Ichiro Rato , the chairma n 
of the selectio n committee , whose valuabl e comment s 
prompted m e to write a  sequel; and to then Prime Min -
ister Toshik i Raifu , wh o di d m e th e hono r o f speakin g 
at the award ceremony . 

On thi s sid e o f th e Pacific , m y specia l thank s g o t o 
translator Jea n Hof f fo r al l he r efforts . A t th e Cente r 
for Japan-U.S . Busines s an d Economi c Studies , Hirok i 
Nikaido an d Lauri e Jaege r helpe d trac k dow n stra y 
details, and my associate director Rama Ramachandra n 
and th e Cente r coordinato r Myr a Enge l rea d ove r th e 
final versio n an d mad e man y helpfu l suggestions . I 
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would als o lik e t o expres s m y appreciatio n t o Coli n 
Jones, director of the New York University Press, whose 
comments wer e extremel y usefu l i n clarifyin g issue s 
for a n America n readership : I  tak e thi s occasio n t o 
extend t o all of them my sincere thanks . 
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ONE 

THE RISE 
OF REVISIONISM 

The "Hawks"  and 
the "Chrysanthemum  Club" 

A New Containment  Policy?  Earl y i n 1991 , I had a  dis -
cussion wit h Jame s Fallows , th e Washingto n edito r o f 
the Atlantic Monthly,  wh o i s calling for drasti c change s 
in U.S . policy towar d Japan . Durin g th e cours e o f ou r 
conversation h e mad e a  remark tha t help s explai n th e 
mixed feeling s American s hav e towar d Japan . Whe n 
General Dougla s MacArthu r returne d t o th e Unite d 
States afte r headin g th e Allie d occupatio n o f Japan , 
Fallows said , th e genera l wa s certai n h e ha d mad e 
Japan into an American clone , a notion that was appar -
ently share d b y mos t American s i n thos e days . I n th e 
course o f subsequen t Japan-U.S . negotiations , how -
ever, i t soo n becam e clea r that , fa r fro m havin g bee n 
re-created i n America' s image , Japa n ha d emerge d a s 
a countr y pole s apar t fro m th e Unite d States . The illu -
sion an d it s betrayal , Fallows pointed out , underli e th e 

1 
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frustrations o f th e America n peopl e i n thei r dealing s 
with Japan . 

Still, jus t a s n o tw o peopl e loo k exactl y alike , n o 
two countrie s ar e th e same . Eac h countr y ha s it s ow n 
culture an d traditions . Even th e occupatio n authoritie s 
knew that ; al l the y hope d t o redesig n i n th e America n 
image were Japan' s politica l institutions an d economi c 
systems. Th e drasti c reform s the y launched—lan d re -
form, dissolutio n o f the zaibatsu  (bi g financia l an d in -
dustrial combines ) an d th e ol d clas s system , women' s 
suffrage, equa l opportunit y i n education , an d freedo m 
to unionize—di d indee d mak e Japa n totall y differen t 
from wha t i t ha d bee n befor e th e war . Today , a  hal f 
century after Pear l Harbor, the democratic political sys-
tem an d th e capitalis t economi c syste m th e Unite d 
States implante d o n Japanes e soi l hav e bee n thor -
oughly acculturate d an d indigenized , renderin g the m 
completely differen t fro m thei r paren t models . I t i s 
easy t o understan d wh y som e American s stres s th e 
need t o drasticall y revis e a  Japa n polic y tha t wa s 
adopted b y the Unite d State s a t a  time when i t though t 
it was dealin g with a  countr y which ha d th e sam e sys -
tems a s its own . 

I first cam e t o the United State s in the late 1950 s as a 
Fulbright exchang e student , an d fo r mor e tha n thirt y 
years I have spent part of each year in the United State s 
and par t i n Japan . Durin g tha t tim e I  hav e watche d 
American attitude s towar d Japa n an d Japanes e prod -
ucts undergo a  profound change . When I  was a  studen t 
in Baltimor e I  remembe r goin g t o loo k fo r a  second -
hand car . "What about tha t Japanese ca r over there?" I 
asked. The salesman , a  big man abou t si x foot thre e o r 
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four, put his foot on the bumper and shook the car bac k 
and forth . "Yo u don' t wan t t o bu y this, " he said . "Thi s 
isn't a car; it's a Japanese toy. " 

No one talks about Japanese toys today. Although th e 
atmosphere o f fea r an d hostilit y ha s ease d somewha t 
as th e Unite d State s an d Japa n hav e bot h turne d in -
ward t o dea l wit h thei r respectiv e domesti c economi c 
problems, man y American s hav e com e t o regar d Ja -
pan's economi c succes s a s a  threat t o their ow n way of 
life. Sensationalis t account s tha t impl y Japa n i s ou t t o 
dominate th e worl d economically—althoug h i t has n o 
such intention—merel y increas e Americans ' uneas e 
during a  perio d i n whic h th e U.S . econom y i s bein g 
radically restructured . 

Since Worl d Wa r II , th e enemy , bot h militaril y an d 
ideologically, ha s bee n th e Sovie t Union . But the 1980 s 
saw an extraordinar y reversa l i n American feeling s to -
ward wha t Presiden t Ronal d Reaga n a t th e beginnin g 
of hi s ter m o f offic e ha d calle d "th e evi l empire. " B y 
the en d o f the decad e Mikhai l Gorbachev' s perestroika 
policy ha d le d t o a  ne w detente , brough t a n en d t o 
the col d war , an d ushere d i n a  ne w er a o f East-Wes t 
cooperation. Since then, the Communis t party has bee n 
ousted fro m powe r i n al l th e countrie s o f th e forme r 
Soviet bloc , includin g th e Sovie t Unio n itself . B y th e 
end o f 1991 , the Union o f Soviet Socialist Republics ha d 
ceased t o exist , an d Russi a an d it s forme r allie s hav e 
begun experimentin g wit h a  free-marke t economy . 
Capitalism ha s triumphe d ove r communism , an d th e 
policy of Soviet containment first  articulate d b y George 
Kennan ha s been a n overwhelmin g success . 

In 194 7 a n articl e entitle d "Th e Source s o f Sovie t 
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Conduct" b y Mr. X (later identified a s George Kennan ) 
appeared i n th e U.S . journa l Foreign  Affairs.  Th e 
United States , Kennan wrote : 
must continu e t o regar d th e Sovie t Unio n a s a  rival , no t a 
partner, i n the politica l arena....Russia , a s opposed t o the 
western world in general, is still by far the weaker party... . 
Soviet power . . . bear s within i t the seeds o f its own decay . 
. . . Sovie t societ y ma y wel l contai n deficiencie s whic h wil l 
eventually weake n it s ow n tota l potential . Thi s woul d o f 
itself warran t th e Unite d State s enterin g wit h reasonabl e 
confidence upo n a policy of firm containment. 

History has corroborated th e truth o f these views, writ-
ten mor e tha n forty-fiv e year s ago . America's "Russia n 
containment policy " ha s prove n t o b e a  successfu l 
strategy agains t the Sovie t Union . 

What if, in the above quote, "Japan" were substitute d 
for th e "Sovie t Union, " an d "i n th e economi c arena " 
for "i n th e politica l arena" ? Thi s ma y no t hav e bee n 
what Jame s Fallow s ha d i n min d whe n h e wrot e hi s 
article "Containin g Japan " fo r th e Atlantic Monthly  i n 
1989, but such a  statement would perfectly encapsulat e 
a Japanes e containmen t policy . I f America regard s Ja -
pan a s a n economi c adversary , an d if , a s som e main -
tain, concept s o f democracy , capitalism , an d a  fre e 
economy an d societ y ar e differen t i n Japa n fro m wha t 
they are in the Western world, then "containin g Japan " 
would b e strongl y persuasiv e a s a n effectiv e polic y 
measure. 

Implicit i n America' s vie w o f itsel f i s th e belie f tha t 
the Unite d State s ha s th e stronges t militar y power , th e 
richest economy , an d th e mos t desirabl e ideologica l 
system i n th e world . Th e collaps e o f communis m ha s 
provided stunnin g corroboratio n fo r th e first  an d thir d 
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of thes e premises . Bu t i s Americ a i n fac t th e world' s 
richest country ? How ca n on e accoun t fo r th e fac t tha t 
at the same time communis m was in retreat in Easter n 
Europe, vas t sum s o f "Japa n money " wer e buyin g u p 
America an d tha t on e U.S . institutio n afte r anothe r 
passed int o Japanes e hands , including—t o th e grea t 
indignation o f th e America n people—suc h America n 
icons a s Rockefelle r Cente r an d Columbi a Pictures , 
which the Octobe r 9,1989 , issue of  Newsweek calle d " a 
piece o f America' s soul" ? O r t o pu t th e questio n an -
other way, why does America, the most powerful coun -
try in the world, with the most abundant resource s an d 
the mos t stabl e an d desirabl e politica l system , suffe r 
from twi n budget and current account deficits , and why 
has it become the world's largest debto r nation ? 

Clearly, Japa n mus t b e "unfair. " Tha t i s th e easies t 
line o f reasonin g fo r th e America n publi c t o under -
stand. And, in fact, when on e starts to reexamine Japa n 
from thi s premise, a number o f illogical or unfair prac -
tices begi n t o emerge—protection , controls , bi d rig -
ging, corporate groupings , winning bids of a single yen, 
insider trading , an d disregar d fo r th e consumer . Suc h 
practices fueled th e criticisms of a new school of think-
ing abou t Japan—revisionism—whic h bega n t o mak e 
its presence fel t i n th e Unite d State s a t th e en d o f th e 
1980s. 

The view s o f the revisionist s ca n b e summe d u p a s 
follows: Fo r a  long tim e Americ a ha s believe d tha t Ja -
pan i s a  countr y whic h ha s th e sam e value s a s itself . 
That, however , i s onl y a n illusion . A s th e Japanes e 
themselves assert , Japa n reall y i s unique . Th e Ameri -
can concep t o f fre e trad e doe s no t hol d tru e fo r th e 
Japanese, an d th e variou s attempt s t o ge t Japa n t o 
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change hav e bee n fundamentall y mistaken . Fro m no w 
on Americ a shoul d shif t policie s an d adop t radicall y 
different measure s t o dea l wit h thi s ver y differen t 
country. Th e effec t o f thes e argument s ha s bee n t o 
elevate Japa n t o th e statu s o f a n ideologica l opponen t 
of the United States . 

The Hawks,  the  Apologists, and  the  Japanologists.  Th e 
Newsweek articl e describe d th e tw o school s o f though t 
on "the Japan problem" as a debate between the hawk s 
and "th e Chrysanthemu m Club " an d identifie d th e 
leading members o n both sides. The trade hawks, pejo-
ratively referre d t o a s "Japa n bashers, " advocat e tha t 
the Unite d State s adop t a  toughe r stan d o n trad e an d 
economic issues . I n additio n t o Fallows , the y includ e 
Richard Gephardt , th e Democrati c whi p i n th e Hous e 
of Representatives; John Danforth , th e Republican sen -
ator fro m Missouri ; Clyd e Prestowitz , a  forme r trad e 
negotiator with the Commerce Departmen t an d the au -
thor o f the book Trading  Places;  Rarel van Wolferen, a 
Dutch journalis t wh o wrot e The  Enigma  of  Japanese 
Power; an d Chalmer s Johnson , a  professor a t the Uni -
versity o f California a t San Dieg o who wrote MITI and 
the Japanese Miracle. 

What most of these men have in common i s that they 
are hard-liner s wh o kno w Japan well . Their criticism s 
are based on a thorough knowledge o f Japanese histor y 
and Japanes e institutions . Clyd e Prestowitz , fo r exam -
ple, a s a n officia l i n th e Departmen t o f Commerce , 
had direc t experienc e i n dealin g wit h th e Japanes e 
Ministry o f Internationa l Trad e an d Industr y (MITI) . 
Karel van Wolferen an d James Fallow s have bot h live d 
in Japan . Thei r experienc e lend s substanc e t o thei r 
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criticisms an d give s their observation s greate r validity . 
Naturally, thi s ha s ha d a  stron g impac t o n th e Ameri -
can people . 

The traditionalist s wh o espous e orthodo x view s o n 
the importance o f the U.S.-Japan strategi c alliance an d 
the valu e o f a  free-trad e econom y hav e bee n calle d 
"the Chrysanthemu m Club " or labeled "apologists " fo r 
Japan becaus e the y defen d th e Japanese position . For -
mer ambassado r t o Japa n Mik e Mansfiel d i s a  prim e 
example. Durin g hi s tenur e a s ambassador , Mansfiel d 
insisted tha t th e Unite d State s an d Japa n hav e "th e 
most importan t bilatera l relationshi p i n th e world , ba r 
none" and maintaine d tha t th e chie f problem betwee n 
the tw o countrie s wa s th e U.S . budge t deficit . Jame s 
Baker, Richar d Cheney , Richar d Darman , an d Michae l 
Boskin were member s o f the Bush administratio n wh o 
believe that little is to be gained by being overly critica l 
of Japan . Other s name d i n th e Newsweek  articl e a s 
members o f th e Chrysanthemu m Clu b includ e Ezr a 
Vogel, author of  Japan as  Number One;  Professor Jame s 
Ableggen o f Sophia Universit y i n Tokyo ; lobbyist Stan -
ton Anderson ; an d Ellio t Richardson , attorne y genera l 
during the Nixon administration . 

These tw o groups , fo r goo d o r ill , have th e greates t 
influence o n policy- and opinion-makin g i n the Unite d 
States today. But in addition to the hawks and the Chry -
santhemum Club , ther e i s i n fac t a  thir d grou p i n 
America wh o ar e fluent  i n Japanese , hav e a  profoun d 
knowledge o f Japanes e histor y an d culture , an d ar e 
regarded a s having a  sympathetic understanding o f Ja-
pan. Perhap s th e bes t know n o f thes e scholar s an d 
researchers woul d b e th e lat e Edwi n Reischauer , th e 
former ambassado r t o Japan, who wrote : 
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Certainly much o f what the revisionist s hav e pointed ou t is 
true. Bu t they tak e a  short-term vie w o f Japan. When the y 
claim tha t Japan doe s no t change , they are speakin g abou t 
the period after the Second World War. If one looks at Toku-
gawa Japa n [1600-1868 ] o r Meij i Japa n [1868-1912 ] o r 
Showa Japa n [1926-1989] , on e ca n se e tha t Japa n ha s 
changed radically . I believe Japan i s a country of enormous 
flexibility an d resilience; as the times change, it will inevita-
bly change as well and will be able to avoid even seemingly 
unavoidable frictions . I n thi s respec t th e assertion s o f th e 
revisionists are mistaken. 

Although thes e comments , whic h I  hav e translate d 
from a n articl e i n Japanese b y Professor Reischaue r i n 
the Februar y 28 , 1989 , Asahi Shimbun,  ar e certainl y 
pro-Japanese, no t al l Japanologist s shoul d b e though t 
of as members o f the Chrysanthemum Club . 

Japanologists ar e first  an d foremos t scholar s and no t 
mainstream America n policymakers . Unti l recentl y 
they hav e tende d t o b e individual s wit h a  persona l in -
terest i n Japan , thos e wh o were bor n ther e perhap s o r 
who live d ther e i n thei r childhood . Becaus e the y d o 
not represen t ordinar y America n interests , the y ma y 
lecture abou t Japa n o r sho w thei r understandin g o f 
matters Japanes e o r participat e i n seminar s o n Japa -
nese subjects , bu t with a  few notabl e exceptions—Re -
ischauer himsel f bein g on e o f them—the y ar e i n n o 
position t o exer t an y influenc e o n actua l governmen t 
policy-making. 

Herein lie s th e majo r differenc e betwee n Japanolo -
gists an d th e member s o f th e Chrysanthemu m Club . 
Whether o r no t th e latte r ca n spea k Japanes e o r hav e 
any deep understanding o f Japan, they are mainstrea m 
politicians o r politica l adviser s wh o ca n affec t th e U.S. 
government's Japa n policy . People like Michael Boski n 
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and Richar d Darma n kno w almos t nothin g abou t Ja -
pan. Bu t other s lik e Mik e Mansfiel d hav e a  thoroug h 
knowledge o f the country . Wha t thes e peopl e hav e i n 
common i s tha t the y ar e par t o f the American politica l 
mainstream an d understan d it s logic . Th e pro-Japa n 
argument boil s dow n t o this : U.S.-Japan relation s ar e 
based o n mutua l advantage , s o dispute s mus t b e re -
solved i n a n objectiv e an d realisti c fashion . Nothin g 
productive ca n com e o f Japan-bashing. Bashing o n th e 
one side merely invite s bashing o n the other , an d eac h 
country ends up hurting it s own cause . 

Under the Bush administration , the Chrysanthemu m 
Club was in the ascendancy; the Clinton administratio n 
is more hawkish toward Japan. The current head o f the 
Council o f Economic Advisers , Laur a Tyson , i s widel y 
considered t o b e a  hawk . A s mentioned earlier , man y 
of the hawk s ar e expert s o n Japan . Mos t o f them hav e 
had "Japanes e experience " an d ar e th e ver y peopl e 
one migh t expec t t o b e sympatheti c t o Japa n becaus e 
they understan d th e potentia l har m tha t wil l resul t i f 
U.S.-Japan relation s deteriorat e an y further . Tha t 
makes thei r argument s al l th e mor e convincin g t o th e 
American public , wh o fee l tha t "i f peopl e wh o hav e 
lived in Japan sa y so, then Japa n reall y mus t b e differ -
ent." Tha t the y hav e becom e outspokenl y critica l i s a 
tragedy for Japan . 

The Conflict  between  Feelings  and  Logic.  Member s o f 
the Chrysanthemu m Clu b come t o Japan's defens e ou t 
of a  sens e o f rational self-interest . Th e hawks ' view o f 
Japan, o n th e othe r hand , i s bot h mor e emotiona l an d 
more deepl y grounde d i n experienc e becaus e i t i s de -
rived fro m wha t the y hav e actuall y encountere d first-
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hand. Thi s basi s i n fact , no t theory , ha s helpe d t o 
strengthen th e persuasivenes s o f thei r arguments . Ja -
pan, too, has a  number o f America specialist s who reg -
ularly ai r thei r view s abou t th e Unite d States , bu t fe w 
of these self-style d expert s hav e actuall y had th e expe -
rience o f living i n th e United State s with thei r familie s 
for several years. The arguments of Japanese who hav e 
no firsthand knowledg e o f America inevitably seem ab -
stract an d superficia l an d carr y a s littl e convictio n a s 
the claim s tha t som e Japanes e commentator s wit h n o 
particular expertis e i n engineerin g o r technology hav e 
made abou t Japan' s statu s a s a  technologica l super -
power. A s Professor Fumi o Shimur a o f North Carolin a 
State Universit y note d i n th e Februar y 199 2 issu e o f 
This Is  Yomiuri,  Japanes e mass-produce d compute r 
chips may be the bes t in the world, but like nails in th e 
construction o f a building, they are no t o f much us e b y 
themselves. 

In America today the quarre l between the hawks an d 
the Chrysanthemu m Clu b ha s evolve d int o a  head-o n 
collision betwee n tw o group s i n th e politica l main -
stream responsible fo r formulating U.S . policy. U.S.-Ja~ 
pan relation s hav e gon e fa r beyon d th e stag e whe n 
those wh o kne w somethin g abou t Japa n clashe d wit h 
those who di d not . This fac t ha s extremel y seriou s im -
plications fo r understandin g th e tru e natur e o f Ja -
pan-U.S. frictions . A s Japa n ha s emerge d a s a  majo r 
world economi c power , Japan-U.S . relation s hav e 
come to be included among America's main policy con-
cerns. Fo r tha t ver y reason , a  singl e misste p i n polic y 
on th e par t o f eithe r Japa n o r th e Unite d State s coul d 
have dir e consequences . 

From a  differen t perspective , th e quarre l betwee n 
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the hawk s an d th e Chrysanthemu m Clu b migh t b e re -
garded a s a  conflic t betwee n emotiona l an d logica l ar -
guments. Against the more emotiona l hawks, the Chry -
santhemum Clu b resort s t o logi c t o mak e it s point . 
Which, then , wil l prevail—feeling s o r logic ? Reaso n 
teaches that logic should win, but emotional argument s 
have ofte n carrie d th e day , and sometime s i n th e lon g 
run the choices based o n them have worked ou t for th e 
best. What , fo r example , wa s th e rational e behin d th e 
Japanese automobil e industr y thirt y o r fort y year s ag o 
when i t wa s stil l i n it s infancy ? Fo r a  smal l country , 
with road s littl e bette r tha n far m tracks , an attemp t t o 
promote a n aut o industr y flew  i n th e fac e o f reason . 
That was the logic of the economist s o f the time, not to 
mention the Ministry of International Trade and Indus -
try (MITI) . But the peopl e makin g car s fel t differently . 
No matter how farfetched thei r plans seemed t o others, 
they had faith tha t they could make the Japanese auto -
motive industr y the bes t in the world . Today, i t is clea r 
their faith was justified . 

Economic logic, in other words, does not always pro-
duce th e righ t results . In relation s betwee n countries , 
especially, emotiona l argument s ofte n ge t th e bette r 
of reason . I n th e conflic t betwee n th e hawk s an d th e 
Chrysanthemum Club , it cannot be assumed tha t ratio -
nal argument s wil l win . Ninety-nin e percen t o f th e 
American peopl e hav e neve r bee n t o Japa n an d kno w 
nothing abou t th e realitie s o f life there . Logic is base d 
upon knowledge , an d emotiona l argument s thriv e o n 
ignorance. As the hawks' propaganda penetrate s grass -
roots America an d emotiona l argument s dictat e publi c 
opinion, th e logi c o f a  free-marke t econom y i s bein g 
overwhelmed b y the Japan-is-different argument . 
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Is Japan  Really  Different? 

Containing Japan.  Jus t as many Americans overreacte d 
to wha t the y perceive d a s America-bashin g i n th e pi -
rated Englis h version o f The Japan That  Can  Say  "No" 
by Akio Morit a an d Shintar o Ishihar a (se e chapte r 2) , 
many Japanes e hav e overreacte d t o Jame s Fallows' s 
article "Containin g Japan, " whic h the y regar d a s 
Japan-bashing. This trans-Pacific exchang e o f bad feel -
ings seems to have been provoke d b y the titles of these 
two works rather than b y their actua l contents . 

In Englis h th e nuance s o f th e wor d contain  ar e no t 
nearly a s stron g a s the y ar e fo r th e Japanes e wor d 
Jujikome, whic h was used in the translation o f Fallows's 
article. Fujikome  ha s stron g overtones—i t woul d b e 
used, fo r example , i n describin g th e sealin g of f o f a 
nuclear reacto r wher e a n acciden t ha s occurred . A s a 
translation fo r th e Englis h wor d contain,  i t i s a  bi t to o 
strong. The meaning o f contain i s essentially defensive ; 
the overtone s o f the word Jujikome ar e a  hundred-per -
cent offensive an d imply a preemptive strike . 

In on e sense , America ha s alread y trie d "containin g 
Japan." T o counte r th e floo d o f Japanes e import s i n 
areas lik e textiles , steel, consumer electronics , and au -
tomobiles, it launched a  containment policy that force d 
Japan t o accep t expor t control s an d voluntar y re -
straints. To counter a  soaring trade deficit , i t embarke d 
on a  containmen t polic y tha t pu t pressur e o n Japa n t o 
open it s market s an d increas e domesti c demand . Th e 
1985 Plaz a Accor d wa s ye t anothe r attemp t a t a  con -
tainment policy . T o redres s th e trad e imbalance , th e 
finance minister s o f the five major industrialize d coun -
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tries (th e Unite d States , Japan , Wes t Germany , Grea t 
Britain, and France ) agree d t o a  currenc y realignmen t 
at a meeting held i n September 198 5 at the Plaza Hote l 
in Ne w York . Despite a  drasti c downwar d revaluation , 
from 24 0 yen to 12 0 yen to the dolla r between 198 5 and 
1988, the U.S . balance o f trade wit h Japa n improve d a 
mere 1 5 percent , an d Japa n continue s t o maintai n a 
healthy surplus . 

Theoretically, i f the valu e o f the dolla r decrease s b y 
half, price s o f America n good s destine d fo r Japanes e 
markets shoul d als o b e halved , generatin g bris k sale s 
that shoul d lea d t o a n increas e i n U.S . export s an d a 
reduction i n th e trad e deficit . Price s fo r Japanes e 
goods, o n th e othe r hand , shoul d double , causin g a 
slowdown i n sales . Th e resultin g declin e i n Japanes e 
exports shoul d brin g abou t a  declin e i n Japan' s trad e 
surplus. That , a t least , i s wha t th e law s o f economic s 
dictate. And, i n fact , thi s occurre d i n Europe , where a 
lower dolla r le d t o a n American-Europea n trad e bal -
ance. I t di d no t happe n i n Japan , however . Foreig n 
goods i n Japa n remaine d a s expensiv e a s ever , an d 
Japanese good s sol d abroa d di d no t doubl e i n price . 
The annua l trad e defici t wit h Japa n remained—an d 
still remains—aroun d $5 0 billion . Why ? Th e answe r 
must b e that Japan i s "different," tha t structura l differ -
ences ar e a t wor k ther e tha t d o no t respon d t o eco -
nomic laws. 

This is the background agains t which the revisionist s 
emerged wit h thei r cal l fo r a  reexaminatio n o f U.S . 
premises abou t Japan . Thi s i s wha t se t th e stag e i n 
1989 fo r th e mos t recen t roun d o f U.S.-Japa n trad e 
negotiations, th e Structura l Impediment s Initiativ e 
talks, which were haunte d b y the threa t tha t Congres s 
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would invok e th e Supe r 30 1 provisio n o f th e 198 8 
Trade Ac t an d impos e economi c sanction s o n Japa n 
and othe r countrie s tha t engag e i n "unfair " tradin g 
practices. In thi s dangerou s atmospher e th e us e o f the 
word Jujikome  i n th e titl e o f th e translatio n o f "Con -
taining Japan " wa s irresponsible . I t evoke d associa -
tions wit h th e ABC D encirclemen t an d th e interna -
tional isolatio n o f Japan o n th e ev e o f World Wa r II ; it 
also angere d an d alarme d th e Japanes e peopl e an d 
stirred u p nationalisti c sentiments . N o one coul d hav e 
been mor e surprise d b y this reactio n tha n th e article' s 
author, James Fallow s himself . 

The Mass  Media  in  the  United  States  and  Japan.  I n 
November 198 9 I had a  discussion wit h Jame s Fallow s 
at th e reques t o f a  Japanes e magazin e an d televisio n 
station. Before ou r talk began , he was very wary of me. 
His extrem e mistrus t o f th e Japanes e medi a seeme d 
quite understandable . Th e Japanes e translatio n o f hi s 
article had caused a  furor fa r beyond his wildest expec-
tations, an d th e Japanes e medi a e n mass e ha d mad e 
him out to be an enemy of Japan. As he put it, somehow 
or other, he had becom e publi c enemy number one . As 
an exampl e o f th e misrepresentation s th e medi a ha d 
indulged in , Fallows told me the following story . 

Fallows ha d bee n aske d b y a  televisio n statio n t o 
discuss hi s view s o n th e Yello w Peri l theory . I n th e 
course o f that interview, he made the statement that h e 
did not endorse the view that racial prejudice la y at the 
heart o f curren t America n criticism s o f Japan. Regret -
tably, racis m di d exis t i n America , bu t h e personall y 
was firmly oppose d to those who resorted t o this sort of 
argument, a s were America's leading policymakers. He 
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had accepte d th e televisio n station' s invitation , h e tol d 
me, because h e though t i t provided a  good opportunit y 
to conve y th e conviction s o f American s lik e himsel f 
who regar d racia l prejudic e a s somethin g t o b e 
ashamed of , an d h e talke d animatedl y fo r severa l mi -
nutes o n th e subject . Sometim e late r h e hear d fro m 
the televisio n statio n tha t hi s comment s ha d bee n cu t 
because the y did not fit in with its plans. To learn wha t 
these plan s ha d been , h e late r watche d th e progra m 
with considerable interest . To Fallows's dismay, he dis -
covered the program was not about whether the Yellow 
Peril theor y wa s valid . I t too k America n racis m fo r 
granted, an d s o quit e naturall y hi s comment s di d no t 
fit in . 

The progra m dramaticall y trace d historica l event s 
such a s th e exterminatio n o f the aborigina l people s o f 
Central an d Sout h Americ a b y th e Spanis h an d th e 
mass slaughte r o f Native American s i n Nort h Americ a 
by later white settlers . Stressing the whites ' oppressio n 
of nonwhites , an d relyin g o n th e trick s an d specia l 
effects o f television , i t conveye d th e messag e tha t re -
cent America n criticism s o f Japan ar e a n extensio n o f 
white America' s historica l racia l prejudices . Wher e 
was th e conscienc e o f th e Japanes e mas s media , Fal -
lows asked . This program wa s inflammatory , a n abus e 
of the powe r o f television . Fallow s wa s profoundl y in -
censed. 

I too am well aware o f the propensity of the Japanes e 
media t o sensationalize , an d fo r tha t reaso n I  resis t 
making comment s abou t U.S.-Japa n relation s tha t 
might len d themselve s t o overdramatization . Extrem e 
statements, eve n thos e mad e b y peopl e wh o kno w 
nothing o f America, ar e prize d b y the Japanes e medi a 
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because the y ar e eas y to report. Bu t the American me -
dia ar e jus t a s bad . Whe n Sony  bough t Columbi a Pic -
tures, Newsweek  describe d i t a s " a piec e o f America' s 
soul." Columbia ha d bee n a  nearly bankrup t compan y 
nobody seeme d muc h intereste d i n unti l i t was sol d t o 
the Japanese . The medi a the n reporte d it s purchase a s 
if Sony had stolen the crown jewels. The same was tru e 
with th e sal e o f Rockefeller Center . The medi a carrie d 
on as if the traditional Christma s tree were goin g to be 
replaced wit h a  bonsai . Whe n Konishiki , a  Hawaiian , 
won a  sum o tournamen t i n Novembe r 1989 , how di d 
the New York  Times  captio n it s accoun t o f the victory ? 
"An America n I s Enthrone d an d Japa n I s Shaken. " 
What nonsense ! Fa r fro m bein g shaken , man y Japa -
nese were thrilled a t Konishiki's success . 

In both th e Unite d State s an d Japa n suc h medi a dis -
tortions ar e everyda y occurrences . Drive n onl y b y 
profit-making an d rapidl y becoming morall y bankrupt , 
the media constantl y sensationalize . 

After the  Berlin Wall,  the  Japanese Wall  Jame s Fallow s 
has argue d tha t allowin g Japa n t o expan d indiscrimi -
nately an d destructivel y i s no t i n th e bes t interes t o f 
Japan o r th e res t o f th e world . I  agre e wit h him . 
Whether thes e view s ar e correc t logicall y speaking , I 
cannot say , bu t I  believ e tha t no w i s no t th e tim e t o 
think purel y i n term s o f logic. Speaking fro m th e logi c 
of economics, certainl y n o on e ca n clai m tha t Japan i s 
wrong. Workin g withou t a  moment' s leisure , savin g 
for th e future , carin g mor e abou t conservatio n tha n 
consumption, offerin g th e worl d bette r product s a t 
cheaper prices , makin g money—thes e ar e al l action s 
that live up to capitalist ideals . 
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Capitalism mean s competition ; it s dominan t princi -
ple i s that whoever wins , survives. That i s the premis e 
upon which neoclassica l economic theory is based, an d 
as a  moder n economis t wh o belong s t o thi s school , I 
find Japan' s action s bot h logica l an d correct . But wha t 
happens i f we advance tha t argument on e step further ? 
If a highly competitiv e Japa n shoul d continu e t o b e a s 
successful a s i t ha s bee n i n offerin g it s good s t o th e 
world, naturally its profits wil l increase. As a result, th e 
yen wil l ris e i n valu e an d th e dolla r an d al l th e othe r 
currencies i n th e worl d wil l fall . I f Japa n one-sidedl y 
grows s o stron g tha t i t trample s o n th e livelihoo d o f 
people i n othe r countries , the n n o matte r ho w man y 
good product s i t makes , i t wil l graduall y becom e un -
able to sell them . 

Economic textbook s teac h tha t a  syste m o f check s 
and balances , sometime s referre d t o a s th e "invisibl e 
hand," wil l operat e t o chec k Japan' s expor t strength ; 
there i s n o need , therefore , fo r government s t o se t u p 
safety net s suc h a s tariff s an d controls . Viewe d fro m 
that vantag e point , Japan' s behavio r i s quit e rationa l 
and i t i s Japan-bashin g tha t i s unfair . Bu t i s realit y 
adhering t o textbook theory ? Are these check s and bal -
ances operating between America and Japan? Did sale s 
of Japanes e good s declin e whe n th e valu e o f th e ye n 
went up ? Was the Japanese surplu s erase d an d a  trad e 
balance achieved ? Afte r th e dolla r becam e cheaper , 
was the United States able to rapidly expand it s export s 
to Japan? 

Unfortunately, event s hav e no t transpire d th e wa y 
the textbook s sa y the y should . Th e syste m o f check s 
and balance s tha t operate s betwee n th e Unite d State s 
and Europ e doe s no t wor k betwee n th e Unite d State s 
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and Japan . Wh y not ? Th e answe r seem s t o be , a s Fal -
lows says , that th e custom s an d institution s withi n Ja -
pan—as see n fro m th e America n side—ar e "differ -
ent." Consequently , insofa r a s Wester n logi c doe s no t 
work i n Japan , Americ a mus t com e u p with som e sor t 
of nationa l polic y t o tak e th e plac e o f th e "invisibl e 
hand" i n th e for m eithe r o f protectionis m o r o f man -
aged trade . This is what Fallow s really means when h e 
speaks o f "containing Japan. " 

The mos t recen t (1989-90 ) roun d o f bilatera l trad e 
negotiations, th e U.S.-Japa n Structura l Impediment s 
Initiative, too k plac e agains t thi s background . Th e SI I 
talks wer e base d o n th e premis e tha t a n underlyin g 
factor in the trade imbalance between the United State s 
and Japa n wa s "structura l differences"—fundamenta l 
divergences i n th e tw o countries ' economi c an d socia l 
structures. I n a n effor t t o ensur e mor e transparen t 
trade practice s an d a  mor e ope n marketplace , Ameri -
can negotiator s cam e t o th e bargainin g tabl e arme d 
with a  lis t o f nontariff trad e barrier s tha t the y claime d 
prevented U.S . access t o th e Japanes e market . Indeed , 
many practices that the Japanese take for granted see m 
strange whe n looke d a t fro m outsid e an d certainl y d o 
not confor m wit h internationa l rules . Contractor s wh o 
meet togethe r t o decid e whic h o f them wil l ge t a  cer -
tain jo b o r companie s tha t submi t a  bi d o f on e ye n i n 
order t o wi n a  contrac t tha t wil l resul t i n a  long-ter m 
relationship an d a  virtua l futur e monopoly—sleaz y 
bidding practice s suc h a s thes e ar e carrie d ou t a s a 
matter o f course no t b y gangster-controlled syndicate s 
but b y top-rankin g compute r firms  an d th e construc -
tion industry. Such practices would be inconceivable i n 
other countries . Bringin g the m ou t int o th e ope n i s 
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highly embarrassing , bu t they must b e expose d s o tha t 
Japan ca n prepare fo r the future . 

The Structura l Impediment s Initiativ e talk s con -
cluded wit h bot h side s promisin g majo r structura l 
changes. Japanes e concession s include d promise s t o 
curb ta x benefit s fo r farmlan d owner s i n urba n areas , 
to remov e th e righ t o f small-stor e owner s t o vet o th e 
opening o f large retai l outlet s i n thei r neighborhoods , 
and t o increase staf f o n the Japanes e Fai r Trade Com -
mission. I n return , th e Unite d State s promise d t o cu t 
the budget , increas e federa l suppor t fo r researc h an d 
development, strengthe n expor t promotion , an d re -
quire th e adoptio n o f th e metri c syste m fo r federa l 
procurements beginnin g i n 1993 . Although th e Japa -
nese fel t tha t U.S . interferenc e i n Japan' s domesti c 
problems was unwarranted , the y have more effectivel y 
addressed th e compromise s reache d durin g th e talks , 
whereas unti l recentl y unde r th e Clinto n administra -
tion th e Unite d State s mad e n o effor t a t al l t o compl y 
with Japan's demands to increase savings and decreas e 
the government' s budge t deficit . Althoug h I  do no t be -
lieve th e Structura l Impediment s Initiativ e talk s pro -
duced any significant results , they have somewhat alle -
viated th e tensio n betwee n th e tw o countries . I f the y 
have had th e secondar y effec t o f helping to bring Japa -
nese rule s i n lin e wit h internationa l rules , the n the y 
were valuable . 

By adoptin g exactl y th e sam e polic y towar d Japa n 
that i t ha s towar d it s Europea n tradin g partners , 
America ha s incurre d a  hug e trad e defici t an d ru n u p 
against a n invisibl e wal l tha t surround s th e Japanes e 
archipelago. Unde r th e circumstance s i t i s no t a t al l 
strange tha t American s hav e conclude d tha t ther e i s 
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something differen t abou t Japa n an d hav e decide d t o 
rethink their views. Reacting against this new U.S. posi-
tion, some i n Japan hav e argue d tha t i t is America tha t 
is different . Certainly , Americ a woul d appea r differen t 
from th e Japanese perspective ; this sort of nationalisti c 
sentiment i s quit e understandable . Bu t tha t doe s no t 
mean Japa n ca n force it s rules on the res t of the world . 
And t o believ e tha t Americ a ough t t o b e th e on e t o 
change i s no t onl y impractica l bu t irresponsible . I t i s 
unreasonable t o expec t American s t o understand—le t 
alone pu t int o practice—suc h Japanes e concept s a s 
group solidarit y o r corporat e grouping s o r t o expec t 
them t o behav e lik e th e employee s o f Mitsubish i wh o 
will drin k onl y Kiri n beer . Fo r bette r o r fo r worse , th e 
postwar worl d play s b y America' s rules . Tha t come s 
with th e territor y o f world leadership , a  subjec t I  wil l 
discuss in more detai l later . 

America ca n manag e quit e wel l economicall y with -
out Japan , bu t Japa n canno t ge t alon g withou t th e 
United States . Som e Japanes e commentator s see m t o 
be unawar e tha t Japa n doe s no t exis t independently o f 
the res t o f th e world . The y hav e projecte d a  rosy-col -
ored futur e fo r Japa n an d predic t tha t th e twenty-firs t 
century wil l b e "th e Japanes e century, " bu t eve n i f 
such prospects exis t at the microeconomic level , I have 
my doubts about these optimistic scenarios. Since 1989, 
Japan's attentio n ha s turne d i n o n itself . Tha t yea r 
many o f Japan' s politica l elit e wer e implicate d i n th e 
Recruit shares-for-favor s scanda l an d Prim e Ministe r 
Noboru Takeshit a wa s force d t o resign . Vote r wrat h 
over the impositio n o f a 3  percent consumptio n ta x le d 
to th e poo r showin g o f th e rulin g Libera l Democrati c 
party in the Upper House election that July and brough t 
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about the ouste r o f Takeshita's successor , Sosuk e Uno , 
who ha d bee n discredite d b y a  se x scandal . While Ja -
pan was absorbe d b y the spectacl e o f three prime min -
isters succeedin g eac h othe r within th e spac e o f a sin -
gle year , th e res t o f th e worl d greatl y changed . Th e 
democratic movements in Eastern Europe , the collaps e 
of th e Sovie t Union , an d mor e recentl y th e U.S.-le d 
victory i n th e Gul f War afte r Iraq' s invasio n o f Kuwai t 
have al l bee n take n a s proo f o f the correctnes s o f U.S. 
foreign policy . A s Easter n Europ e an d th e forme r So -
viet Unio n mov e towar d a  free-marke t economy , th e 
world seems to be revolving around th e American axis . 
Under the circumstances , it should come as no surpris e 
that American s hav e shifte d thei r focu s t o th e eco -
nomic aren a an d tha t afte r th e Berli n Wal l th e nex t 
barrier the y hop e wil l fal l wil l b e the on e surroundin g 
Japan. 

Does Money  Give  Anyone  the  Right  to  Buy  Someone 
Else's Soul?  Economi c activitie s an d trend s inevitabl y 
have thei r ow n rules . Economics i s the scienc e o f find-
ing thos e rules . Th e proble m i s tha t sometime s a n 
economy operate s accordin g t o th e rule s an d some -
times i t doe s not . Whe n th e latte r happens , measure s 
must b e take n t o counterac t event s o r trend s tha t ru n 
counter to expectations . 

In the lat e 1980 s Japan wa s busil y buyin g u p Ameri -
can asset s wit h th e exces s cas h fro m it s hug e trad e 
surplus. Logically speaking , thi s activit y was a  natura l 
consequence wholly in line with the laws of economics. 
The questio n is : Should somethin g b e allowe d t o hap -
pen jus t becaus e i t accord s wit h economi c laws ? 
Shouldn't som e consideratio n b e give n t o whether th e 
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activity i s ultimately i n th e bes t interest s o f the partie s 
involved? Viewed i n tha t light , the situatio n take s o n a 
completely differen t complexion . Thi s i s wha t make s 
the law s o f economic s s o muc h mor e unpredictabl e 
than th e law s o f physics o r chemistry . The field  o f eco-
nomics has recently come to make greate r use of math-
ematical model s and i s becoming a  more scientifi c dis -
cipline. I n Nort h Americ a an d Europ e i t i s no w 
regarded a s having more i n common wit h the science s 
than wit h th e humanities . Becaus e economic s deal s 
with people and its testing ground is society rather tha n 
a laboratory, however , we shoul d no t insist that i t is a n 
exact science . Economi c problem s hav e a  nast y ten -
dency to develop into political and socia l problems . 

When rai n fall s o n a  mountain , fo r example , an d 
forms int o a  river , i t waters th e fields  a t the foo t o f th e 
mountain an d enriche s the lives of the people who liv e 
there. This is referred t o as the workings o f nature. But 
if several inche s o f rain were t o fall i n the cours e o f an 
hour, th e rive r woul d overflo w an d th e villag e a t th e 
foot o f the mountain woul d b e washed away . That, too, 
is a  law o f nature, bu t th e villager s d o not jus t si t bac k 
and allo w thi s t o happen . The y buil d a  da m upstrea m 
to contro l a  possibl e flood . An d thi s huma n actio n t o 
reverse th e laws of nature i s praised a s a good policy . 

Let's transpos e thi s analog y t o th e economy . Sinc e 
the en d o f the 1980s , $50 or $6 0 billion worth o f Japa -
nese investmen t a  year , th e equivalen t o f Japan' s an -
nual trad e surplus , ha s floode d throug h th e world , 
much o f it buying up American land , buildings, compa -
nies, an d eve n peopl e (lobbyists) . Shoul d American s 
stand idl y b y simpl y becaus e a n economi c la w i s op -
erating? Isn' t i t necessar y t o buil d som e sor t o f dam ? 
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When a  polic y run s counte r t o economi c laws , how -
ever, fa r fro m bein g praised—a s i n th e cas e o f floo d 
control—it i s criticized a s protectionism, regulation , o r 
interference. Why? One reason i s that natural phenom -
ena ca n be readily observed, but economic phenomen a 
are no t easy to visualize. We can se e the flow o f water , 
but w e canno t actuall y se e th e flow  o f investmen t 
around th e globe . Thi s i s puzzling fo r economist s an d 
even mor e puzzlin g fo r ordinar y people . But when th e 
flow of investment doe s become visible, shouldn't poli -
cymakers tak e bol d steps , suc h a s containment , eve n 
though tha t mean s temporaril y actin g contrar y t o eco -
nomic laws? 

In th e lat e 1980 s Japan' s "buyin g America " becam e 
clearly visible t o th e nake d eye . There seeme d n o en d 
to th e lan d o r th e companie s th e Japanes e acquired . 
Japan ha s argued tha t i t is not the onl y country to hav e 
bought America n property , tha t Britis h holding s ar e 
even large r tha n Japan's . Bu t thi s argumen t inadver -
tently let s th e ca t ou t o f th e bag . Th e trut h i s tha t 
Japanese investmen t i s rapidl y catchin g u p wit h th e 
British, Dutch, and German investments that have bee n 
made ove r a  long period o f years. I t has bee n a  verita -
ble torrent rather than a  gently falling rain , and no on e 
can claim that a  torrential rainfal l i n the spac e o f a fe w 
hours ha s th e sam e effec t a s a n equivalen t amoun t o f 
rain falling ove r a ten-day period . 

This situation i s most dramaticall y manifested i n th e 
growth of Japanese direc t investment abroad. Valued a t 
a mer e $10. 6 billio n durin g th e perio d 1975-79 , direc t 
investment fo r 1985-8 9 ha d rise n t o $118. 8 billion , a 
more tha n tenfol d increas e i n jus t te n years ' time . I n 
the Unite d State s alone , Japanes e direc t investmen t 
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went from $67. 3 billion in 198 9 to $83.5 billion in 1990.* 
Thus, more tha n hal f o f these acquisition s wer e i n th e 
United State s and quit e visibly concentrated i n Hawaii , 
California, an d Ne w York . Thi s wa s no t jus t a  torren t 
but more like a  flash flood . 

The analog y ca n b e take n onl y s o far , however . I n 
the natura l world , n o on e benefit s fro m a  flood,  bu t i n 
the economi c world , thi s flo w o f investmen t clearl y 
was t o th e benefi t o f Japan, an d inevitabl y i t inflame d 
American chauvinism . Excessiv e growth , excessiv e 
gains in an y area , ar e boun d t o produce a  hostile reac -
tion. Accordin g t o a n opinio n pol l o f America n chie f 
executive officers conducte d jointly by the Nihon Keizai 
Shimbun an d th e U.S . polling organizatio n Boo z Alle n 
for the Wall  Street Journal,  onl y 54.8 percent welcome d 
Japanese investmen t in the United States. To give some 
idea o f how low that figure  is , the highest approval rat e 
for investment b y another countr y was 93.8 percent fo r 
Canada, wit h Britain , th e Netherlands , an d German y 
falling betwee n 76. 8 and 87. 7 percent. Th e numbe r o f 
respondents wh o sai d Japanes e investmen t wa s no t 
welcome was 22.6 percent . 

Another reaso n wh y thi s concentrated investmen t i n 
the Unite d State s was no t welcome i s that , despit e th e 
strong yen an d th e weak dollar , America's trade defici t 
with Japa n ha s no t bee n reduce d a t all . The proposa l 
by Fallow s an d othe r revisionist s t o adop t manage d 
trade a s a  containmen t polic y i s a  reflection o f Ameri -
can irritatio n wit h thi s situation . Th e fac t tha t th e 

*The slowdow n i n th e Japanes e econom y ha s temporaril y halte d 
the growt h o f Japanes e investmen t abroad , bu t a s Japan' s trad e 
surplus continue s t o grow , th e exces s wil l hav e t o b e investe d 
somewhere, this time most likely in Asia. 
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United States , the standar d beare r fo r fre e trad e sinc e 
World Wa r II , ha s bee n tempte d t o adop t a  manage d 
trade polic y give s som e indicatio n o f th e exten t o f 
American frustration . Th e ver y ter m managed  trade 
creates a  negativ e impression . I t describe s a  huma n 
activity tha t interfere s wit h th e fre e workin g o f th e 
"invisible hand"—th e golde n rul e o f capitalism . Th e 
unspoken assumptio n behin d th e U.S.-Japa n Struc -
tural Impediment s Initiativ e talk s wa s tha t Americ a 
would desperatel y lik e t o avoi d resortin g t o suc h a 
course. 

This i s wha t happen s whe n economi c activit y doe s 
not operat e accordin g t o logic . Certainly , a s Aki o Mo -
rita, th e chairma n o f Sony , ha s said , i t i s no t th e con -
centrated outpourin g o f Japanese exports , but the con -
centrated America n absorptio n o f these products , tha t 
is th e problem . Ther e i s a  certai n logic , too , i n hi s 
statement tha t i f Columbia Picture s i s a piece o f Amer-
ica's soul , the n th e proble m lie s no t wit h thos e wh o 
bought it , but with thos e who were willing to sel l it . In 
economics, however , som e idea s canno t b e pu t acros s 
simply b y brandishin g th e correc t argument , particu -
larly whe n nationa l prid e i s linke d t o economi c in -
terests. 

America's Sun  Has  Not  Yet  Set 

The Supremacy  of  the  Dollar.  Structura l Impediment s 
Initiative talks o r "containing Japan"—cal l i t what yo u 
will—both ar e indicativ e o f a  desperat e figh t fo r th e 
preeminence o f the U.S . economy. Why has America, a 
country whos e overwhelmin g postwa r powe r an d af -
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fluence le d i t to assume th e roles o f the world's banke r 
and policeman , see n it s formidabl e lea d i n world eco -
nomic affair s slowl y slip away? The answe r i s inheren t 
in the very nature o f the postwar monetary system , th e 
International Monetar y Fun d (IMF) , which was advan -
tageous to the United State s in the shor t run, but not in 
the long run . 

Because th e America n dolla r i s th e ke y globa l cur -
rency, othe r countrie s hav e t o expor t t o ear n foreig n 
currency (dollars ) an d the n us e thos e dollar s t o bu y 
(import) th e thing s the y need. After th e war, for exam -
ple, Japan wante d t o impor t becaus e i t had n o natura l 
resources, but it needed dollar s to do so. It launched a n 
export driv e t o ear n thos e dollar s and , finally,  a t th e 
end o f th e 1970s , aroun d th e tim e o f th e secon d oi l 
crisis, i t achieve d a  balanc e betwee n import s an d ex -
ports. Or, to put i t another way, enough profit s o n sale s 
had buil t up in the country' s coffers  s o that i t could bu y 
whatever i t wanted. 

On th e othe r hand , becaus e th e dolla r ha s bee n th e 
key currenc y use d b y th e fre e worl d throughou t th e 
postwar perio d an d i s accepte d bot h a t hom e an d 
abroad, Americ a alon e ca n impor t whateve r i t want s 
without havin g to expor t first . With som e exaggeratio n 
one migh t eve n sa y tha t a s lon g a s th e Unite d State s 
prints dollars , i t ha s th e righ t t o bu y anythin g i n th e 
world. Eve n withou t th e mone y readil y a t han d i t ca n 
buy on credit . That i s one o f the advantages o f control -
ling the key currency . 

This situation will continue as long as America main -
tains it s gri p o n worl d leadership . Bu t when , a s now , 
American competitivenes s i s declining , controllin g th e 
key currency becomes a  disadvantage. What was bene -
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ficial i n th e shor t ru n become s a  handica p ove r th e 
long run . Th e fli p sid e t o th e short-ter m advantag e o f 
being abl e t o bu y anythin g yo u wan t withou t makin g 
any expor t effor t i s tha t tw o bi g bill s eventuall y com e 
due—a long-ter m deterioratio n o f internationa l com -
petitiveness an d a n ingraine d habi t o f impor t con -
sumption. 

Thus, lurking in the backgroun d o f the debat e abou t 
containing Japa n ar e thes e systemi c factor s o f short -
term advantage s an d long-ter m disadvantages . Thi s 
raises th e questio n o f whether i t might b e a  goo d ide a 
to chang e th e system , bu t i n poin t o f fac t ther e i s n o 
currency a t presen t tha t i s capabl e o f replacin g th e 
dollar a s the ke y currency . And eve n i f there were , th e 
United State s would no t accept such a  course o f action. 
Suppose, for example , that the yen gre w eve n stronge r 
and Japa n investe d hug e sum s o f mone y i n th e IMF , 
thus eclipsin g th e U.S . contributio n an d winnin g a 
stronger sa y for itself . America would b e upset . Even if 
the United State s has decline d i n real strength , i t is not 
likely t o giv e u p it s prerogative s o f worl d leadership . 
That is not the way superpowers behave . 

If some worldwid e upheava l o r major cataclys m oc -
curred, the situatio n woul d b e different . Th e dolla r re -
placed the pound as the key currency when world lead -
ership shifte d fro m Britai n t o th e Unite d State s afte r 
two worl d wars . Fo r leadershi p t o b e transferre d dur -
ing peacetim e a s th e resul t o f deliberation s i s incon -
ceivable. 

The Fragility  of  Economic  Power.  I n Jul y 1944 , a t th e 
height o f World Wa r II , the foundation s fo r today' s In -
ternational Monetar y Fun d syste m wer e lai d a t a n in -
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ternational conferenc e hel d i n th e tow n o f Bretto n 
Woods, New Hampshire . This conferenc e t o define th e 
workings o f the worl d econom y i n th e postwa r perio d 
was attended b y representatives o f the Allied countries , 
including Joh n Maynar d Keyne s o f Grea t Britai n an d 
Harry D . Whit e o f th e Unite d States . Th e conferenc e 
would no t onl y establis h a  monetar y system , i t woul d 
also determin e whethe r th e poun d o r the dolla r woul d 
have primac y i n th e postwa r world . B y thi s tim e th e 
Allied countrie s coul d rea d th e sign s o f Germa n an d 
Japanese defea t an d ha d begu n t o tak e step s accord -
ingly. 

Keynes's concep t wa s tha t th e IM F shoul d ac t a s a 
clearinghouse, coordinating and maintaining a  balance 
so tha t n o particula r countr y woul d becom e to o wea k 
or too strong . This , of course, was a  desperat e attemp t 
to preserv e Britis h authorit y an d sav e th e pound . 
White's pla n wa s t o plac e Americ a a t th e cente r an d 
subordinate al l the othe r countrie s aroun d i t like satel -
lites. It tied th e dolla r to the gol d standar d an d create d 
a fixed  exchang e rat e fo r al l othe r currencies . Despit e 
Keynes's stron g oppositio n t o White' s plan , ther e wa s 
no contes t betwee n th e ascendin g dolla r an d th e set -
ting su n o f the Britis h pound . Keynes' s argument s fel l 
on dea f ears . The ke y currency shifte d fro m th e poun d 
to th e dollar , an d worl d leadershi p shifte d fro m Grea t 
Britain to the United States . 

The presen t IM F syste m thu s cam e abou t i n par t 
through America n steamrolling , an d Americ a i s un -
likely to give up contro l of the IMF unless it is forced t o 
do so . Th e IM F was create d a t a  tim e whe n Americ a 
accounted fo r 5 2 percent o f the world's Gros s Nationa l 
Product (GNP ) an d two-third s o f the world' s gol d sup -
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ply. That America with a  mere 3  percent o f the world' s 
population ha d s o muc h wealt h i s amazing . Tha t pe -
riod wa s indee d a n unprecedente d golde n ag e fo r th e 
United States , whic h wa s abl e t o d o whateve r i t 
pleased. 

Despite Keynes' s desperat e effort s a t Bretton Woods, 
the outcom e wa s inevitable . Britai n n o longe r ha d th e 
political, economic, or military clout to prevent the dol -
lar fro m replacin g th e poun d a s th e ke y currency . 
Though i t ha s decline d sinc e thos e head y days , th e 
United State s remain s a  grea t power . Replacin g 
America toda y wit h second-plac e Japa n o r German y 
would leav e muc h t o b e desired . Bu t eve n i f thes e 
countries wer e absolut e equal s with th e Unite d States , 
the transfe r o f leadership a s the resul t o f discussion i s 
inconceivable. Histor y teache s tha t ther e ha s t o b e 
some dramatic upheaval for world leadership t o shift . 

We therefor e canno t expec t an y chang e i n th e IM F 
system unti l Americ a become s muc h weake r an d th e 
number-two power s muc h stronger—an d muc h 
stronger no t onl y i n term s o f their economi c capabili -
ties. In order to attain superpower statu s a country als o 
needs physical , tha t is , military , strength . Economi c 
power is too fragile t o respond in emergency situations . 
In th e 1980 s Japa n wen t o n a  shoppin g spree , buyin g 
up Americ a an d investin g elsewher e overseas . I f th e 
laws changed o r a war broke out in any of those foreig n 
countries, however, Japan' s foreign investment s woul d 
be froze n o r confiscate d an d tha t woul d b e th e en d 
of that. 

At presen t Japa n doe s no t eve n hav e th e powe r t o 
protect Japanes e corporation s tha t hav e se t u p busi -
nesses overseas . Take the cas e o f the Iran Japan Petro -
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chemical Company , a  join t ventur e betwee n Ira n an d 
members o f the Mitsui group. Its plans to build a  petro-
chemical compan y i n souther n Ira n wer e interrupte d 
first b y the Khomein i revolutio n an d the n b y the Iran -
Iraq war , resultin g i n th e los s o f millions o f dollars . If 
Japan ha d ha d militar y capabilities , th e result s migh t 
have bee n different . Japanes e oi l tanker s sailin g int o 
the Persia n Gul f would no t have had t o seek America n 
protection durin g th e Iran-Ira q war . A t the ver y least , 
there woul d hav e bee n n o outcr y i n th e Unite d State s 
about Japan' s gettin g a  fre e rid e militarily . Mor e re -
cently durin g th e Gul f War , I  repeatedly hear d Ameri -
cans as k wh y th e live s o f America n youn g peopl e 
should b e sacrifice d t o giv e Japa n acces s t o th e oi l i t 
needs s o that i t can g o on making money . Despite hav -
ing contributed $1 3 billion t o the war effort , Japa n ha d 
little say, diplomatically speaking, in the postwar settle -
ment. Mos t Japanes e sens e tha t Japanes e diplomac y 
carries little weight. Does any country look to the prime 
minister o f Japan fo r leadership ? Thoug h i t may prid e 
itself o n bein g a n economi c superpower , Japa n i s stil l 
frustrated b y it s relativ e powerlessnes s o n th e worl d 
scene. 

To tur n th e argumen t around , i t coul d b e sai d tha t 
Japan, which ha s s o little political o r military strength , 
has com e t o hav e to o muc h economi c power . Havin g 
written this , I  shoul d haste n t o sa y tha t I  a m no t a 
Japanese nationalis t o r a hawk who wants to see Japa n 
rearm. A s a realis t I  am merel y pointin g ou t th e obvi -
ous. Shintaro Ishihara's statement that Japan might call 
on Russia t o defend i t if America tried to contain Japa n 
is nonsense . I n suc h a n event , Russia n demand s ar e 
unlikely t o sto p a t microchips . T o pu t i t bluntly , a s 
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far a s mos t Japanes e ar e concerned , Russi a i s no t th e 
country tha t the y ar e mos t likel y to trust . Th e realisti c 
view is that i t would b e far bette r fo r Japa n t o listen t o 
America's complaint s than to join hands with the coun -
try that stole Japan's Norther n Territorie s a t the en d o f 
World War II. 

Excessive Exports  versus  Excessive  Imports.  I n order fo r 
the dolla r t o functio n a s th e ke y currency , Americ a 
must reconside r it s specia l righ t t o chea p import s an d 
exercise restraint . I f it is going to be the world's leader , 
it mus t ac t lik e a  leade r an d sho w mor e self-control . 
This mean s becomin g mor e internationall y competi -
tive an d achievin g a  trad e balanc e throug h a n expor t 
effort o r throug h a  furthe r devaluatio n o f th e dollar . 
Competitiveness ca n b e achieve d b y letting th e dolla r 
fall eve n further , bu t there i s an inherent contradictio n 
in a  constantl y declinin g dollar . A  key currenc y tha t 
falls unchecke d make s n o sens e a s a  ke y currency . 
Thus, as long a s the dolla r i s the ke y currency , i t mus t 
not be allowed to fall indefinitely . 

After th e Plaz a Accord, the dolla r plummeted an d b y 
1988 it had reached a n exchange rat e of 120 yen. At the 
time som e predicte d tha t th e dolla r migh t dro p eve n 
further t o the 100-ye n o r 80-yen level . (At the time thi s 
book wen t t o press , the exchang e rat e wa s fluctuatin g 
between 12 5 and 10 4 yen t o the dollar. ) Although logi -
cally speakin g i t i s no t strang e fo r th e valu e o f th e 
dollar t o g o down , a s a  ke y currenc y i t shoul d no t d o 
so. It cannot depreciat e s o much tha t i t loses its mean -
ing a s th e ke y currency . So , i n fact , Americ a ha d n o 
alternative bu t t o becom e mor e competitiv e an d in -
crease exports . Sinc e i t i s impossibl e t o regai n over -
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night somethin g tha t ha s bee n los t ove r a  perio d o f 
years, the rea l agend a behin d the SI I trade talks was to 
get Japa n t o impor t mor e America n good s an d t o ge t 
the United States to import less from Japan . 

This pu t Japa n i n a  peculia r position . Becaus e ex -
ports ha d exceede d import s fo r som e time , Japa n ha d 
excess reserve s tha t enable d i t t o impor t whateve r i t 
wanted. I t wa s n o longe r necessary , a s i t onc e ha d 
been, t o expor t i n orde r t o import . Thus , jus t a s 
America continue s t o impor t eve n thoug h i t ca n n o 
longer affor d t o d o so , Japan continue d t o expor t eve n 
though i t no longer needed to do so.* This exporting fo r 
the sak e o f exportin g i s illogical , economicall y speak -
ing. Th e mor e Japa n exports , th e stronge r th e ye n 
grows and the more unprofitabl e exportin g becomes. It 
would mak e fa r bette r sens e t o spen d th e mone y a t 
home. Bu t n o effor t whatsoeve r wa s mad e t o appl y 
the brake s t o Japan' s expor t drive . Th e mor e Japa n 
exported, th e mor e mone y cam e i n s o tha t i t becam e 
even harde r t o sa y "stop. " What corporatio n woul d b e 
willing t o cu t bac k export s an d reduc e tangibl e profit s 
for th e intangibl e goo d o f the state ? Th e wors t aspec t 
of all this is that Japanese societ y looks up to business -
men a s its heroes, and everyone—bot h insid e and out -
side government—listen s t o thei r views . Th e Recrui t 
scandal and , more recently , the revelation o f payment s 
made t o leadin g Die t member s b y Sagaw a Kyubin , a 
parcel-delivery company , hav e give n a  glimpse o f ho w 
pervasive th e practic e o f influence buyin g i s i n Japan , 
and how deeply politicians ar e in the pay of business. 

* Japan's economic growth has reduced the already low level of Jap-
anese imports stil l further. A s imports decline and export s increas e 
(or even remain the same), the trade surplus continues to grow. 



The Rise of Revisionism 3 5 

America face s a  simila r dilemma . Th e fac t tha t th e 
dollar, a s the ke y currency , canno t fal l belo w a  certai n 
point, make s i t eve n mor e difficul t t o sa y "sto p im -
porting." Paradoxically, what has happened i n both Ja -
pan an d th e Unite d State s a s fa r a s busines s i s con -
cerned i s entirel y rationa l economi c behavior , an d w e 
can onl y assum e tha t th e presen t situatio n wil l con -
tinue a s long as the IMF system remains unchanged . 

Made in  Japan —Breaking Down  the  Exchange  Myth. 
As I mentioned earlier , when the value of the dollar de-
clined b y half an d th e ye n doubled , Japanes e corpora -
tions ende d u p makin g exactl y the sam e profit s a s be -
fore. Tha t wa s od d enough , bu t th e 198 5 currenc y 
realignment cause d anothe r strang e phenomeno n t o 
occur. America n export s t o Japa n ought , i n theory , t o 
have sol d fo r hal f thei r forme r pric e (provide d tha t de -
mand elasticitie s were close to unity). This did not hap-
pen. A t th e ver y least , th e curiou s sigh t o f Japanes e 
bringing bac k armload s o f Europea n good s tha t the y 
had bough t i n th e Unite d State s ough t t o hav e disap -
peared, bu t the crowd s o f Japanese shopper s i n airpor t 
duty-free shop s di d no t diminis h a t all . In othe r words , 
the benefits fro m th e yen's sharp rise against the dolla r 
were no t adequately passed o n to Japanese consumers . 
Nor di d price s fo r Japanes e good s ris e sharpl y i n th e 
United States . Sinc e th e valu e o f th e dolla r wa s hal f 
what it used to be, the prices of Japanese goods ought to 
have been double what they once were, but that was not 
the case . 

In fact , betwee n 198 5 an d 198 9 th e price s o f Japa -
nese export s t o th e Unite d State s ros e onl y abou t 8  t o 
10 percent despit e th e fac t tha t the yen had double d i n 
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value. Ho w wa s tha t possible ? Ther e ar e tw o line s o f 
thought o n thi s matter . Th e firs t vie w i s that Japanes e 
businesses di d no t tak e muc h o f a  profi t o n thei r ex -
ports, tha t the y mad e thei r mone y b y settin g a  hig h 
price domesticall y an d holdin g dow n expor t price s t o 
a leve l wher e the y a t leas t di d no t sustai n a  loss . Th e 
other vie w i s that , t o rid e ou t th e stron g yen , Japa n 
focused it s effort s o n restructurin g an d technologica l 
innovation. A s a  result , cost s cam e dow n s o substan -
tially tha t ther e wa s n o nee d t o raise prices . 

Although th e chea p dolla r seeme d t o offe r th e 
United State s th e perfec t opportunit y t o expan d it s ex -
ports t o Japan, i t was unabl e t o do so . Why? There ar e 
two line s o f though t o n thi s questio n a s well . On e i s 
that America' s expor t effor t wa s inadequate ; th e othe r 
is tha t th e Japanes e marke t ha s s o man y barrier s tha t 
no matte r ho w har d Americ a trie s i t cannot ge t in . 

All o f thes e view s ar e probabl y true . Th e pric e o f 
Japanese good s certainl y di d no t double . Tha t i s be -
cause Japanes e busines s too k th e loss , an d als o be -
cause the y steadil y reduce d cost s an d thereb y in -
creased thei r abilit y t o resis t th e effect s o f a  stron g 
yen. Th e fac t tha t America n export s t o Japa n di d no t 
noticeably increas e i s due bot h t o the failings o f Amer-
ica's ow n expor t effort s an d t o Japan' s reluctanc e t o 
open it s market . Thes e overlappin g factor s forme d th e 
background t o the Japan-U.S . Structura l Impediment s 
Initiative talks . 

Yet, whil e everyon e complaine d tha t th e pric e o f 
American export s t o Japan di d no t g o dow n i n propor -
tion t o th e yen-dolla r exchang e rate , eve n thoug h thi s 
proved disadvantageou s t o th e Japanes e consumer , 
everyone blithel y accepte d th e fac t tha t price s fo r Jap -
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anese export s t o th e Unite d State s di d no t ris e much . 
Properly speaking , th e amoun t o f increase o r decreas e 
should b e symmetrical , an d i t seem s unfai r tha t ther e 
was s o muc h hostilit y t o th e on e an d n o acknowledg -
ment o f th e other . Afte r all , i f th e pric e o f Japanes e 
goods ough t t o hav e rise n b y 10 0 percent , bu t Japa -
nese companie s kep t the increase dow n t o only 8 to 1 0 
percent, the y ough t t o b e thanke d fo r thei r contribu -
tion to holding dow n inflatio n i n the Unite d States . But 
instead o f being grateful , American s blame d Japa n fo r 
the fac t tha t U.S . products di d no t sel l fo r hal f pric e i n 
Japan. Thi s i s what economic s call s asymmetry . 

Physical phenomen a usuall y occu r symmetrically . I f 
70 degrees Fahrenhei t i s the idea l temperatur e fo r hu -
man beings , the n anythin g highe r tha n 7 0 degree s i s 
considered hot , anythin g lowe r i s cold , and discomfor t 
is fel t proportionall y a t th e highe r o r lowe r tempera -
tures. Althoug h th e sam e ough t t o hol d tru e fo r eco -
nomic phenomena , on e extrem e wa s welcomed , th e 
other wa s decried . Tha t i s wha t make s economic s s o 
difficult. I t i s huma n nature , o f course , t o kee p silen t 
about somethin g advantageou s t o one' s ow n pocket -
book. Th e Japanese , however , shoul d hav e draw n at -
tention t o thi s situatio n an d state d thei r cas e firmly , 
but the y remaine d strangel y inarticulate . I f Japanes e 
officials an d th e mas s medi a ha d mad e Japan' s posi -
tion bette r know n t o the America n public , the attitud e 
of ordinary Americans migh t b e considerably different . 
It would certainl y b e more beneficia l t o both countrie s 
if th e Japanes e medi a concentrate d thei r talent s an d 
efforts o n givin g a  clea r accoun t o f Japan' s positio n 
rather tha n producin g sensationalis t program s lik e th e 
one mentioned earlie r o n American racism . 
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The appreciatio n o f th e ye n an d th e devaluatio n o f 
the dolla r afte r th e 198 5 Plaza Accor d di d no t have th e 
expected results . Th e participant s no w conced e tha t 
all thei r tinkerin g wit h th e exchang e rate s ha d almos t 
no effec t o n import s an d exports . Take , fo r example , 
the videocassett e recorde r (VCR) . I n th e beginnin g 
neither th e Japanes e no r th e American s anticipate d 
the siz e o f the marke t fo r VCRs . The machine s di d no t 
sell wel l a t al l i n th e 1970s , bu t i n th e earl y eightie s 
they suddenl y becam e popular , an d b y 198 5 nearl y a 
third o f al l America n household s ha d VCRs , almost al l 
of which wer e mad e i n Japan . Afte r th e Plaz a Accor d 
the yen suddenl y sho t u p an d th e dolla r dropped , unti l 
ultimately th e ye n wa s wort h nearl y twic e wha t i t ha d 
been. Logi c dictate s tha t th e pric e o f Japanes e VCR s 
should hav e double d durin g tha t perio d an d sale s 
should hav e drie d up . In fact , afte r 198 5 sales o f VCRs 
rose b y leap s an d bounds , first,  becaus e th e pric e di d 
not g o up and , second , becaus e America n income s in -
creased greatl y afte r 1985 . A s a  result , Japanes e ex -
ports o f VCR s gre w seventeenfol d betwee n 198 5 an d 
1990, an d b y 1989 , 7 5 percen t o f al l America n house -
holds ha d a  VCR. 

One othe r facto r need s t o b e take n int o consider -
ation to account fo r the failure o f the currenc y realign -
ment t o affec t sale s o f VCRs: Japan's virtua l monopol y 
of the VC R market. A  monopoly render s th e exchang e 
rate mechanis m ineffectiv e becaus e th e exchang e rat e 
can adjus t fo r surpluse s an d deficit s onl y when substi -
tute product s ar e availabl e fro m othe r countries . A t 
present, expor t figures  fo r VCRs are declining , an indi -
cation tha t th e marke t i s matur e an d tha t mos t pur -
chases no w ar e t o replac e olde r models . Bu t a  situa -
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tion quit e simila r t o th e on e fo r VCR s i n th e 1980 s i s 
evolving i n th e marke t fo r facsimil e machines . A s i n 
the cas e o f VCRs , Japanes e companie s hav e a  virtua l 
monopoly o n fa x machines . 

Although, al l thing s bein g equal , th e currenc y re -
evaluations shoul d theoreticall y hav e cause d th e Japa -
nese shar e o f th e VC R market t o fal l fro m 3 3 percen t 
to 1 5 o r 1 6 percent , jus t th e opposit e occurred . A s 
American prosperit y le d t o increase d absorbability , 
economies o f scal e wer e brough t int o pla y an d uni t 
costs cam e down . Meanwhile , t o counte r th e stron g 
yen, Japanese businesse s restructure d an d pu t greate r 
emphasis o n technologica l innovatio n an d automatio n 
that le d t o wholesal e cos t reductions . I n short , econo -
mies o f scal e an d technologica l innovatio n mad e pos -
sible low-cos t mas s productio n s o tha t Japanes e VC R 
manufacturers wer e abl e t o achiev e a  seventeenfol d 
increase i n sale s despit e th e advers e climat e resultin g 
from th e stron g yen . 

As a  result , th e Japanes e consume r electronic s in -
dustry achieve d a n unrivale d position , nearl y a  mo -
nopoly, flooding  worl d market s wit h good s labele d 
"made i n Japan. " Japanes e good s earne d suc h enor -
mous profit s tha t th e questio n o f wh o wa s mor e a t 
fault fo r thi s flood  tide—thos e wh o impor t o r thos e 
who export—cease d t o hav e an y relevance . Nothin g 
seemed t o b e abl e t o chec k th e Japanes e expor t jug -
gernaut. Unde r th e circumstances , wha t othe r cours e 
was ope n fo r Americ a except , a s Fallow s suggests , t o 
consider th e ne w plo y o f containment ? 





TWO 

CONFLICTING VIEWS 
OF THE ROLE OF 

GOVERNMENT 

Economic Strength  as  a  National 
Security Issue 

Japanese Hypercorporatism.  On e crucia l differenc e be -
tween th e Unite d State s an d Japa n i s tha t Japa n i s a 
country tha t hold s governmen t i n hig h esteem , 
whereas th e America n publi c ha s a  fundamenta l dis -
trust o f government . Thi s differenc e i s significan t be -
cause, a s man y hav e pointe d out , postwa r Japa n ha s 
become a n economi c superpowe r unde r th e "adminis -
trative guidance" of the Ministry of International Trad e 
and Industr y (MITI) , th e governmen t departmen t 
whose functio n i s t o formulat e an d implemen t Japa -
nese commercia l an d industria l policies . I n orde r t o 
rebuild a  country that had bee n reduce d t o rubble dur -
ing Worl d Wa r II , th e Japanes e governmen t adopte d 
policies tha t favore d productio n an d provide d indirec t 
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support t o hel p producer s maximiz e thei r marke t 
share. I n contrast , a  matur e capitalis t societ y lik e th e 
United State s tend s t o regard governmen t interventio n 
in the activitie s o f producers a s undesirable an d favor s 
policies tha t improv e th e well-bein g o f th e consumer . 
In an articl e in the Nihon Keizai  Shimbun  o f Septembe r 
17, 1990 , I  called thi s sor t o f Japanese capitalis m "hy -
percorporatism" an d th e matur e capitalis m o f Nort h 
America an d Europ e "hyperconsumerism. " T o adop t 
the terminology o f Alfred Chandle r i n Scale and  Scope: 
The Dynamics  of  Industrial  Capitalism,  i f th e Unite d 
States is a system o f competitive manageria l capitalis m 
and German y is a system of corporate manageria l capi -
talism, then perhaps we might cal l Japan a  state mana -
gerial capitalis t system . 

Spurred b y th e astonishin g prosperit y Japa n ha s 
achieved, som e America n an d Europea n policymaker s 
have begun to advocate a  form o f government-led capi -
talism tha t would provid e suppor t t o corporations. Th e 
reaction i n Americ a t o industria l policy , however , ha s 
been consistentl y negative . Althoug h Washingto n has , 
in fact , steppe d i n t o protec t producer s o n numerou s 
occasions, th e America n peopl e hav e a  deep-seated , 
almost physical , aversio n t o providin g systemati c pro -
tection fo r particular companies . 

In Japan , however , althoug h som e o f th e glitte r i s 
gradually wearin g of f th e hypercorporatis t system , th e 
Japanese peopl e stil l hav e absolut e trus t i n thos e i n 
positions o f authority . Th e reaso n everythin g i n Japa -
nese lif e converge s o n Toky o i s tha t tha t i s where th e 
okami—the highe r powers—congregat e an d gover n 
their subject s fro m a  positio n tha t i s abov e th e law . 
Tokyo's abilit y t o attrac t thos e wh o hav e a n exclusiv e 
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hold o n powe r an d informatio n i s prodigious. The cit y 
is Washington an d New York combined . 

In Americ a ther e i s a  clea r distinctio n betwee n th e 
functions o f those tw o cities : power i s i n th e hand s o f 
the governmen t i n Washington ; th e privat e sector , 
based to a large exten t but not exclusively in New York, 
controls information . Powe r itself i s regarded a s some -
thing that is entrusted b y the people to political leader s 
and ca n b e take n awa y fro m the m a t th e firs t sig n o f 
any slip . Deep dow n American s hav e littl e confidenc e 
in government . Mistrus t o f Washington i s particularl y 
deep-rooted amon g stat e governments . 

This hostilit y t o governmen t i s ingraine d i n th e 
American people . Government servic e has little appea l 
for young people. Many of the most gifted undergradu -
ates at American universitie s go on to pursue advance d 
degrees i n graduat e o r professiona l schools ; th e sec -
ond-best g o to work fo r majo r corporations ; few o f the 
elite see m intereste d i n a  caree r i n government . I n 
contrast, th e to p graduate s o f Japan' s to p university , 
the Universit y o f Tokyo, set thei r sight s o n passing th e 
civil service examinatio n an d ente r th e governmen t i n 
droves. Th e America n imag e o f governmen t i s on e o f 
agencies squabblin g wit h eac h othe r ove r mone y ( a 
bigger shar e o f th e budget) , an d fo r tha t reaso n th e 
government command s littl e respect . Recently , I  mus t 
admit, simila r feeling s hav e bee n gainin g groun d 
among the Japanese a s well. 

In 198 9 I  ha d a  conversatio n wit h a  forme r vice -
minister o f MITI who aske d m e a n extremel y interest -
ing question : "Wit h al l thi s tal k abou t th e America n 
economy bein g o n th e declin e an d th e Unite d State s 
falling behin d i n technology , wh y doe s th e America n 
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government stan d idl y by ? Wh y doesn' t i t d o some -
thing? I n Japa n MIT I woul d hav e take n actio n lon g 
ago." Although on e ca n understan d th e vice-minister' s 
perplexity, th e Unite d State s makes a  sharp distinctio n 
between th e spher e o f government an d tha t o f the pri -
vate sector . N o matte r ho w frustrate d th e America n 
government ma y feel, no matter ho w much authorit y i t 
may have , th e America n peopl e woul d no t tolerat e it s 
interfering i n private enterprise . 

The onl y area s i n which Washingto n ca n openl y in -
tervene an d mak e polic y decision s ar e thos e relate d 
to militar y matter s an d nationa l security . Conversel y 
speaking, if these areas can be used a s justification, th e 
government ca n ge t involved i n anythin g i t wishes. All 
it ha s t o sa y i s tha t nationa l securit y i s a t stak e an d 
those wh o ordinaril y woul d objec t wil l remai n silent . 
National securit y i s the "ope n sesame " that unlock s al l 
doors. Settin g asid e wha t migh t b e don e behin d th e 
scenes, an y to p U.S . governmen t officia l wh o openl y 
attempts t o giv e publi c suppor t t o a  privat e compan y 
will immediatel y los e hi s job . What make s Jame s Fal -
lows's proposa l fo r containin g Japa n s o difficul t t o 
adopt a s a  polic y measur e i s tha t th e U.S . governmen t 
would have to support one corporation o r industry ove r 
another i n orde r t o wi n th e trad e wa r wit h Japan . 
Washington, however , canno t openl y propos e specia l 
rules for private corporations . 

What then i s it to do? When the governmen t choose s 
to giv e suppor t t o th e privat e sector , i t dream s u p a n 
excuse fo r doin g so , namely, tha t suc h actio n i s neces -
sary fo r militar y reason s o r i n th e interes t o f nationa l 
security. Onc e a n actio n ca n b e justifie d o n thes e 
grounds, anything i s possible. Thus we have see n Fuji -
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tsu prevente d fro m buyin g Fairchil d Camer a an d In -
strument Corporation , the smashing o f a Toshiba radi o 
cassette playe r o n th e step s o f the Capitol , an d Wash -
ington's blith e reversa l o f it s ow n decision s abou t th e 
FSX fighter suppor t plane . 

Excuses for Japan-Bashing.  Eac h o f these incidents wa s 
justified o n ground s tha t cam e clos e t o pur e fabrica -
tion. The reaso n give n b y the Commerc e Department , 
the Defens e Department , an d th e Congres s fo r stop -
ping Fujits u fro m buyin g a n 80-percen t shar e o f Fair -
child i n 198 7 was tha t semiconductor s ar e a  strategic , 
high-tech produc t an d tha t th e takeove r o f a  leadin g 
American semiconducto r compan y b y a  foreig n firm 
would pos e a  seriou s nationa l securit y problem . Fair -
child wa s a  subsidiar y o f a  Frenc h firm,  however , an d 
not a n America n compan y a t all , to sa y nothin g o f th e 
fact tha t Schlumberger , it s Frenc h paren t company , 
wanted t o sel l i t becaus e o f managemen t difficulties . 
Yet as soon as national security was invoked, the Amer-
ican governmen t felt  i t coul d ste p i n an d cal l th e dea l 
off. 

The Toshib a affai r wa s als o highl y suspect . I n 198 5 
the Unite d State s informe d th e Japanes e governmen t 
that Toshib a Machin e Company , a  subsidiar y o f To -
shiba Corporation , ha d sol d precisio n millin g equip -
ment t o th e Sovie t Unio n i n violatio n o f COCOM , th e 
coordinating committe e fo r controllin g East-Wes t 
trade. Thi s equipment , i t wa s claimed , ha d mad e i t 
possible fo r th e USS R to reduce th e nois e o f its subma -
rines, thereb y makin g the m harde r t o detect . A s a  re -
sult, th e Unite d State s ha d bee n force d t o assum e a n 
additional defense burde n o f $30 billion. No cause-and -
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effect relationshi p betwee n Toshiba' s millin g equip -
ment and the noise reduction was ever established, no r 
was an y reliabl e sourc e eve r give n fo r th e $30-billio n 
figure. Nevertheless , when the incident was made pub -
lic in 1987 , hawks in the Congress , under the banner of 
"national security, " smashe d a  Toshib a radi o cassett e 
player with sledgehammer s o n the step s of the Capitol . 
A Norwegian company , Rongsber g Vaapenfabrikk , ha d 
also sol d thi s kin d o f equipmen t t o th e Sovie t Union , 
however, an d Russia n submarine s ha d becom e quiete r 
well befor e th e sale s b y Toshib a Machin e began . T o 
put i t bluntly , Japa n wa s "had " b y the n Secretar y o f 
Defense Caspa r Weinberger . 

As for the FSX, Japan was forced t o make humiliatin g 
concessions i n it s plans t o develop th e nex t generatio n 
of suppor t fighters  fo r th e Japanes e Ai r Self-Defens e 
Force. B y makin g th e FS X int o a  politica l issue , 
America was abl e to indulge in as much Japan-bashin g 
as it pleased . 

Under pressur e fro m Weinberger , i n Januar y 198 8 
Japan abandone d plan s t o develop it s own fighter  sup -
port plan e an d agree d t o a  join t U.S.-Japa n develop -
ment project . Tha t Novembe r th e tw o countrie s ex -
changed a  memorandum o f understanding t o the effec t 
that Japa n woul d assum e th e entir e cos t o f the projec t 
in exchange fo r American aviatio n technology . On Jan-
uary 29, 1989, however, the Washington  Post  carried a n 
article b y Clyd e Prestowit z entitle d "Givin g Japa n a 
Handout," whic h charge d tha t Americ a wa s givin g 
away it s airplan e technolog y t o Japan . Althoug h a n 
agreement ha d bee n reache d th e previou s yea r wit h 
the Reaga n administratio n an d a  memo o f understand -
ing had alread y bee n exchanged , th e Unite d State s un -
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reasonably demande d tha t th e issu e b e reopened . Th e 
upshot wa s tha t Americ a withdre w it s promis e t o fur -
nish "critical " je t engin e technology , an d th e bafflin g 
decision wa s mad e tha t Japa n wa s t o unconditionall y 
turn ove r t o th e Unite d State s th e technolog y i t ha d 
independently developed . At the hear t o f the issu e wa s 
America's fea r tha t i f i t provide d Japa n wit h technol -
ogy, Japa n woul d "bea t th e Unite d State s a t it s ow n 
game" an d overtak e Americ a i n aerospac e an d de -
fense-related industrie s a s i t had i n othe r areas . In th e 
words o f Newsweek  (Augus t 7 , 1989) , "Fo r th e firs t 
time, policymaker s treate d America' s economi c 
strength a s a national-security issue. " 

Public hearings o n the FSX project were hel d durin g 
the sprin g o f 1989 . American congressme n kno w noth -
ing abou t Articl e 9  o f th e Japanes e constitutio n tha t 
forever renounce s "wa r a s a  sovereig n righ t o f th e 
nation an d th e threa t o r us e o f forc e a s a  mean s o f 
settling internationa l disputes. " They are equall y igno -
rant o f Japan' s thre e principle s o n weapo n exports , 
first promulgate d b y Prim e Ministe r Eisak u Sat o i n 
1967, that forbi d th e expor t o f weapons t o communis t 
countries, to countries to which the United Nations pro-
hibits th e expor t o f weapons, o r t o countrie s tha t cur -
rently are , o r migh t become , involve d i n internationa l 
conflict. Th e purpos e o f th e hearing s wa s t o provid e 
an opportunit y fo r U.S . government official s t o explai n 
these and othe r issues and answer any questions . 

As I  watche d th e coverag e o f th e hearing s o n C -
SPAN, i t wa s abundantl y clea r tha t trad e matter s an d 
national security issues had become closely linked. The 
members o f Congres s bombarde d th e witnesse s wit h 
questions. Secretar y o f Defens e Richar d Chene y wa s 
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asked wha t woul d happe n i f Japa n diverte d th e FS X 
technology th e Unite d State s wa s t o suppl y an d sol d i t 
to th e Sovie t Union . Chene y replie d tha t ther e wa s n o 
cause fo r concer n o n tha t subjec t becaus e o f Japan' s 
peace constitutio n an d it s thre e principle s o n th e ex -
port of weapons. 

Almost befor e Chene y ha d finishe d answering , an -
other congressma n jumpe d i n wit h th e nex t question . 
Wasn't i t clea r tha t Japa n woul d stea l ou r technology ? 
Didn't th e Japanes e pos e a  threa t t o th e supremac y o f 
the America n aeronautic s industry ? Secretar y o f Com -
merce Rober t Mosbache r answere d tha t h e to o ha d 
been mos t concerne d abou t tha t poin t s o he ha d gon e 
over everythin g mor e tha n onc e includin g th e blac k 
boxing o f the essentia l software . H e assure d hi s inter -
locutor tha t ther e wa s n o nee d t o worry . Othe r ques -
tions followed: 6 0 percent o f the procurements were t o 
be awarde d t o Japanes e contractor s an d onl y 4 0 per -
cent to Americans. I f America supplie d th e technology , 
shouldn't it s shar e b e 6 0 percent ? Th e government' s 
reply wa s tha t th e Japanes e governmen t wa s puttin g 
up al l th e mone y fo r th e FSX . Unde r thos e circum -
stances, a  40-percent shar e fo r th e Unite d State s was a 
"good deal. " 

Two thing s becam e clea r fro m th e hearings . First , 
Cheney an d Mosbache r pleade d Japan' s cas e wit h a s 
much fervo r a s official s fro m Japan' s Ministr y o f Inter -
national Trad e an d Industr y migh t hav e done . Th e 
American departments o f Defense an d Commerce wer e 
clearly not at variance with MITI and the Japanese Self-
Defense Agency on this matter; the problem lay with the 
U.S. Congress. Moreover, a s i s the cas e with politician s 
in othe r countries , these congressme n wer e poorl y in -
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formed. Th e fact that votes are more important than is -
sues clearly holds true of legislators on both sides of the 
Pacific. Secondly, a clear link was forged betwee n trad e 
and nationa l defense . This , o f course , i s a  dangerou s 
precedent becaus e onc e economic s an d nationa l de -
fense ar e linked , Congres s ma y b e encourage d t o in -
dulge in Japan-bashing in other areas . 

There wa s on e amusin g inciden t durin g thes e hear -
ings. At one point the representative from Samo a raise d 
his hand an d sai d tha t he was very upset b y the Japan -
bashing h e ha d bee n witnessing . Samoa , h e said , ha d 
good relation s wit h Japan , whic h wa s a  valued friend . 
Some had sai d tha t Japan was unfai r t o foreigners, bu t 
one o f hi s relatives , Mr . Konishiki , ha d jus t becom e 
the sum o champion . Th e hal l erupte d wit h laughter . 
A blac k Congressma n immediatel y retorte d tha t Mr . 
Ronishiki might be well treated, bu t the Japanese wer e 
prejudiced agains t blacks . He was strongl y oppose d t o 
the FS X dea l fo r Japa n becaus e Japanes e companie s 
refuse t o employ black workers . 

As thi s exchang e indicates , th e FS X hearing s wer e 
not limited t o a  discussion o f the FSX . They provided a 
forum fo r statement s fo r an d agains t Japan, its fairnes s 
or unfairness, tha t extended ultimatel y even to matter s 
of race. Although specia l broadcast s o f the public hear -
ings were carrie d liv e on cabl e television , the newspa -
pers an d th e regula r televisio n new s program s wer e 
highly selectiv e i n thei r coverag e an d constantl y dis -
torted th e truth . Even th e New York  Times  i n a n edito -
rial o n Ma y 2 , 1989 , aske d wh y Japan , wit h it s enor -
mous trad e surplus , wa s insistin g o n developin g it s 
own plane rather than buyin g the F-16 from th e Unite d 
States. Needles s t o say , n o on e bothere d t o repor t 



48 Conflicting  Views  of the Role of  Government 

Cheney's statemen t tha t th e Unite d State s woul d re -
ceive approximatel y th e sam e benefit s fro m th e FS X 
joint projec t a s i t would fro m sellin g th e F-16 , o r tha t 
the F-1 6 i s no t necessaril y suite d t o Japa n give n th e 
country's limite d lan d spac e an d th e vas t exten t o f th e 
territory i t mus t defend . I t i s eas y t o understan d wh y 
the America n public , who kne w non e o f the detail s o f 
the FS X dea l an d rea d onl y patch y account s o f th e 
proceedings, might be led to believe that Japan's devel -
opment o f th e FS X posed som e sor t o f a  threa t t o th e 
United States . 

Without knowledg e o f thi s background , i t would b e 
impossible t o understan d wh y th e appearanc e o f a  pi -
rated translatio n o f The  Japan  That  Can  Say  "No"  i n 
the lat e summe r an d earl y fal l o f 198 9 create d suc h 
a furo r i n th e Unite d States. * Fo r Americ a th e mos t 
important issu e o f al l i s nationa l security . The  Japan 
That Can  Say  "No"  presente d th e perfec t opportunit y 
to pla y u p tha t issue . America n trad e hawk s too k ful l 
advantage o f Shintar o Ishihara' s boast s abou t Japan' s 
technological superiorit y and created a  huge sensation . 
Having wo n th e FS X battle , the y no w turne d thei r at -
tention t o high-definitio n televisio n technology , whic h 
Japan had the lead in developing, and attempted t o link 
it to o t o nationa l security . Thus , The  Japan  That  Can 

*The Japan That  Can  Say "No"  was published i n Japan i n Januar y 
1989. Based on transcripts of talks given by Akio Morita, chairman of 
Sony Corporation , an d Shintar o Ishihara , a  member o f the Die t fo r 
the supporters of the Liberal Democratic party (LDP), the book con-
sists of Vive chapters b y Morita and five by Ishihara. The authorize d 
English translation , which was published i n 1992 , contains only the 
sections b y Ishihara , becaus e Morit a withhel d hi s consen t t o th e 
project. 
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Say "No"  provide d Americ a wit h a  number o f excuse s 
for Japan-bashing . Th e boo k wa s a  classi c exampl e o f 
how Japan' s nationalisti c rhetori c ca n pla y int o th e 
hands o f its opponents o n this side of the Pacific . I t was 
a tragedy— a minus-su m game— a ba d situatio n fo r 
both sides . B y n o mean s coul d i t b e characterize d a s 
zero-sum. Japa n los t an d s o di d th e Unite d States . 
When Aki o Morit a an d Shintar o Ishihara , th e book' s 
authors, firs t publishe d th e book , neithe r o f the m in -
tended, or even suspected , tha t their book would caus e 
such a  stir. The situatio n was truly absurd . 

The Japa n Tha t Ca n Sa y "No " 

Rational and  Irrational  Policies.  Economi c policie s 
have their rational and irrational sides . Some are base d 
on reason ; other s ar e quit e illogical . A glance a t post -
war Americ a an d Japa n reveal s tha t logica l policie s 
have coexiste d with illogica l one s in both countries . As 
far a s trad e i s concerned , Japan' s economi c polic y i s 
extremely rational . I n orde r t o expan d exports , Japa n 
has booste d competitivenes s an d offere d larg e quanti -
ties o f goo d product s a t lo w price s t o th e res t o f th e 
world while making ever y effor t t o economize a t hom e 
and ear n foreig n currency . Thi s eminentl y logica l pol -
icy is Japan's rationa l approac h t o foreign trade . 

Japan's domesti c policies , o n th e othe r hand , hav e 
been extremel y illogical . Goo d example s ar e th e foo d 
control syste m an d th e distributio n system , bot h o f 
which reflec t a  built-in favoritism towar d certai n inter -
est groups . Eve n withou t Americ a makin g a n issu e o f 
these policies , it is readily apparent tha t there i s some-
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thing strang e abou t them . I n thes e area s custo m win s 
out ove r efficiency , an d busines s i s conducte d i n a n 
opaque an d ambiguou s manner tha t international soci -
ety find s incomprehensible . Th e rule s o f competitio n 
and al l the other principles o f modern economi c theor y 
simply do not apply . 

Under th e Stapl e Foo d Contro l Act , for instance , ric e 
cannot b e imported int o Japan. This law serves bot h t o 
protect Japanese farmer s an d t o allow Japan t o remai n 
self-sufficient i n it s stapl e foo d (se e chapte r 4) , bu t i t 
also mean s tha t th e Japanes e consume r ha s t o pa y 
several time s th e worl d pric e fo r rice . A similar situa -
tion holds true with regar d t o the distributio n network . 
Although Europea n goods , for example , are sold at rea -
sonable price s i n th e America n marketplace , a s soo n 
as they ente r Japan' s domesti c market , they wind thei r 
way through mysteriou s channel s an d emerg e bearin g 
higher pric e tag s tha n ca n b e foun d anywher e els e i n 
the world . Thi s i s true o f Burberry , Gucci , Loui s Vuit -
ton, and al l the rest . Someone somewher e seem s t o b e 
making a n exorbitan t profit , bu t who ? 

A country's logica l an d illogica l policie s ar e wha t I 
like t o thin k o f a s it s "fron t door " versu s it s "bac k 
door." I f Japan's logica l trad e policie s ar e viewe d a s a 
front door , the n it s illogica l domesti c policie s ar e it s 
back door . Japa n ha s kep t it s mai n entranc e nea t an d 
clean fo r al l t o see , bu t it s bac k doo r i s a  mess . Whe n 
the United State s finally becam e awar e o f this, it bega n 
complaining tha t Japan' s dirt y domesti c policie s bloc k 
America's acces s to Japanese markets . Its demands fo r 
a back doo r that would giv e America easie r acces s wa s 
what th e 1989-9 0 U.S.-Japa n Structura l Impediment s 
Initiative talks were al l about . 
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The Japanes e themselves , however , d o no t thin k 
their bac k doo r i s mess y o r illogica l a t all . Whe n 
America point s ou t proble m area s i n Japan' s domesti c 
policy, the Japanes e respons e i s "mind you r ow n busi -
ness." Th e reaso n fo r thes e policie s i s the relativ e ho -
mogeneity o f Japanese society . I n a  gemeinshaf t soci -
ety like Japan , wher e everyon e ha s th e sam e feature s 
and th e sam e colo r ski n an d wher e lifestyle s an d pat -
terns of behavior are similar , the most important polic y 
is to prevent to o grea t a  ga p fro m developin g betwee n 
rich an d poo r an d t o satisfy a s many people a s possibl e 
by creating a  large middle class . To do so , Japan liber -
ally protect s farmers , maintainin g pric e support s fo r 
rice an d payin g ou t subsidie s t o reduc e th e acreag e 
under cultivatio n n o matte r ho w illogica l thes e mea -
sures ma y be . I t als o protect s mom-and-po p store s b y 
limiting th e siz e an d numbe r o f ne w store s unde r th e 
Large-Scale Stor e La w (se e chapte r 4 ) n o matte r ho w 
much thi s ma y violate th e working s o f market mecha -
nisms. A s a  result , Japa n ha s succeede d i n creatin g a 
country wit h a  populatio n o f mor e tha n 12 0 millio n 
people, all of whom belon g to the middle class . What i s 
wrong with that? Japan asks . 

This typ e o f reasonin g i s incomprehensibl e i n th e 
United States , however , whic h ha s a  health y consum -
ers' movemen t an d a n efficien t marke t syste m base d 
on the principl e o f offering qualit y products a t reason -
able prices . T o retur n t o ou r earlie r metaphor , thi s i s 
America's fron t entrance , which i t keeps nea t an d wel l 
swept. Bu t America , too , ha s a  bac k door , it s foreig n 
policy, th e irrationalit y o f which i s particularly notice -
able i n th e area s o f diplomacy , nationa l defense , an d 
trade. For example, the United States regards the coun -
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tries o f Centra l Americ a a s it s backyard . I t send s it s 
troops there whenever i t pleases and has even arreste d 
the leade r o f on e countr y an d forcibl y carrie d hi m of f 
to Americ a t o stan d tria l withou t thinkin g twic e abou t 
it. I t provide s arm s an d mone y an d abet s antigovern -
ment guerrilla s i n countrie s tha t ar e unfriendl y t o th e 
United State s an d ha s n o scruple s abou t doin g othe r 
things tha t mos t Japanes e fin d equall y shocking . N o 
matter ho w illogica l thes e act s see m t o Japan , man y 
Americans regar d the m a s righ t an d jus t an d a  reflec -
tion o f America n prestige . A  foreign polic y succes s i n 
America ha s traditionall y translate d int o a  sudden ris e 
in a president's popularity ratings. According to a Janu-
ary 199 0 Gallu p poll , afte r Genera l Manue l Norieg a 
had bee n take n prisone r i n Panama , Presiden t Bush' s 
approval ratin g soare d t o 8 0 percent . I n Marc h 1991 , 
after th e successfu l conclusio n o f th e Gul f War , i t 
reached a n unprecedented 8 9 percent . 

Thus bot h Japa n an d th e Unite d State s hav e thei r 
logical an d illogica l sides . I n Japa n th e logica l sid e i s 
the fac e i t show s t o th e res t o f the world ; th e illogica l 
side i s its domestic policies . In America th e situatio n i s 
just th e opposite . Unti l recentl y thi s ha s worke d ver y 
much t o Japan' s advantage . Japan' s fron t door—ex -
porting—has matche d perfectl y wit h America' s fron t 
door—domestic consumption . As a result, Japanese ex -
ports hav e expande d enormously , an d U.S . consumer s 
have been able to enjoy large quantities of high-quality, 
low-priced goods . U p til l no w Japa n ha s als o bee n 
lucky becaus e America' s illogica l sid e ha s no t ha d 
much effec t o n Japan sinc e i t has been directe d towar d 
countries, th e Sovie t Unio n i n particular , tha t hav e 
been ideologica l opponent s o f the American system . 
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The American attitud e towar d communis m ha s lon g 
seemed quit e irrationa l t o outsid e observers . I n th e 
past, wheneve r new s unfavorabl e t o th e Sovie t Unio n 
was reported , th e reactio n wa s "See ? Russi a reall y i s 
evil. W e mus t fight  communism. " Thi s onl y cause d 
anticommunist sentimen t t o escalat e eve n further . 
Whenever I  encountere d instance s o f thi s irrationa l 
antipathy, I  would thin k t o myself , "Th e Sovie t Unio n 
isn't reall y a s bad a s al l that . How frightening i t woul d 
be i f Japan wer e regarde d i n thi s way. " I n 198 9 thes e 
fears seeme d abou t to materialize. Although Japan ha d 
managed t o avoi d provokin g America n wrat h i n area s 
involving U.S . national securit y o r military affairs , dur -
ing the mid to late 1980 s the situatio n bega n t o take a n 
ominous turn . A s th e Sovie t Unio n becam e les s o f a 
threat, America bega n t o link economic s wit h nationa l 
security. Jus t a s th e USS R had bee n brande d th e "evi l 
empire," Japan wa s bein g brande d a s "unfair. " When -
ever report s were publishe d abou t bi d rigging fo r con -
struction project s o r compute r companie s tha t submit -
ted winnin g bid s o f on e ye n fo r long-ter m municipa l 
contracts, a  choru s o f voice s greete d th e new s wit h 
"See? Japan i s unfair. " Th e resul t o f tossing a  boo k a s 
inflammatory a s The  Japan  That  Can  Say  "No"  int o 
this potentially explosive atmosphere wa s al l too clear . 

Why The Japan Tha t Ca n Say "No" Provoked American 
Wrath. Whe n The  Japan That  Can  Say  "No"  cam e ou t 
in Japan i n January 1989 , neither o f its authors foresa w 
the controvers y thei r comment s would cause . After all , 
in th e past , man y critic s ha d mad e statement s simila r 
to their s wit h impunity . Bu t i n th e earl y fal l o f 198 9 
problematic passage s fro m th e boo k wer e translate d 
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and distributed throughou t the U.S. Congress. A pirated 
translation wa s subsequentl y circulate d aroun d th e 
country via fax machines and electronic mail networks . 
Contributing t o th e book' s notoriet y wa s th e fac t tha t 
one o f the authors , Akio Morita, chairman o f Sony Cor -
poration, i s synonymou s wit h "Japa n Inc. " an d th e 
other, Shintar o Ishihara , a  membe r o f the Die t fo r th e 
Liberal Democrati c part y (LDP) , wa s describe d a s a 
prominent politician . I t i s no t strang e tha t congress -
men a s wel l a s ordinar y Americans , wh o kno w littl e 
about Japanes e politics , might mistakenl y believ e tha t 
Ishihara wa s a  politician o f considerable statur e i n Ja -
pan. I n fact , Ishihar a wa s late r compare d t o Richar d 
Gephardt an d Morit a t o Le e Iacocca . Sinc e thes e tw o 
important peopl e ha d mad e thes e statement s agains t 
America, i t was perhap s onl y natura l fo r American s t o 
assume tha t al l Japanese mus t think the same thing . 

Some o f the blam e fo r th e controvers y lie s with th e 
Japanese publishin g world , whic h ha s a  predilectio n 
for cheap , sensationalis t title s that , lik e tabloi d head -
lines, see m t o hin t a t som e bi g scoop . The  Japan That 
Can Say "No"  is a clever title from a  marketing poin t of 
view, but considerin g th e harm i t did to U.S.-Japanes e 
relations, i t was a  littl e lik e killin g th e goos e tha t lai d 
the golde n eggs . A s in th e cas e o f James Fallow s an d 
"Containing Japan, " fo r Morit a an d Ishihar a too , th e 
title o f thei r boo k too k o n a  significanc e o f it s own , 
quite independen t o f it s contents , an d cause d al l sort s 
of problems . T o b e sure , th e boo k containe d disquiet -
ing statements , bu t i f i t ha d bee n publishe d unde r a 
different title , Proposals  for  U.S.-Japan  Relations,  fo r 
example, it would mos t likely not have provoked muc h 
of a reaction . 

When th e Morita-Ishihar a boo k first  create d a  stir in 
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When th e Morita-Ishihara boo k first  create d a  stir i n 
the Unite d States , Japanes e misunderstoo d wha t th e 
fuss wa s abou t an d jumpe d t o th e conclusio n tha t 
Americans wer e reactin g t o th e book' s title . Thi s pro -
voked a  backlas h i n th e opposit e direction . Wha t wa s 
so wrong , Japanes e asked , abou t Japa n sayin g "no" ? 
Does Americ a hav e th e righ t t o expec t Japa n t o d o 
everything it s way? What had upse t America, however , 
was no t th e possibilit y tha t Japa n migh t sa y "no. " I n 
fact, th e Unite d State s woul d greatl y welcom e a  clea r 
"yes" o r "no " fro m Japan , instea d o f th e vague , non -
committal response s tha t Japanes e official s ar e al l to o 
prone to make. A good case in point was the U.S.-Japa n 
agreement in August 199 1 to increase the foreign shar e 
of the Japanese semiconducto r marke t to 20 percent b y 
the en d o f 1992 . Whe n th e goa l wa s no t reache d b y 
that dat e (i t was, in fact , achieve d i n Marc h 1993) , th e 
Japanese sid e responded tha t the 20-percent figure ha d 
been a  target a t which t o aim, not a goal that they were 
committed t o fulfill . Thi s inabilit y o r unwillingnes s t o 
give a  definit e answe r ha s create d a  climat e i n whic h 
misunderstanding thrive s an d ha s drive n Americ a t o 
complain that negotiating with Japan is somewhat aki n 
to peelin g a n onion—response s ar e alway s piecemea l 
and on e obstacl e follow s anothe r a d infinitum . Whe n 
Japan mean s "no " i t shoul d sa y "no, " an d whe n i t 
means "yes " it shoul d sa y "yes. " America woul d hav e 
no serious objection s t o that . 

The proble m lie s i n wha t Japa n migh t sa y "no " to . 
On issue s relate d t o America' s nationa l defens e an d 
security, Japanes e shoul d b e very cautiou s abou t eve n 
hinting, a s Shintar o Ishihar a did , tha t Japa n migh t by -
pass the Unite d State s an d ente r int o friendly relation s 
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with th e Sovie t Unio n o r tha t i t migh t us e it s superio r 
technology a s a  trump car d i n negotiating a  trade deal . 
Statements i n The  Japan  That  Can  Say  "No" —such 
as "Japan' s technolog y ha s advance d s o much , tha t 
Americans ge t hysterical" ; o r "I f . . . Japa n sol d [com -
puter] chip s t o th e Sovie t Unio n an d stoppe d sellin g 
them t o th e Unite d States , thi s woul d upse t th e entir e 
military balance"—ha d th e effec t o f sal t rubbe d int o 
a woun d wit h a  scrubbin g brush , an d the y inevitabl y 
provoked America n rage . 

Some ma y as k wh y i t i s wron g t o tel l Americ a th e 
truth. I  woul d answe r tha t i t i s no t th e whol e truth . 
Although th e technologica l strength s o f the tw o coun -
tries ar e converging , comparison s o f which countr y i s 
ahead an d whic h lag s behin d ca n b e mad e onl y i n 
certain areas . Japa n ma y hav e outstrippe d th e Unite d 
States i n thes e areas , bu t i f i t fail s t o gras p th e ful l 
picture o f America' s nationa l strength , i t i s no t seein g 
the fores t fo r th e trees . T o sa y Japa n shoul d no t b e 
intimidated b y th e Unite d State s i s al l wel l an d good , 
but no advantage whatsoever can be gained by worsen-
ing U.S.-Japan relation s nor is there an y need to annoy 
America simpl y for annoyance' s sake . 

A striking example o f the reaction the book provoke d 
was th e op-e d articl e tha t economis t Lawrenc e Sum -
mers, a  middle-of-the-roade r wh o personifie s Ameri -
can good sense , wrote for the New York  Times  (Decem -
ber 3 , 1989 ) whic h bega n "Dea r Mr . Morit a an d Mr . 
Ishihara": 

Most American economists , myself included , reflexively op -
pose an y sor t o f polic y proposa l tha t interfere s wit h fre e 
domestic an d internationa l markets . Your ne w book , "Th e 
Japan Tha t Ca n Sa y 'No,' " shake s m y faith....Yo u bot h 
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make it clear that Japan's strategy has not been one of max-
imizing th e consumer' s gain s fro m trade....Instead , eco -
nomically, financially and technologically, Japan has tried— 
and succeeded in—converting the Japanese-American rela -
tionship from on e of Japanese dependence to one of mutual 
dependence. You make i t all too clear that the risk, from a n 
American viewpoint, is that before too long, the United States 
will depend heavily on Japan, but it will not be mutual. 

Summers then went o n to outline the steps he felt wer e 
needed t o counte r thi s perceive d threat : savin g mor e 
and investin g mor e i n America' s physica l an d huma n 
capital; supportin g effort s t o maintai n a  viabl e semi -
conductor industr y to obviate "th e risk posed by Amer-
ica's dependenc e o n a  supplie r o f vita l militar y part s 
whose leader s openl y threate n a  cutoff" ; cultivatin g 
the newl y industrialize d economie s o f Asia ; an d ag -
gressively confronting Japanes e mercantilism . 

Summers's lette r concluded : 

I do not know what motivated you to write "The Japan That 
Can Sa y 'No,' " bu t I  a m gla d yo u did . Yo u hav e helpe d 
remind a n excessivel y complacen t economic s professio n 
that som e things  lik e nationa l securit y ar e mor e importan t 
than goo d jobs a t good wages . And I  suspect your America 
bashing may have made a stronger case for a new American 
policy toward Japan than any American ever could. 

How should we interpret thi s profoundly ironi c lette r 
that reveal s suc h a  dee p distrus t o f Japan ? Lawrenc e 
Summers i s on e o f th e risin g star s o f America n eco -
nomics. H e i s als o a  well-respecte d figure  i n politica l 
circles, wh o serve d a s economi c advise r t o Michae l 
Dukakis durin g th e 198 8 presidential campaig n an d i s 
currently undersecretar y o f th e treasur y fo r interna -
tional affairs i n the Clinton administration . 
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Summers ha s alway s avoide d sensationalis m an d i s 
noted fo r hi s sensible statement s an d calm , dispassion -
ate manner . Bu t the tone o f his letter was tha t o f a ma n 
seething wit h rage . A s a n acquaintanc e o f his , I  wa s 
profoundly shocke d whe n I  read wha t h e ha d written . 
When i t come s t o matter s o f nationa l securit y eve n 
sensible scholar s lik e Summer s shar e th e nationa l be -
lief tha t mone y makin g shoul d tak e a  bac k sea t t o na -
tional securit y an d tha t military matter s mus t take pre -
cedence ove r economi c concerns . Despit e th e stron g 
temptation t o sel l Coca-Col a an d Peps i Col a t o the So -
viet Union , fo r year s Americ a denie d economi c logi c 
on th e ground s tha t suc h sale s woul d boos t th e Sovie t 
economy an d affec t U.S . nationa l security . No w tha t 
Russia ha s relinquishe d it s rol e a s Th e Enemy , ham -
burger shops have opened i n Moscow . 

What woul d happe n i f Japan wer e t o mov e int o th e 
position tha t Russi a ha s vacated ? N o matter ho w inex -
pensive o r well-mad e Japanes e product s migh t be , 
Americans, i f they though t tha t enrichin g Japa n woul d 
threaten thei r nationa l security , would flatl y repudiat e 
economic principles . Suc h a  backlas h migh t wel l de -
velop int o a  boycot t agains t all  Japanes e products , no t 
just thos e mad e b y Son y an d Toshiba . Thi s sor t o f re -
sponse i s not confine d t o the Unite d State s alone, how -
ever. Durin g World War II , Japan live d i n a n irrationa l 
world o f it s own , vilifyin g Britis h an d America n "dev -
ils" an d vowin g t o suppres s al l persona l desire s unti l 
after Japa n ha d won th e war . 
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The Secret  of  "Made  in  Japan" 

National Security  as  "Public  Good."  I t i s difficul t t o 
reach a  politica l consensu s i n America , unless , a s I 
have alread y noted , a n actio n i s justifie d o n th e 
grounds o f nationa l security . A  closer examinatio n o f 
this propositio n inevitabl y lead s t o th e questio n "wha t 
is th e rol e o f government? " Sinc e th e day s o f Ada m 
Smith an d Davi d Ricard o this question ha s bee n a  sub-
ject o f debat e amon g economists . On e o f the answer s 
that th e variou s school s o f though t o n thi s issu e hav e 
come u p with i s this: The role o f government i s servic e 
to the people . 

Taxes ar e a  mean s t o thi s end , no t a n en d i n them -
selves. I n Japan , nozei,  th e wor d tha t mean s paying 
taxes, stil l conjures u p the image o f taxes as somethin g 
paid a s tribut e t o a  feuda l overlord , bu t i n America , 
where democrac y ha s flourishe d sinc e th e country' s 
founding, the word taxpayer  implie s that taxes are paid 
by eac h individua l citize n i n retur n fo r service s ren -
dered b y the state . In other words, the citizen who pay s 
taxes i s a  custome r t o whom th e governmen t provide s 
special service s tha t canno t b e provided b y private en -
terprise. Becaus e governmen t service s ar e mean t fo r 
all th e people , the y canno t b e th e persona l propert y 
of a  particula r individual . Th e governmen t provide s 
"public" goods and services . 

One o f the first  peopl e t o populariz e th e expressio n 
"public goods " o r "socia l goods " was Harvar d profes -
sor emeritus Richar d Musgrav e i n his book The  Theory 
of Public  Finance:  A  Study  in  Public  Economics.  Mus -
grave's theory is based o n the idea tha t there ar e "pub -



60 Conflicting  Views  of  the Role of  Government 

lie wants " an d "publi c goods " an d tha t th e govern -
ment's rol e i s t o fil l publi c want s wit h good s an d 
services. Thi s theor y i s par t o f th e mainstrea m o f 
American though t o n suc h matter s an d ha s provide d 
an extremel y importan t startin g poin t fo r thinkin g 
about the activities of government. I f it is not the role of 
government t o provid e privat e goods , the n i t logicall y 
follows tha t governmen t shoul d no t support , o r inter -
vene in , private enterprise . When th e U.S . governmen t 
considers givin g it s suppor t t o something , th e inevita -
ble starting poin t for any discussion i s whether a  public 
good o r a  privat e goo d i s involved . Thu s America , un -
like Japan, finds i t difficult t o adopt an industria l polic y 
and, i f forced t o do so , must mak e som e arbitrar y con -
nection wit h a  publi c goo d suc h a s nationa l security . 
The Japanes e governmen t i s no t concerne d abou t 
whether somethin g i s a  publi c o r a  privat e good . Gov -
ernment agencie s ban d togethe r t o protec t th e weak , 
rushing t o th e rescu e o f ric e producers , coa l mining , 
or th e aluminu m industry . Thi s i s a  majo r differenc e 
between U.S . an d Japanes e concept s o f governmen t 
and governmen t policy . 

What precisel y i s th e differenc e betwee n a  publi c 
good an d a  privat e good ? A  private goo d i s on e tha t a 
particular perso n pay s for with the intention o f making 
it persona l propert y an d thereb y causin g i t t o com e 
under hi s o r he r privat e ownership . Th e ver y fac t o f 
ownership mean s tha t i t cannot belon g t o anyone else . 
This is what i s known a s "the exclusion principle. " The 
goods to which thi s principle applie s are private goods . 

Conversely, publi c good s ar e thos e t o which th e ex -
clusion principl e doe s not apply , those which belon g to 
all the people o r which n o amount o f money ca n trans -
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form int o personal property . Thus , when th e America n 
government trie s t o adop t a  policy , the exclusio n prin -
ciple ha s th e potentia l t o rais e problems . A  policy t o 
which the exclusion principl e doe s not apply is easy fo r 
Washington t o justif y a s a  publi c good , bu t i t woul d 
have a  hard tim e defendin g a  policy to which thi s prin -
ciple does apply, one that provides benefit s onl y for th e 
people wh o pa y fo r it . Th e existenc e o f th e exclusio n 
principle is a serious problem, the dimensions o f which 
are hard fo r Japanese t o conceive . 

For thes e reasons , i t i s understandabl e tha t i n th e 
United State s th e mos t readil y identifiabl e publi c goo d 
is nationa l defense . Becaus e defendin g th e securit y o f 
America i s th e singl e mos t importan t servic e th e gov -
ernment provides , no American citize n ca n sa y "no" to 
it. This i s the reaso n nationa l securit y policie s ar e en -
acted fairl y easily . Industria l policies , however , en -
counter seriou s obstacle s becaus e industria l polic y i s 
an area where the exclusion principl e is apt to operate . 

The distinctio n betwee n publi c an d privat e good s 
also helps t o accoun t fo r th e America n reactio n t o The 
Japan That  Can  Say  "TVo. " If tha t boo k ha d limite d 
itself t o a  discussio n o f industry an d ha d no t mention -
ed America n defense , i t probabl y woul d no t hav e 
provoked muc h o f a backlas h i n th e Unite d States , de -
spite the causti c nature o f its criticisms. By referring t o 
a publi c goo d lik e defense , however , i t mad e Ameri -
cans' blood boil . 

The negativ e reactio n t o th e statement s mad e b y 
Shintaro Ishihar a wa s clearl y stronge r tha n th e re -
sponse t o wha t Aki o Morit a o f Son y ha d t o say . Thi s 
was du e t o the fac t tha t Morita' s criticism s wer e abou t 
private good s wherea s Ishihara' s wer e abou t publi c 
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goods. Morit a mad e som e scathin g comments—Japa -
nese companie s loo k te n year s ahead , U.S . companie s 
ten minutes ahead ; America claim s to be a country tha t 
protects human right s but it lays off workers a s soon a s 
business i s bad , an d s o forth . Sinc e thes e barb s wer e 
directed a t industry , however , American s wer e willin g 
to listen. Even i f the comments rubbed the m the wron g 
way, American s coul d reac t rationall y an d sa y "wel l 
said" without an y of Lawrence Summers' s irony . When 
it come s t o suc h matters , th e America n sens e o f fai r 
play clearly come s t o the fore . But Ishihara's criticism s 
touched o n nationa l security , and that' s a  different bal l 
game. 

The Perception Gap  over Defense. The concep t o f public 
goods can be used to shed some light on the true natur e 
of the clas h betwee n th e Unite d State s an d Japa n ove r 
defense. Bac k i n 1981 , then Prim e Ministe r Zenk o Su -
zuki announced tha t Japan woul d protec t the commer -
cial se a lane s u p t o a  thousan d nautica l mile s fro m 
Japan. Thi s decisio n wa s mad e t o ensur e th e fre e 
movement o f vita l imports , especiall y oi l fro m th e 
Persian Gulf . A t th e time , however , th e Unite d State s 
was particularl y concerne d wit h th e movemen t o f 
Soviet submarine s throug h th e Se a o f Japa n o n thei r 
way to the Pacific Ocean from thei r base at Vladivostok. 
Aspart of its military strategy vis-a-vis the Soviet Union, 
it wante d th e Japanes e t o assum e responsibilit y fo r 
their maritim e self-defense . Whe n relation s betwee n 
America an d Japa n bega n t o deteriorat e an d dispute s 
flared u p in a  wide variety o f issues, the flames quickl y 
spread t o th e are a o f defense . Th e Unite d State s 
claimed tha t Japa n wa s enjoyin g a  free rid e unde r th e 
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U.S.-Japan securit y treaty . I t wa s no t payin g it s fai r 
share bu t wa s pourin g it s energie s instea d int o trad e 
and money making . 

Japan interprete d thi s criticis m a s merel y a n exten -
sion o f th e commercia l friction s existin g betwee n th e 
two countries—America , frustrate d i n th e area s o f in -
vestment an d trade , was no w findin g faul t wit h Japa n 
in th e are a o f defense . Bu t thi s vie w i s fundamentall y 
mistaken. Keepin g th e se a lane s ope n i s clearl y a n in -
ternational publi c goo d an d becaus e th e Unite d State s 
and Japa n bot h shar e i n th e benefits , the y shoul d bot h 
contribute thei r shar e o f th e cos t o f protectin g them . 
Similarly, th e servic e provide d unde r th e U.S.-Japa n 
security treaty is an internationa l publi c good, and tha t 
fact naturall y put s i t i n a  differen t spher e tha n beef , 
oranges, automobiles , o r VCRs . Althoug h countrie s 
may bargai n abou t publi c goods , suc h bargainin g 
ought no t t o b e construe d a s frictio n o f th e sor t tha t 
arises in trade dispute s over private goods . 

Imagine a  park , fo r example . Thi s par k i s clearl y a 
public goo d fo r th e particula r are a i n whic h i t i s lo -
cated. N o individua l ca n mak e i t hi s o r he r persona l 
property, ye t h e o r sh e an d everyon e els e ca n us e i t 
freely withou t payin g money . Th e par k is , therefore, a 
public goo d t o which th e exclusio n principl e doe s no t 
apply. When a  par k i s bein g create d a t neighborhoo d 
expense, however, troubles may arise over how to allo-
cate share s o f the cost . If everyone were perfectl y hon -
est, there would b e no difficulty , bu t human being s ar e 
fallible. Some will claim they are too poor to contribute; 
others tha t the y hav e n o childre n an d thu s won' t us e 
the park. That is where bargainin g come s in . 

There ar e tw o ways t o determin e wh o pay s wha t i n 
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such a  situation . Th e firs t i s base d o n th e abilit y t o 
pay; the secon d i s the benefi t approach . Usin g th e firs t 
approach, a  wealthy perso n woul d b e asked t o pay on e 
thousand dollars ; a poor person would be asked for on e 
hundred dollars . I n th e secon d scenario , a  househol d 
with fiv e childre n woul d pa y fiv e hundre d dollars ; a 
household wit h on e chil d woul d pa y on e hundre d dol -
lars. Broadl y speaking , thes e ar e th e tw o method s fo r 
determining eac h person' s share . Bu t becaus e ther e 
will alway s b e holdout s o r thos e wh o tr y t o pas s th e 
responsibility o n t o others , som e sor t o f bargainin g i s 
inevitable. Thus, there i s an inheren t weakness associ -
ated wit h th e proble m o f determining wh o shoul d pro -
vide public goods . 

By contrast, whe n privat e good s ar e bough t an d be -
come someone' s property , th e onl y potentia l proble m 
is th e abilit y t o pay . Ther e i s n o bargainin g gam e a s 
in th e cas e o f publi c goods , onl y endles s frictio n ove r 
whether t o bu y o r no t buy , sel l o r no t sell , an d ove r 
who owe s wha t t o whom . Insofa r a s th e U.S.-Japa n 
security treat y i s a n internationa l publi c good , bar -
gaining abou t eac h side' s shar e o f the defens e cost s i s 
only natural . Whe n Americ a says , "Japa n i s gettin g a 
free ride, " Japan responds , "That' s no t true . Our peac e 
constitution an d thre e principle s agains t exportin g 
weapons bin d us hand an d foot so that we cannot mov e 
an inch . Instead , we wil l pay our share o f the expense s 
for America n troop s i n Japa n an d bu y fighte r planes. " 
This i s bargaining . I t i s intrinsi c t o an y publi c goo d 
and mus t neve r b e confuse d wit h trad e dispute s ove r 
exports, i t is , therefore , a  mistak e t o confus e publi c 
goods with privat e good s an d interpre t defens e a s jus t 
another are a o f friction betwee n th e Unite d State s an d 
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Japan. Bargaining ove r defense issue s will always exis t 
regardless o f whether o r not there ar e trade disputes . 

Looked a t i n thi s light , Japan' s $13-billio n contribu -
tion t o th e Gul f War effor t migh t b e calle d it s shar e i n 
the cost s o f a n internationa l publi c good . Th e reaso n 
Americans wer e s o annoye d b y Japan' s dilator y re -
sponse t o th e contributio n questio n wa s thei r belie f 
that, give n Japan' s abilit y to pay and it s role a s a  bene -
ficiary o f oil from th e Persian Gulf , it should hav e bee n 
only natura l fo r Japa n t o make a n immediat e decisio n 
to assume a  large shar e o f the costs . 

During th e Gul f War , eve n som e Japanes e bega n t o 
have secon d thought s abou t Japan' s parochia l attitud e 
toward foreig n policy . If , a s w e sa w i n chapte r 1 , i n 
a worl d o f growin g economi c interdependence , i t i s 
impossible fo r on e countr y t o gro w ric h whil e other s 
fail t o prosper , i t i s becomin g equall y impossibl e t o 
remain o n the sidelines in international disputes . If the 
idea tha t ther e ca n b e prosperit y i n on e countr y with -
out prosperity everywhere els e reflects Japan's egocen -
tric attitude s towar d economic s an d technology , the n 
the belie f tha t man y Japanes e seeme d t o hav e durin g 
the Gul f War tha t ther e coul d b e peac e i n on e countr y 
regardless o f wha t wa s happenin g i n th e res t o f th e 
world reflect s a  simila r egocentris m i n foreig n affairs . 
The Japanese government' s decisio n i n the summe r o f 
1992 t o sen d member s o f th e Self-Defens e Forc e t o 
Cambodia a s par t o f a  U N peace-keeping mission , th e 
first Japanes e troop s t o b e sen t abroa d sinc e Worl d 
War II , seem s t o signa l a  greate r willingnes s o n th e 
part o f Japan t o shoulde r mor e o f the militar y a s wel l 
as th e monetar y burden s o f th e internationa l publi c 
good. 
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Why Can't  the  United  States  Adopt an  Industrial  Policy? 
Although, a s we hav e seen , i t is difficul t fo r th e Ameri -
can governmen t t o adop t policie s tha t d o no t involv e 
public goods , on e shoul d no t conclud e tha t Washing -
ton give s absolutel y n o suppor t t o privat e goods . Sup -
port t o privat e companie s would , o f course , provok e 
a hug e backlas h fro m th e America n people , bu t th e 
government spend s vast sums of money on welfare an d 
other area s tha t ar e no t public good s pe r se , includin g 
Social Security , ai d t o individual s suc h a s th e elderl y 
and the disabled , and aid for disadvantaged o r minorit y 
groups. Th e failur e o f th e Democrati c part y t o wi n a 
presidential electio n durin g th e 1980 s i s generall y at -
tributed t o popular disconten t ove r al l the money spen t 
on these cause s durin g earlie r Democrati c administra -
tions. 

Why ar e th e America n peopl e s o generous ? Th e an -
swer ca n b e trace d bac k t o the humanisti c traditio n o f 
Western thought . Americ a move s bac k an d fort h be -
tween th e theor y o f publi c goods , o n th e on e hand , 
and th e ideal s o f humanism , o n th e other , sometime s 
mixing th e two , sometime s keepin g the m completel y 
separate. Thi s i s impossibl e fo r Japanes e t o under -
stand. The y find  i t strang e that , despit e al l th e com -
plaints about the erosion o f the American economy , th e 
United State s ha s mad e n o effor t t o adop t a  nationa l 
industrial policy . They find it equally strange that when 
the Sovie t Unio n refuse d t o le t Jew s emigrat e o r th e 
Chinese suppresse d protest s i n Tiananme n Square , 
Americans wer e quic k t o complai n abou t th e infringe -
ment o f huma n right s an d th e lac k o f regar d fo r th e 
individual i n thes e countries , whil e doin g nothin g fo r 
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the homeless i n thei r ow n land . O r at least tha t i s ho w 
it looks to the Japanese . 

In grossl y oversimplifie d terms , the peopl e wh o typ -
ify American humanism ar e the progressives, primaril y 
Democrats, wh o advocat e aidin g th e disadvantaged . 
Perhaps no t surprisingly , on e o f th e first  project s Bil l 
Clinton se t in motion upo n becomin g presiden t was a n 
overhaul o f the healt h car e system . The conservatives , 
mainly Republicans , ar e supporter s o f th e theor y o f 
public goods : The y believ e tha t whil e ai d i s a  goo d 
thing, too muc h o f i t may depriv e peopl e o f the wil l t o 
work. Thes e tw o concepts , o r a  combinatio n thereof , 
take turn s guidin g America n publi c policy . Corporat e 
activities hav e n o plac e i n thi s schem e o f thing s be -
cause the y fal l somewher e betwee n th e two . Th e Re -
publican part y i s generall y viewe d a s speakin g fo r in -
dustry. Fo r man y Americans , however , industr y ha s a 
bad image . I t i s see n a s th e sourc e o f pollution an d a s 
being intereste d onl y i n makin g money . A s a  result , 
many peopl e fee l tha t it s activitie s shoul d b e closel y 
scrutinized. Thi s i s anothe r reaso n Americ a canno t 
adopt a  strong industrial policy . 

In Japa n i f somethin g wil l hel p th e country' s ex -
ports—be i t a  publi c goo d o r a  privat e good , defens e 
related o r consume r oriented—government , industry , 
and academi a ban d togethe r t o develo p th e produc t 
and shi p i t out to markets aroun d th e world onc e i t has 
been perfected. These groups cooperate because i t is in 
the nationa l interes t o f Japan t o do so. From America' s 
perspective thi s Japanes e bran d o f capitalis m i s quit e 
"different." Althoug h both America and Japan ar e capi -
talist countries , the principle s the y ar e base d upo n ar e 
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in fac t ver y different : Wate r an d oi l ar e bot h liquids , 
but they are very different substances . 

The classi c exampl e o f Japanese industria l polic y i s 
the developmen t o f colo r television , whic h i s ofte n 
cited i n course s a t America n busines s schools . A s 
Christopher Freema n note s i n his book The Economics 
of Industrial  Innovation:  "Japanes e manufacturer s 
were the first to introduce integrated circui t technolog y 
into th e colou r televisio n industr y (wit h th e importan t 
economies i n assembl y labou r tha t i t involved) . Th e 
success o f thi s innovatio n wa s base d o n a  join t re -
search effor t startin g i n 196 6 and involvin g five  televi -
sion manufacturers , seve n semiconducto r manufactur -
ers, fou r universitie s an d tw o researc h institute s an d 
the overal l backin g o f MITI. " Tha t i s ho w thing s ar e 
"made i n Japan. " 

In America this sort of collaboration i s inconceivable. 
Any suc h projec t woul d fac e tw o hug e obstacles . Sup -
pose, fo r example , tha t th e America n governmen t de -
cided t o develo p a  new compute r an d calle d upo n five 
large corporation s t o work o n th e project . Becaus e th e 
corporations woul d develo p the compute r with taxpay -
ers' mone y an d woul d als o receiv e othe r form s o f fi-
nancial assistance , the y woul d probabl y b e quit e will -
ing t o participate . S o fa r s o good . Bu t wha t woul d 
happen whe n the y succeede d i n developin g th e com -
puter an d reache d th e stage of unveiling the new prod -
uct? Smal l an d medium-size d companies , no t t o men -
tion the othe r large companie s that had no t been aske d 
to join the developmen t group , would no t stand idly by. 
Incensed tha t preferential treatmen t ha d bee n give n to 
other companies, they would sue the government. Afte r 
an enormous expenditur e o f time and money, the cour t 
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would rende r it s verdict; high-rankin g governmen t of -
ficials woul d b e fired;  an d th e affai r woul d becom e a 
huge scandal . 

Even i f thi s first  obstacl e coul d b e overcome , th e 
quality o f th e engineer s wh o woul d b e assemble d fo r 
the projec t woul d pos e a  secon d stumblin g block . I n 
Japan th e participating companie s would commi t thei r 
best engineer s t o suc h a  project . I n America th e oppo -
site woul d mor e tha n likel y happen . Th e America n 
companies would sen d onl y their second - o r third-rat e 
engineers becaus e th e one s t o rea p th e benefi t o f th e 
new technolog y woul d no t b e th e companie s bu t th e 
individual engineer s who participate d i n developin g it . 
The engineer s whos e researc h an d developmen t ef -
forts wer e successfu l woul d b e fre e t o qui t thei r origi -
nal employer s an d take the new technology with them , 
either to join a rival firm o r to set up companies o f their 
own. Because American companie s canno t affor d t o le t 
this happen , the y woul d sen d thei r second - o r third -
rate engineers , an d th e chance s o f succes s woul d b e 
pretty slim . Sinc e an y America n join t developmen t 
project ca n expec t t o encounte r thes e tw o obstacles , 
the Unite d State s wil l neve r b e abl e t o adop t th e kin d 
of industrial policy that exist s in Japan . 

As long as the United States adheres to the two majo r 
principles o f humanis m an d publi c goods , i t canno t 
openly adopt an industrial policy . For America to set up 
an equivalen t o f MITI that would suppor t private good s 
and favo r producer s ove r consumer s woul d b e eve n 
more ou t o f th e question . I f Japa n believe s tha t th e 
producer come s first,  i n Americ a i t i s th e consume r 
who comes first. 

For thes e reasons , an y industria l polic y tha t th e 



70 Conflicting  Views  of  the Role of  Government 

United State s adopt s mus t someho w b e involve d wit h 
national defens e o r area s suc h a s space , rockets , an d 
aeronautic technolog y tha t ar e reflection s o f nationa l 
prestige. Th e fac t tha t industria l polic y i n Americ a i s 
limited t o th e spher e o f publi c good s wherea s indus -
trial polic y i n Japa n i s fre e t o cove r privat e good s ha s 
unquestionably benefite d Japa n i n th e free-trad e sys -
tem an d helpe d brin g abou t America' s decline . Amer -
ica's respons e ha s bee n twofold : first,  th e Structura l 
Impediments Initiative , a list of over two hundred item s 
that America presente d t o Japan wit h th e deman d tha t 
Japan pla y b y th e sam e rules ; and , second , th e threa t 
to abolis h th e free-trad e syste m an d adop t a  polic y o f 
managed trade . Whe n al l i s sai d an d done , however , 
the economi c friction s betwee n th e Unite d State s an d 
Japan ar e merel y th e discordan t note s produce d b y a 
clash betwee n tw o societies—on e tha t band s togethe r 
to giv e priorit y t o th e pursui t o f money, th e othe r tha t 
achieves unit y throug h th e pursui t o f it s ow n highes t 
priority, power . 

Why Japan's Industrial  Policy  Has Succeeded.  I n think -
ing abou t wh y Japan' s industria l polic y ha s bee n s o 
successful, ther e i s on e othe r poin t t o consider—th e 
practice o f targeting . A  majo r facto r contributin g t o 
success i n any area, not just industrial policy , is havin g 
goals. Japan's industria l polic y ha s succeede d becaus e 
it ha s ha d clea r goal s an d becaus e Japanes e industry , 
government, an d academi a hav e joine d force s i n a n 
effort t o achiev e them . Wha t ha s motivate d th e natio n 
is tha t Japa n i s numbe r tw o a s a  globa l economi c 
power an d ha s alway s bee n tempte d b y the possibilit y 
of becoming numbe r one . 
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Japan ha s bee n give n a  goa l fo r whic h i t i s innatel y 
suited—that o f providing bette r good s more cheapl y to 
the res t o f th e world . I t ha s use d th e practic e o f tar -
geting t o it s advantag e i n manufacturin g colo r televi -
sion sets, automobiles, VCRs, and a range of other prod-
ucts. T o us e th e analog y o f Richar d Zeckhauser , m y 
colleague a t Harvard , th e situatio n coul d b e compare d 
to a  bicycl e race . In a  bicycl e race i t is extremely diffi -
cult fo r th e lea d ride r t o han g o n t o th e numbe r on e 
spot. H e can' t se e th e rider s i n bac k o f him , an d h e 
receives th e ful l brun t o f th e wind . Th e numbe r tw o 
rider, followin g righ t behind , ha s i t muc h easier . Th e 
most skillfu l riders , therefore , stic k closel y behin d th e 
lead rider and make a  sprint to the finish. 

In formulating a  successfu l industria l policy , wheth -
er yo u ar e i n th e numbe r on e o r numbe r tw o spo t 
makes a n enormou s difference . Th e condition s unde r 
which a n industria l polic y can operat e effectivel y favo r 
the countr y i n th e numbe r tw o positio n an d mak e i t 
difficult fo r th e leadin g countr y t o eve n launc h suc h a 
policy. I f i n th e futur e Japa n shoul d eve r actuall y be -
come th e world' s premie r economi c power , th e indus -
trial polic y tha t i t has bee n followin g woul d n o longe r 
work s o wel l fo r on e obviou s reason : Japa n wil l n o 
longer be able to practice targeting . 

For som e tim e no w Japanes e companie s hav e bee n 
targeting existin g American product s an d manufactur -
ing higher-qualit y versions . Japa n ha s bee n particu -
larly efficien t abou t observin g America' s failure s s o a s 
to avoi d makin g th e sam e mistakes . I f Japa n wer e a t 
the top , however , thi s strateg y woul d n o longe r work . 
Targeting i s much talke d abou t these days . But even i f 
America were t o adopt an industria l polic y like Japan' s 



72 Conflicting  Views  of  the Role of  Government 

that involve d privat e goods , sinc e th e Unite d State s i s 
already number one , it would b e hard presse d t o kno w 
what to develop or how to develop it. Given such uncer -
tain prospects, the government would have trouble jus -
tifying the use of taxpayers' money and thus would find 
it bette r t o leave th e whole thin g t o private enterprise . 
This sor t o f thinking make s adoptin g a n industria l pol -
icy i n th e Unite d State s eve n mor e difficult . Perhap s 
that i s the fate o f being number one . 

In Japa n th e situatio n i s jus t th e opposite . The risk s 
are too great to entrust the matte r to the private sector . 
The governmen t mus t len d a  helping hand . Moreover , 
the Japanes e peopl e ar e b y n o mean s oppose d t o bi g 
business. Th e technolog y tha t i s develope d wit h th e 
government's hel p i s made availabl e t o al l companies . 
The objectiv e i s "Japa n Inc. " an d exports . Tha t i s th e 
advantage o f bein g numbe r two . A s fa r a s industria l 
policy is concerned, being number one is a tremendou s 
handicap, and tha t i s why America canno t make a  bold 
initiative. 



THREE 

THE ANATOMY OF 
U.S.-JAPANESE 
ANTAGONISMS 

American Misconceptions  about  Japan 

America Is  a Country of  Rules. As I travel back and fort h 
between Japa n an d th e United States , I always feel tha t 
the firs t countr y i s too homogeneous an d th e secon d i s 
too pluralistic . I n Japan , fo r example , i t i s easy to cha t 
with th e ca b drive r o n the way to Narita Airport . Fro m 
the openin g conversationa l gambi t abou t th e weathe r 
to queries about my destination, the conversation flow s 
smoothly and naturally with no hesitations or awkwar d 
silences. A  doze n o r s o hour s late r whe n m y plan e 
lands i n Americ a an d I  disembark, I  again tak e a  taxi . 
My first though t a s I  ge t i n i s "I s i t saf e t o rid e i n thi s 
cab?" Th e nex t i s "Wha t sor t o f perso n i s thi s ca b 
driver? Wil l h e tr y t o overcharg e me? " Tired afte r th e 
long flight, I  am particularl y sensitiv e t o the differenc e 
between m y tax i experience s i n Japa n an d thos e i n 
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America—between bein g abl e t o rela x an d carr y o n 
an ordinar y conversatio n an d havin g t o b e war y an d 
watchful i n dealing with the cab driver . 

I have bee n travelin g betwee n th e Unite d State s an d 
Japan o n a  regular basi s for more than thirt y years, but 
I have neve r becom e inure d t o thi s feeling . Mos t taxi -
cab driver s i n Ne w Yor k an d Washingto n ar e immi -
grants. A few ma y b e nativ e born , bu t th e majorit y ar e 
from place s lik e India , Puert o Rico , or Egypt . They of -
ten spea k wit h suc h stron g foreig n accent s tha t I  can -
not understand wha t the y are saying . Because we hav e 
no common topi c of conversation an d share no feeling s 
of affinity, a  sense o f guardedness inevitably prevails in 
our dealing s wit h on e another . Thi s i s no t necessaril y 
because I  am Japanese . Everyon e i n th e Unite d State s 
has his or her own culture and lifestyle, and one canno t 
expect American s t o communicat e wit h eac h othe r a s 
easily as Japanese do . 

The ide a tha t Japa n i s someho w differen t ha s cur -
rently becom e popula r i n America ; i t woul d b e mor e 
appropriate t o sa y tha t Japa n i s to o muc h th e same . 
Few countrie s ar e a s homogeneou s a s Japan . Th e 
United States , o n th e othe r hand , i s th e mos t divers e 
country i n th e world ; n o cultur e i s mor e varied . No w 
that thes e tw o countries , whic h ar e s o diametricall y 
opposite fro m on e another , hav e begu n t o cal l eac h 
other odd , i t wil l no t b e eas y fo r the m t o fin d a  com -
mon ground . 

In Japa n i t i s commonl y accepte d tha t Japa n i s in -
habited b y peopl e whos e ancestor s fro m tim e imme -
morial wer e als o Japanese . Th e Japanese—an d per -
haps onl y th e Japanese—ten d t o thin k tha t jus t a s 
Japanese liv e i n Japan , "Americans " liv e i n America . 
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The "Americans " tha t th e Japanes e hav e i n min d ar e 
those peopl e whos e ancestor s cam e ove r o n th e May-
flower o r the Native Americans who were once master s 
of the American continent . Th e truth is , of course, tha t 
the Unite d State s i s a  country where peopl e o f a seem -
ingly infinit e variet y o f ethni c background s an d cul -
tures mi x togethe r t o for m wha t ha s bee n calle d a 
"salad bowl " and tha t a n American i s anyone who ha s 
U.S. citizenship. If the Hispanic population continue s to 
increase a t th e curren t rate , someda y mor e tha n hal f 
the U.S . population ma y not speak English . This sor t of 
thing i s beyon d th e comprehensio n o f mos t Japanese . 
How ironi c tha t a  natio n tha t i s compose d o f man y 
different race s an d tha t freel y absorb s mino r differ -
ences should cal l Japan "different. " 

Naturally, rule s ar e necessar y i n a  communit y o f 
such diversity . And thos e rule s mus t b e absolutel y ex -
plicit. Bringin g togethe r peopl e o f differen t cultural , 
linguistic, an d religiou s background s an d divergen t 
lifestyles demand s rule s tha t ar e perfectl y clea r t o ev -
eryone. They canno t b e understandable onl y to peopl e 
of Italian o r Spanish descen t bu t must ac t as the great -
est common denominato r for people of all background s 
and help to level their differences . The y must b e base d 
on the premise tha t they will be universally intelligibl e 
and universall y obeyed . Th e right s an d obligation s o f 
American citizen s ar e se t dow n i n th e Constitution . 
Contracts gover n interaction s betwee n individuals . 
This dependenc e o n written code s o f behavior i s wha t 
I mean when I  say "America i s a country o f rules." 

In contrast , Japan i s a country without an explici t se t 
of rule s or , perhap s mor e accurately , a  countr y tha t 
does no t nee d suc h rules . I n a  homogeneou s soci -
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ety, wher e complet e understandin g ca n b e achieve d 
through monosyllables , the rule s governin g communi -
cation an d othe r ordinar y activitie s d o no t nee d t o b e 
set dow n i n writin g o r eve n explicitl y articulated . 
Someone wh o submit s a  contrac t t o b e signe d o r pro -
poses a set of rules to be followed run s the risk of being 
frowned upo n fo r "alien " o r "unsociable " behavior . I n 
general, Japanes e fee l strongl y tha t i t i s a  no t a  virtu e 
to prescrib e rules . Thi s i s a  majo r differenc e betwee n 
the United State s and Japan . 

Japanese als o feel mor e comfortabl e wit h vaguenes s 
and ambiguit y tha n American s do . Whe n America n 
children stud y English in school, they are always urge d 
to "b e precise " an d "us e th e exac t word. " Clarit y an d 
precision i n the expressio n o f ideas may be considere d 
virtues fo r th e speake r o r write r o f English , bu t the y 
are no t prize d b y th e speake r o r write r o f Japanese . 
Out of respect fo r th e feelings o f others, Japanese hav e 
a stron g tendenc y t o pu t themselve s i n th e othe r per -
son's position , t o tr y t o imagin e ho w h e o r sh e migh t 
feel, and the n to gear their own speech an d behavior to 
fit thes e views . Avoiding forthrigh t assertion s o f opin -
ions is a traditional strateg y for preventing conflic t i n a 
homogeneous society . Thi s preferenc e fo r obliqu e 
forms o f expressio n i s reflecte d i n th e Japanes e lan -
guage, whic h doe s no t normall y specif y gende r o r 
number o r requir e tha t sentence s hav e definit e sub -
jects an d thu s lend s itsel f perfectl y t o a n indirec t ap -
proach. In international exchanges , however, vague re -
sponses tha t mea n neithe r "yes " no r "no " ar e n o 
longer acceptable . Japanes e negotiator s mus t b e abl e 
to take a  firm stan d and present their case convincingl y 
to the American side . 
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America i s a  notoriousl y litigiou s society . Peopl e g o 
to cour t o n an y pretext t o settl e a  dispute . In Japan, o n 
the othe r hand , arbitratio n i s the preferre d metho d fo r 
resolving disagreements . Settling an issue once and fo r 
all b y completel y crushin g th e opponen t i s no t re -
garded a s admirabl e behavio r eve n b y the victor . Out -
of-court settlements , mediation , an d compromise — 
each motivated by a spirit of conciliation—are typicall y 
Japanese ways of resolving conflicts . Although this atti-
tude seem s t o b e graduall y changing , th e underlyin g 
belief tha t litigatio n i s someho w no t entirel y prope r 
still remains. Americans, however , wil l marshal al l th e 
forces a t thei r disposa l behin d a n argumen t i n a n all -
out effor t t o win . A  conciliator y spiri t signifie s lac k 
of effort . 

If in Japa n i t is considered ba d for m t o argue , in th e 
United State s arguin g i n th e proces s o f reachin g a n 
agreement i s both the fai r way to settle a  dispute and a 
sign o f goo d faith . See n i n thi s light , th e variou s pres -
sures brough t t o bea r o n Japan , suc h a s the Supe r 50 1 
clause an d th e Gul f Wa r contribution s question , hav e 
not bee n instance s o f Japan-bashin g bu t rathe r at -
tempts t o mak e Japa n d o th e "right " thin g accordin g 
to America n sensibilities . Althoug h Japa n shoul d no t 
overreact t o these pressures , i t sometimes does . In ad -
dition, Japanese bureaucrat s an d politicians sometime s 
do no t understan d wha t Americ a reall y want s Japa n 
to do. 

The fac t tha t th e Japanes e ar e no t accustome d t o 
arguing ha s certainl y bee n a  majo r handica p i n ex -
changes betwee n Japa n an d th e Unite d States . Fro m 
childhood, American s hav e bee n taugh t t o convinc e 
others o f th e rightnes s o f thei r assertion s an d fee l n o 
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discomfort i n doing so. Because this is not the Japanes e 
way, i t tend s t o confus e Japanes e officials , wh o the n 
give a  confuse d respons e whe n confronte d b y Ameri -
can demands . Japanes e official s hav e ofte n bungle d 
things because they are unfamiliar with the negotiatin g 
process. Overreactin g t o America n attack s abou t ho w 
different Japa n is , they have been known to make state -
ments suc h a s "the Japanese peopl e can' t ea t too muc h 
beef because thei r intestines are too long" and are the n 
forced int o a n eve n mor e untenabl e positio n whe n th e 
American sid e responded, "Then , the Japanese ar e dif -
ferent no t only in the way they think but physiologicall y 
as well?" Given it s propensity t o make absur d remark s 
like these , i t is no wonder tha t the Japanes e sid e i s no t 
taken seriousl y whe n i t trie s t o mak e th e quit e vali d 
point tha t America' s trad e defici t woul d stil l no t g o 
down eve n i f Japan accede d t o all America's demands . 

The U.S . government wants Japan t o be "fair" an d t o 
"play b y th e sam e rules. " I t mus t als o convinc e Con -
gress and ultimatel y the American peopl e tha t i t is suc-
ceeding i n thes e efforts . A s th e worl d head s steadil y 
toward a  singl e globa l market , th e gam e canno t b e 
played i f th e rule s ar e differen t fro m on e countr y t o 
another. The United States , to use a  popular image, has 
said tha t Japa n shoul d no t ge t int o th e boxin g rin g 
wearing onl y a  fundoshi  (loincloth ) an d attemp t t o 
wrestle sumo-style . 

In th e past , diplomat s neede d onl y t o spea k eac h 
other's language, but that is no longer the case. Today's 
diplomats hav e t o be toug h negotiators . Unfortunately , 
Japanese diplomat s ar e no t provide d wit h thi s sor t o f 
training. Fo r th e mos t part , the y ar e gentleme n wh o 
speak excellen t English ; i n othe r words , the y ar e Ian -
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guage-oriented diplomat s o f th e ol d school . Thus , 
whenever Japanese-U.S . relations star t t o unravel , bu -
reaucrats fro m MIT I o r th e Ministr y o f Financ e mus t 
invariably ste p in . This confuse s thei r American coun -
terparts. 

Ministries an d agencie s i n Japa n operat e indepen -
dently of one another . With a  few exceptions , Japanes e 
bureaucrats d o not move fro m on e ministry to anothe r 
in the cours e o f their careers . Just a s a  Japanese busi -
nessman remain s wit h on e compan y throughou t hi s 
working life , a  civi l servan t stay s i n on e branc h o f th e 
government unti l retirement . Thi s syste m inculcate s 
an intens e loyalt y to one' s ministr y tha t ca n ofte n lea d 
to ope n conflict s wit h othe r ministrie s i n area s wher e 
interests overlap . I f one ministr y encroache s upo n th e 
rights an d privilege s o f another , a  tens e situatio n i s 
likely to develop. When Japan negotiates with America , 
there i s a  flurr y o f activity , an d afte r som e fierc e in -
fighting betwee n MIT I and th e Ministry of Finance, th e 
Ministry o f Foreig n Affair s ofte n get s pushe d ou t int o 
the cold . Member s o f th e Die t ca n als o becom e in -
volved. A s a  result , th e America n sid e ofte n doe s no t 
know with whom i t should negotiate . 

Japanese officials , fo r thei r part , sometime s us e gai-
atsu, o r "foreig n pressure, " t o thei r advantage . Poli -
cymakers, for example , may secretl y desir e th e refor m 
of certai n traditiona l practices , suc h a s restriction s o n 
rice import s t o protec t domesti c ric e farmers , an d ar e 
glad t o mee t America n demands . Publicly , however , 
the official s objec t t o th e demands , usin g th e Unite d 
States a s a  scapegoat , t o giv e th e appearanc e tha t th e 
reform i s bein g force d upo n Japa n b y internationa l 
pressures alone . 
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"Me" Society  versus  "We"  Society.  Ever y societ y ha s 
unwritten rule s tha t gover n lif e i n tha t society . Wh o 
makes those rules? Generally speaking, the behavior of 
the peopl e tha t societ y hold s i n highes t estee m serve s 
as the basis for the rules of that society . In America an d 
Japan, however , th e rule s originat e fro m fundamen -
tally different groups . 

Japanese rules are clearly "made in Tokyo," the cen -
ter o f Japan' s political , economic , an d cultura l life . 
Rules and trend s originat e ther e an d eventuall y sprea d 
through th e res t o f th e country . Thi s mean s th e rule s 
are progressiv e a s fa r a s th e res t o f th e countr y i s 
concerned, bu t conservativ e fo r th e mor e radica l ele -
ments o f Toky o society . A n obviou s exampl e i s pro -
vided b y th e rule s o f marriage . Today , i n bot h Toky o 
and the rest of the country , love matches have replace d 
arranged marriage s a s th e socia l norm . Thi s custo m 
clearly originated in Tokyo. Several years ago marryin g 
for lov e wa s considere d vulga r i n th e countryside . 
Those who wished t o escape thi s rule elope d t o Tokyo, 
where lov e matche s wer e sociall y acceptable . A s th e 
practice o f marrying fo r lov e bega n t o spread through -
out the country , the more progressive couple s in Tokyo 
began t o liv e togethe r withou t gettin g married . Thi s 
practice ha s ye t t o b e universall y accepted , eve n i n 
Tokyo. My point is that, for the mos t part , Japan's rule s 
are decide d i n a  particula r area , namely , th e cit y o f 
Tokyo. 

By contrast, although trends tend to develop in majo r 
U.S. cities , especiall y thos e alon g th e Eas t an d Wes t 
coasts, particula r group s o f progressiv e peopl e mak e 
the rule s i n Americ a rathe r tha n on e particula r pro -
gressive plac e a s i n Japan . I n th e matte r o f marriage , 
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living togethe r befor e marriag e ha s becom e accepte d 
behavior amon g well-educate d Americans . Man y peo -
ple i n respectabl e position s i n th e Unite d State s liv e 
with their prospective spouse s before the y get married . 
This practic e i s widesprea d an d ha s non e o f th e tain t 
attached t o common-la w marriage s i n Japan . Becaus e 
it ha s bee n sociall y acceptabl e fo r th e pas t decad e o r 
so, th e coupl e quit e normall y attend s eve n th e mos t 
formal socia l functions together . While this progressiv e 
behavior i s displaye d b y th e bette r educated , profes -
sional classes , attitude s towar d marriag e d o remai n 
conservative amon g th e grea t majorit y o f America n 
families. But the feeling tha t a  woman i s somehow a t a 
disadvantage without a  legal marriage no longer exists , 
at least among America's educate d elite . 

In short , i n Americ a th e bette r educate d ten d t o b e 
the socia l trendsetters , an d i t i s onl y a  matte r o f tim e 
before thei r rules spread t o the rest o f society. Progres-
sive intellectual s wer e i n th e vanguar d o f movement s 
to eliminat e racia l an d sexua l discriminatio n fro m 
American society . I n general , educate d America n 
women hav e the same pride and self-estee m tha t char -
acterize onl y th e mos t outspoke n proponent s o f th e 
women's movemen t i n Japan . I n thi s area , ther e i s 
an enormou s differenc e betwee n U.S . intellectuals an d 
their counterpart s i n conservativ e Japan . American s 
with hig h level s o f educatio n ten d t o b e relativel y lib -
eral with respect to interracial marriages , homosexual -
ity, an d othe r lifestyl e preferences . Thes e idea s ar e 
slowly being accepted by the public as a whole, making 
the Unite d State s a  much mor e libera l society , i n gen -
eral, tha n man y othe r countries . O n th e othe r hand , 
better educate d Japanes e ar e muc h mor e conservativ e 
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than thei r American counterparts , an d thei r ideas hav e 
permeated Japan , makin g i t a  relativel y conservativ e 
society. 

The grantin g o f independence t o teenage childre n i s 
another are a i n whic h Japanes e an d American s ar e 
very different . America' s elit e ha s imitate d th e custo m 
of the Britis h rulin g clas s i n sendin g it s childre n awa y 
from hom e t o prep school s and colleges . Each fal l hig h 
school student s ente r America' s Iv y League college s o r 
the pre p school s tha t prepar e the m fo r thes e colleges . 
These boardin g school s perpetuate th e traditions o f the 
English "public " schoo l system , providin g a  rigorous , 
well-rounded educatio n tha t inculcate s a  sens e o f no -
blesse oblige . I n U.S . society, th e highe r th e famil y in -
come th e greate r th e likelihoo d o f growin g u p i n a 
nuclear famil y an d bein g treate d a s a n independen t 
adult upo n reachin g th e ag e o f eighteen . Suc h a  life -
style is , o f course , associate d wit h freedo m an d prog -
ress. Bein g independen t doe s no t mea n tha t a n eigh -
teen-year-old earn s hi s o r he r ow n way , however , s o 
the independenc e a  colleg e studen t enjoy s i s not inde -
pendence i n th e tru e sens e o f th e word . Pre p school s 
and Iv y Leagu e college s ar e privat e schools , th e tu -
itions fo r whic h ar e amon g th e highes t i n th e world . 
American parent s hav e th e thankles s rol e o f payin g 
huge sum s o f mone y fo r thei r children' s educatio n 
without bein g abl e t o interven e i n thei r dail y lives . 
Perhaps tha t i s on e o f the burden s o f noblesse oblige , 
but I  canno t hel p feelin g tha t i t i s als o th e breedin g 
ground fo r America's self-centered "me-first " culture . 

As a society reaches economic maturity, nonetheless , 
this i s probably th e directio n i t will take . In that sense , 
although Japa n ha s indee d becom e rich , compare d 
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with th e Unite d States , it s leve l o f socia l maturit y re -
mains ver y low. Most Japanese colleg e student s liv e a t 
home wit h thei r families , an d twent y i s th e lega l ag e 
of maturity—the ag e a t which Japanes e youn g peopl e 
acquire th e lega l righ t no t onl y t o vote , bu t t o smok e 
and drink . Th e whol e concep t o f "independence " i s 
quite different i n Japanese society , which from a n earl y 
age inculcate s th e importanc e o f a  group-centere d 
"we-ism" rathe r tha n th e self-centere d "me-ism " o f 
American society . I suspect tha t a  feeling o f disdain fo r 
Japan fo r it s perceived socia l backwardnes s i s implici t 
in the Japan-is-different argument . An acquaintance o f 
mine wh o spen t a  shor t tim e i n Japan tol d m e tha t th e 
Japanese sh e ha d me t (mostl y women ) wer e twent y 
years behin d Americans . "The y ar e al l pleasure-seek -
ing, living fo r th e moment , absorbe d wit h fashio n an d 
material well-being," she complained . 

A Shift  from  the  Atlantic  to  the  Pacific?  I n Decembe r 
1988, th e Economist  carrie d a n articl e entitle d 
"America, Asi a an d Europe : Th e Pleasure s o f Three -
Part Harmony, " whic h discusse d th e rol e o f Asi a an d 
Japan i n America n histor y an d speculate d abou t th e 
future. T o summarize som e o f its main points : In 1917 , 
the population o f the United State s was a  hundred mil -
lion people , 9 0 percent o f whom wer e white s o f Euro-
pean descent . Trad e wit h Europ e a t tha t tim e ac -
counted fo r 5 0 percen t o f America' s entir e volum e o f 
trade. Seventy-tw o year s later , th e populatio n o f th e 
United State s ha d increase d t o 25 0 millio n people , o f 
whom 7 5 percen t wer e o f Europea n descent , 1 2 per -
cent wer e black , 8  percen t ha d emigrate d fro m Lati n 
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America, and 3  percent fro m Asia. * In that period trad e 
with Europ e ha d droppe d t o 2 0 percen t o f th e total , 
while trad e with Asi a ha d jumpe d t o 3 7 percent. Thus , 
although American s o f Asia n descen t accounte d fo r 
only 3  percen t o f th e tota l population , 3 7 percen t o f 
America's volume o f trade was with Asia. 

The proliferatin g link s betwee n Americ a an d Asi a 
have caused som e to speculate tha t the United State s is 
shifting awa y fro m Europ e an d towar d Asia , a s Asi a 
emerges a s a  forc e t o b e reckone d with . I n 198 8 Joe l 
Rotkin an d Yorik o Kishimot o publishe d a  boo k calle d 
The Third  Century:  America's  Resurgence  in  the  Asian 
Era. I n th e firs t tw o hundre d year s o f it s history , th e 
authors poin t out , the United State s was buil t by people 
of European origin , bu t i n America' s thir d centur y th e 
country's nation-builder s wil l b e American s o f Asia n 
descent. Proof for this surmise can be found b y examin-
ing th e activitie s o f Asian s i n America . Thoug h onl y 
3 percen t o f th e population , Asian-American s pla y a 
significantly large r role in many areas o f American lif e 
than thei r actua l number s woul d suggest . Student s o f 
Asian descent make u p 25 percent o f the studen t popu -
lation a t UCLA . Approximatel y 1 4 percen t o f th e stu -
dents a t Harvar d Universit y ar e o f Asia n origin . Thi s 
book conclude d tha t Asi a ca n b e expecte d t o pla y a 
more forcefu l rol e in American life . 

Will the Asia n er a reall y com e about ? I  have seriou s 
doubts o n this matter. The fac t tha t Americans o f Asian 
origin accoun t fo r onl y 3  percent o f th e populatio n i s 
not th e onl y problem . First , th e rul e maker s i n U.S . 

*The figures  fo r minorities in the 199 0 census are substantially th e 
same: 2.9 percent fo r Asian-Pacific Islanders , 12. 1 percent fo r blac k 
Americans, and 9  percent fo r Hispanics . 
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society are stil l predominantly American s o f Europea n 
descent. I n th e pas t Asian-American s hav e obedientl y 
followed thes e rules , o r bee n force d t o follo w them . 
Secondly, ther e ha s bee n littl e o r n o visibl e effor t o n 
the part of Americans o f Asian descent, especially those 
of Japanes e descent , t o mak e thei r ow n rule s an d t o 
convince th e res t o f America t o accept them a s univer -
sal values. 

Although I  have live d i n th e Unite d State s fo r mor e 
than thirt y years , I  kno w o f n o instance s whe n Japa -
nese-Americans, o r Japanes e national s workin g i n 
America, too k an y actio n t o hea d of f o r attemp t t o re -
solve today's Japan-U.S. frictions. Ever y December th e 
topic of Pearl Harbor come s up; it is even dragged i n to 
support curren t argument s tha t th e Japanes e canno t 
be trusted . Japanese-American s jus t liste n t o these re -
marks i n silence . I n America , turnin g th e othe r chee k 
is b y no mean s regarde d a s a  virtue . A  response suc h 
as "Remembe r Hiroshim a an d Nagasaki! " o r "Apolo -
gize fo r confiscatin g th e propert y o f Japanese-Ameri -
cans an d sendin g the m t o internmen t camps! " woul d 
not har m U.S.-Japa n relations . O n th e contrary , th e 
fact tha t Japanes e coul d argu e wit h impeccabl e logi c 
on these issues would win them greate r respect . More -
over, th e Unite d States , unlik e Japan , i s a  countr y 
where i t is possible fo r ethni c power t o be represente d 
in government . I t i s bot h a  los s t o Japa n an d a  matte r 
for dee p regret tha t Japanese-Americans hav e initiate d 
no significan t politica l activitie s o n behal f o f thei r 
country of origin. 

Jewish Americans provide the bes t example o f politi-
cal activism o f this kind. Although they account for les s 
than 3  percent o f the American s o f European descent , 
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Jewish American s hav e forge d a  stron g lin k betwee n 
the United State s and Israel . That Israel , with a  popula-
tion o f only 4.4 million people , has bee n abl e t o main -
tain it s independenc e thoug h surrounde d b y Ara b 
countries wit h mor e tha n a  hundre d millio n inhabit -
ants is due to America's pro-Israel policy and the stron g 
support i t receives fro m th e American Jewis h commu -
nity. Jews hav e a  strong ethni c consciousnes s tha t ha s 
been nurture d bot h b y thei r religio n an d b y a  two -
thousand-year histor y o f persecution. Thei r socia l an d 
political activis m i s perfectly compatibl e wit h thei r pa -
triotism a s Americans an d thei r love for thei r ancestra l 
homeland. 

Japanese-American soldier s fough t agains t grea t 
odds o n som e o f th e bloodies t battleground s o f Worl d 
War II . The y an d thei r familie s suffere d man y hard -
ships durin g th e war ; man y wer e interne d an d thei r 
property wa s confiscated . Americ a ha s no w admitte d 
its mistake an d pai d compensation , bu t there ar e othe r 
areas i n U.S.-Japa n relation s i n whic h Japanese -
Americans ca n tak e part . The y shoul d emulat e thei r 
Jewish-American neighbor s an d spea k ou t boldl y t o 
protest America n policie s tha t ar e unfavorabl e t o Asia . 
The mor e conspicuou s thei r efforts , th e mor e carefu l 
American politician s wil l be in their words an d action s 
toward Japan . An American politicia n who made a  det -
rimental remar k abou t Jew s woul d b e committin g po -
litical suicide . Yet Japan-bashing an d slur s against Jap -
anese brin g in the votes. 

America i s a  countr y where , i n theory , an y ethni c 
group can exercise political power. The majority o f U.S. 
presidents, beginnin g wit h Georg e Washington , hav e 
been o f Britis h ancestry . Joh n F . Kennedy an d Ronal d 
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Reagan were tw o popular president s o f Irish-America n 
origin. Michael Dukakis , who ran agains t Georg e Bus h 
in th e 198 8 election, i s a  Greek-American . Becaus e n o 
one o f Gree k origi n ha s eve r bee n electe d president , 
wealthy Greek-American s backe d Dukaki s whole -
heartedly. Althoug h Dukaki s wa s no t popula r i n th e 
South initiall y an d hi s popularity fel l eve n furthe r dur -
ing th e primaries , h e wa s abl e t o ru n fo r presiden t a t 
least partially becaus e o f the soli d financial  suppor t h e 
received fro m Greek-Americans . Conversely , Richar d 
Gephardt droppe d ou t i n th e middl e o f the 198 8 cam -
paign becaus e h e ha d n o grou p t o pu t u p th e mone y 
for him . 

When I  see ethni c power a t work, I  cannot help feel -
ing chagrine d a t th e weaknes s an d passivit y o f Asian -
Americans, especiall y Japanese-Americans . Religiou s 
Jewish me n an d boy s wea r yarmulke s o n thei r heads , 
proudly callin g attentio n t o thei r difference . Japanese -
Americans, o n th e othe r hand , tr y a s har d a s possibl e 
to hid e thei r othernes s an d blen d in . I  think thes e ef -
forts ar e counterproductive . O f course , Japanese -
Americans hav e thei r reason s fo r doin g so . During th e 
last worl d war , afte r th e attac k o n Pear l Harbor , the y 
experienced discriminatio n an d persecutio n becaus e 
of thei r Japanes e background . Th e memorie s o f ho w 
they were suspecte d o f being spie s an d sen t t o intern -
ment camp s are probably stil l fresh . 

Even unde r wartim e conditions , th e confiscatio n o f 
property an d forcibl e internmen t o f noncombatant s 
who hol d America n citizenshi p ar e inexcusabl e ac -
tions. America ha s formall y apologize d an d pai d repa -
rations, bu t n o amoun t o f money ca n remov e th e fea r 
Japanese-Americans hav e tha t in another crisi s Ameri-
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cans wil l no t hesitat e t o trampl e o n thei r right s o r th e 
rights o f an y othe r grou p o f ethni c American s whos e 
country o f origin i s a t war wit h th e Unite d States . Per -
haps thi s fea r ha s deprive d Japanese-American s o f 
their ethni c an d politica l cohesivenes s an d mad e the m 
hesitate t o suppor t Japan . I f Japanese-Americans wer e 
a bi t more like Jewish Americans o r Italian-Americans , 
American politicians would be hesitant about attackin g 
Japan. Japan-U.S . frictions migh t the n tak e a  differen t 
shape, and many of them, at least, could be averted . 

Whatever thei r persona l feelings , Japanese-Ameri -
cans have no t organized t o speak ou t on behalf of Japa-
nese interests . Havin g devote d themselve s entirel y t o 
becoming Americans , the y ar e no t emotionall y ori -
ented towar d Japan . I n fact , quit e th e opposit e i s true . 
In light o f these facts , I  cannot agree with the view tha t 
America's thir d centur y wil l b e a n "Asia n era. " Th e 
only wa y Japanese-American s see m abl e t o expres s 
their loyalty to the United State s is by cutting off all ties 
to thei r ancestra l homeland . Ironically , thi s absolut e 
and exclusiv e commitmen t t o a  single grou p i s a  pain -
fully Japanese  trait . A t best , a  single-mindedness , a t 
worst, a  parochialism—i t ha s alway s bee n bot h a  plu s 
and a  minus for Japanese o n both sides of the Pacific . 

The Indirect  Route  to  Happiness.  Th e articl e i n th e 
Economist raise s thi s question : Althoug h clearl y th e 
United State s ha s mad e th e shif t fro m Europ e t o Asi a 
as fa r a s it s economy i s concerned, hav e th e America n 
people bee n abl e t o brin g thei r emotiona l reaction s 
into sync with this change? The answer i s clearly "no. " 
As one indicatio n o f America's abidin g Eurocentricity , 
the articl e cite s th e result s o f a  UNESCO surve y o f th e 
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countries i n whic h America n universit y student s ha d 
studied in 1985-86 . Britain came first  with a command -
ing 29. 3 percent ; Franc e wa s nex t wit h 13. 7 percent ; 
Spain wa s thir d wit h 8. 8 percent ; Ital y an d Wes t Ger -
many wer e fourt h an d fifth  wit h 7. 8 an d 6. 1 percent , 
respectively, fo r a  top-fiv e Europea n monopoly . De -
spite al l th e tal k abou t economi c tie s an d partnershi p 
with Japan , onl y 2. 5 percen t o f America n student s 
abroad wen t ther e t o study . Th e rat e fo r Chin a wa s a 
mere 1. 7 percent, additional proof that Asia is not popu-
lar with young Americans. Japan rated even lower tha n 
Mexico (4. 2 percent) an d Israe l (4. 0 percent). Although 
the percentag e ha s improved , onl y 5. 1 percen t o f 
Americans studying abroad in 1990-9 1 went to Japan. 

Expense, o f course , i s on e facto r i n determinin g a 
student's choic e o f overseas destination , an d languag e 
is another . Certainl y a  commo n languag e account s fo r 
much o f Britain' s popularit y wit h America n students . 
Although th e numbe r o f student s studyin g Japanes e 
at U.S . universities ha s bee n steadil y risin g fro m 2.3 4 
percent in 198 6 to 3.86 percent in 1990 , they still repre-
sent onl y a  tiny fraction o f the U.S . student population . 
In short , American s d o no t hav e a s muc h interes t i n 
Japan as Japanese think they have, and the country ha s 
little appea l t o th e youn g peopl e wh o wil l b e tomor -
row's leaders . Foreign stud y is not sight-seeing ; i t indi-
cates a commitment to learn something firsthand  abou t 
the cultur e o f another country . Th e lo w percentage o f 
students wh o ar e intereste d i n studyin g i n Japa n i s 
indicative o f the feeling amon g American student s tha t 
there i s little they want to learn from Japan . 

The Economist articl e also presented figures  o n tour -
ism fo r 1987 . That yea r 6. 2 millio n American s wen t t o 
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Europe, and 4.8 million people from Europ e visited the 
United States . Onl y 2. 3 million American s travele d t o 
Asia, whil e 3. 3 millio n Asian s cam e t o th e Unite d 
States. These figure s tel l the story. In comparison wit h 
Europe, Asia has limited appea l fo r Americans eve n a s 
a touris t destination . Why , despite th e dee p economi c 
ties, d o American s hav e s o littl e interes t i n Asi a an d 
especially in an economic superpower lik e Japan? Why 
don't students want to study there? The Economist arti -
cle cites "kinship , familiarity an d values." 

Needless to say, modern civilizatio n originate d in the 
humanistic though t o f Wester n Europe . Mos t im -
portantly, th e concep t o f "life , liberty , an d the pursui t 
of happiness" is the cornerstone upo n which America n 
culture ha s bee n built . I n Japan , however , ther e i s a 
long-standing traditio n o f prizin g certai n qualities , 
such a s loyalt y an d honor , eve n mor e tha n lif e itself . 
Although th e samura i warrio r clas s wa s abolishe d 
more tha n a  hundre d year s ago , it s mora l cod e stil l 
lives o n i n th e Japanes e people . Th e Japanes e hav e 
also traditionall y regarde d th e denia l o f th e self , o r 
selflessness, a s a virtue. They attac h mor e importanc e 
to th e well-being o f the whole tha n t o the libert y an d 
happiness o f the individual . The pursui t o f liberty an d 
happiness o n a n individua l level , therefore , take s lo w 
priority. 

Japanese ar e known fo r suppressing thei r individua l 
desires for the sake o f the group o r groups they belon g 
to becaus e the y realiz e tha t th e group i s the source o f 
their happines s an d security . Onc e upo n a  time , th e 
group wa s the village communit y o r the nation ; toda y 
it i s th e corporation . Whe n a  Japanes e ma n enter s a 
company, h e i s suppose d t o wor k har d fo r tha t com -
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pany, eve n a t th e sacrific e o f hi s immediat e persona l 
liberty an d happiness . The typ e o f person who , Ameri-
can-style, consider s hi s o r he r ow n lif e an d libert y o f 
primary importanc e i s th e "nai l tha t stick s ou t an d 
must be hammered down. " 

It is easy to understand wh y Americans fee l tha t th e 
Japanese attitud e toward lif e negates or slights the val-
ues tha t the y prize most . Americans loo k a t Japa n an d 
see workaholic s wh o spen d a n hou r an d a  hal f t o tw o 
hours a  day on packed commute r train s and then wor k 
overtime. What i s worse, the Japanese d o not consum e 
the good s the y mak e bu t produc e the m fo r export . 
Their incom e goe s straigh t int o saving s accounts , th e 
total o f whic h ha d reache d 80 0 trillio n ye n i n 1992 , 
twice th e Gros s Nationa l Product . The y ar e force d t o 
pay th e world' s highes t price s fo r ric e an d bee f an d 
cannot bu y eve n a  hom e th e siz e o f a  "rabbi t hutch " 
because land prices are s o absurdly high that the valu e 
of metropolita n Toky o alon e i s equa l t o tha t o f th e 
entire Unite d States . American s accep t thes e stereo -
types at face valu e an d conclud e tha t Japanese capital -
ism ha s flourished  a t th e cos t o f huma n life , liberty , 
and happines s an d i s thu s clearl y differen t fro m capi -
talism in the West . 

Attaining somethin g o f value ca n b e achieved b y dif-
ferent routes , however , an d th e differenc e betwee n 
Americans an d Japanese boil s down to their respectiv e 
preferences fo r "direct " an d "indirect " routes . Mos t 
Japanese wor k longe r hour s tha n thei r America n o r 
European counterparts , wh o pu t i n eigh t hour s a  day , 
take a  two-da y weekend , an d hav e a t leas t tw o week s 
of vacation a  year . Mos t Japanes e ar e willin g t o wor k 
overtime o r o n holidays i f it means bette r busines s fo r 
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their company . A t first  glance , the y see m t o b e givin g 
up th e inalienabl e huma n righ t t o liberty . Viewed i n a 
broader context , however , the y ar e simpl y pursuin g 
their libert y an d happines s b y indirect mean s throug h 
the intermediary o f their corporation . 

In Japan a n employe e o f a major compan y tradition -
ally has not had t o worry that he might on e day receive 
a lette r fro m hi s bos s sayin g tha t busines s ha s gon e 
into a  slum p an d productio n ha s t o be cut , so he i s ou t 
of a job. He might have to take a  pay cut or work fewe r 
hours, but , a s lon g a s h e make s n o majo r mistake s i n 
his work , hi s jo b i s secure . H e an d hi s famil y hav e 
access to company welfare an d medica l service s a t an y 
time. Compan y housin g ma y eve n b e available , an d 
though th e rooms may be rather small , the ren t wil l b e 
extremely cheap by market standards . The trade-off fo r 
larger, mor e comfortabl e premise s i s th e saving s h e 
can mak e sinc e h e doe s no t hav e t o spen d a  larg e 
portion o f his income o n rent or upkeep . 

The various rewards i n life tha t people i n the Unite d 
States an d Europ e hav e t o acquir e directl y b y shee r 
drive an d individua l effor t ar e ofte n provide d t o Japa -
nese workers indirectl y through th e organizations the y 
belong to . A Japanese compan y ma y maintai n a  sum -
mer cottag e i n th e mountain s o r a  gol f clu b member -
ship fo r employe e use . O r i t ma y mak e availabl e a t 
reduced price s ticket s t o concert s o r sport s event s o r 
even provid e th e opportunit y an d th e financial  mean s 
to travel o r stud y abroad . Japan i s often describe d a s a 
company-oriented society , an d Japanes e employee s 
are know n fo r identifyin g wit h thei r corporations . Th e 
reason tha t corporations hav e loomed s o large in Japa -
nese lif e i s that they are an important mediu m throug h 
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which ordinar y Japanes e hav e attaine d happines s i n 
postwar times . 

Instead o f showin g ho w simila r goal s ca n b e 
achieved b y totally differen t means , however , ove r th e 
last severa l year s th e America n medi a hav e preferre d 
to focu s o n thos e aspect s o f Japan tha t ar e mos t alie n 
and alienatin g t o th e America n public . A t the tim e o f 
Emperor Hirohito' s deat h i n Januar y 1989 , fo r exam -
ple, American television and newspapers showed Japa -
nese sittin g o n th e groun d outsid e th e Imperia l Palac e 
overwhelmed b y grief. Media reports that these people , 
or other s lik e them , migh t commi t hara-kir i implie d 
that Japanes e feeling s towar d th e empero r ar e quit e 
different fro m popula r feeling s towar d th e roya l fami -
lies o f Europe . Althoug h ther e wer e onl y a  fe w suc h 
people, close-ups o f them certainl y presented a  strang e 
sight an d helpe d perpetuat e th e mistake n impressio n 
among Americans watching that this was how all Japa-
nese felt. Because such sights evoke unpleasant memo -
ries o f the war , the y only increase Americans ' sens e o f 
incompatibility wit h Japan . I n general , th e U.S . media 
tend t o b e uninforme d abou t Japan , an d thei r sensa -
tionalism—if no t downrigh t malice—an d thei r utte r 
lack o f discretion ar e obviousl y harmfu l t o U.S.-Japa n 
relations. 

In Japa n peopl e see m t o b e please d tha t kokusaika 
(internationalization) ha s become an English word, bu t 
hara-kiri an d kamikaze  entere d th e Englis h languag e 
at a  much earlie r date . Although suc h word s ma y fad e 
into th e backgroun d whe n U.S.-Japa n relation s ru n 
smoothly, whe n relation s ar e troubled , phrase s lik e 
"kamikaze businessman" immediately surface . The Ja -
pan-is-different argumen t ca n al l too easily degenerat e 
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into a  racis t slur , a  fac t tha t Japanese—an d Ameri -
cans—would d o well to remember . 

America: Living  up  to  Appearances 

Racial Prejudice.  A s a  resul t o f th e devaluatio n o f th e 
dollar unde r th e Plaz a Accord , America ha s bee n rein -
stated a s the world's number on e exporter . Germany i s 
second an d Japa n third . Before th e Plaz a Accord , Wes t 
Germany stoo d first,  Americ a second , an d Japa n third . 
Thus, althoug h Japa n ha s bee n criticize d worldwid e 
for exportin g to o much, i n fact i t trails both the Unite d 
States an d Germany . Why then i s Japan single d ou t fo r 
criticism? Why is there n o German-bashing ? 

When I  asked America n friend s abou t thei r feeling s 
on thi s matter , on e o f them , Professo r Richar d Zeck -
hauser o f Harvard University , offere d som e very inter -
esting opinions . Ther e i s n o Germany-bashin g fo r a t 
least four reasons, he told me. The first is that German y 
contributes it s shar e t o th e internationa l publi c good . 
As a membe r o f NAT O during th e col d war , i t made a 
constructive contributio n t o worl d defense , especiall y 
to the defense o f Europe. Secondly, the German marke t 
is thought t o be more ope n tha n Japan's . Thirdly, Ger -
man product s ar e no t a s conspicuou s a s Japanes e 
goods. Certainly, there ar e fewer BMW s and Mercedes -
Benzes than Japanes e car s on U.S. highways, where a n 
American drive r will ofte n find a  Toyota o n the right , a 
Nissan behind, and a  Honda in front. Japanese product s 
also hav e a  more prominen t profil e becaus e almos t al l 
of them ar e in the consumer electronic s field.  Although 
Germany export s a  significan t numbe r o f part s t o th e 
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United States , the y ar e hidde n withi n American-mad e 
goods and , therefore , ar e no t openl y labele d "mad e i n 
Germany." Consume r good s b y thei r ver y nature , o n 
the othe r hand, have to be conspicuous . 

Zeckhauser's final  poin t was tha t the American peo -
ple understan d th e Germans . B y thi s h e mean t tha t 
both German s an d American s ar e th e direc t heir s o f 
the Wester n Europea n cultura l tradition . T o g o eve n 
further, bot h America an d German y belon g t o the blo c 
of mature capitalis t countrie s tha t pursu e life , liberty , 
and happiness . Thei r bran d o f capitalis m i s quit e dif -
ferent fro m tha t o f Japan, where peopl e work too hard , 
consider busines s mor e importan t tha n life , an d sacri -
fice thei r individua l libert y an d happines s t o the inter -
ests of their companies . 

It would b e eas y t o labe l thi s attitud e "racia l preju -
dice" a s Shintar o Ishihar a does ; i t would als o b e eas y 
to say , a s h e did , tha t "th e Unite d State s bombe d Ger -
man citie s an d kille d man y civilian s bu t di d no t us e 
atomic bomb s o n th e Germans . U.S . plane s droppe d 
them o n u s becaus e w e ar e Japanese. " Thi s sor t o f 
statement, however , doe s no t hel p matter s on e bit . O n 
the othe r hand , a s eve n Ishihar a acknowledges , "Cau -
casians create d moder n civilization. " Japan' s first  or -
der o f busines s shoul d b e t o giv e mor e though t t o th e 
concept tha t lie s a t the hear t o f modern Wester n civili -
zation, tha t o f "life , liberty , an d th e pursui t o f hap -
piness." 

American Humanism.  Americ a is a far more democrati c 
country than mos t Japanese realize . Where life , liberty , 
and th e pursui t o f happiness ar e concerned , i t is abso -
lutely uncompromising . Japanes e frequentl y complai n 
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that th e Unite d State s ha s n o righ t t o criticiz e Japa n 
or t o meddl e i n th e huma n right s violation s o f othe r 
countries while doin g absolutely nothing abou t it s own 
problems wit h dru g addictio n an d homelessness . 
Americans hav e b y n o mean s ignore d th e homeles s 
problem, however , a s mos t Japanes e see m t o think . 
From a  Japanes e perspectiv e th e situatio n i s clear . I f 
Americans mak e suc h a  fus s abou t huma n rights , wh y 
don't the y provid e fo r thei r homeles s peopl e s o the y 
can liv e i n a  manne r mor e befittin g huma n beings ? 
The homeles s ma y no t wis h t o b e provide d for , how -
ever, an d unde r America' s thoroughl y democrati c sys -
tem, their wishes must b e respected . 

Manhattan ha s severa l shelter s tha t offe r clea n bed s 
and showers . But when th e homeless ar e taken t o suc h 
facilities o n a bitter cold winter night , someone inevita -
bly complains tha t the right of the homeless to sleep o n 
the street s o r i n th e park s i s bein g abrogated . I n 
America, eve n sufferin g i s considere d a  basi c huma n 
right i f i t i s a  person' s choice . The homeles s intensel y 
resent bein g restrained agains t thei r will . Anyone fool -
ish enoug h t o propos e tha t th e wishe s o f crazy peopl e 
should no t b e respecte d expose s himsel f t o a  blas t o f 
criticism fro m mos t Americans . Cit y official s mus t de -
termine ho w t o leav e homeles s peopl e alon e ou t o f 
respect fo r thei r wishes , ye t a t th e sam e tim e protec t 
them withou t incurrin g th e wrat h o f volunteer organi -
zations and citizens ' groups . 

In Octobe r 198 7 New York City began implementin g 
a progra m t o remov e mentall y il l homeles s peopl e 
from th e street s an d forcibl y provid e the m wit h medi -
cal an d psychiatri c care . On e o f th e first  peopl e t o b e 
picked u p an d place d i n Bellevu e Hospita l Cente r wa s 
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a woma n name d Joyc e Brown . Within a  fe w day s Ms . 
Brown wit h th e hel p o f a  lawye r fro m th e Ne w Yor k 
Civil Liberties Unio n too k lega l actio n agains t th e city . 
Although he r doctor s argue d tha t sh e wa s a  chroni c 
schizophrenic wh o require d medica l care , in January , 
eighty-four day s afte r sh e had bee n institutionalized , a 
judge ordere d tha t she be released . 

In fron t o f m y hous e i n Ne w Yor k i s Washingto n 
Square Park , wher e quit e a  fe w homeles s peopl e liv e 
on a  permanen t basis . If the temperatur e drop s belo w 
freezing, th e la w allow s th e cit y t o forcibl y pu t thes e 
people i n a  shelte r an d kee p the m there . Becaus e 
sleeping outdoor s whe n th e temperatur e goe s belo w 
freezing clearl y constitute s a  dange r t o the live s o f th e 
homeless, takin g the m t o shelter s i s no t considere d a 
violation o f thei r rights . Unde r stat e law , however , a 
decision b y doctor s t o hol d a  patien t involuntaril y fo r 
more tha n sixt y day s mus t b e approve d b y a  judge . 
Many doctor s complai n abou t th e inflexibilit y o f thes e 
rules whic h protec t th e huma n right s o f thos e wh o 
have menta l illnesses—illnesse s tha t coul d b e regu -
lated i f the y wer e treated . I n Japa n suc h a  situatio n 
would b e regarde d a s a  clea r cas e o f takin g libert y 
too far . 

Some tim e ag o I  buttonhole d severa l America n 
friends an d aske d the m thi s question : "Wha t d o yo u 
think abou t th e homeles s problem ? Don' t yo u thin k i t 
would b e bette r fo r th e polic e t o forcibl y detai n th e 
homeless i n a  clean , comfortabl e place , eve n agains t 
their wills , to protec t thei r lives? " If I  were t o as k thi s 
question o f my Japanese friends , almos t certainl y al l of 
them would sa y "yes," but nine ou t often o f my Ameri-
can friend s sai d "no. " Americans hav e a n almos t ab -
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normal fea r an d abhorrenc e o f the exercis e o f central -
ized power i n violation o f individual liberties . They ar e 
extremely war y o f anythin g tha t suggest s totalitarian -
ism. Nullifyin g th e right s o f the homeles s i s viewed a s 
merely the starting point . With that much authority , the 
police coul d easil y com e t o hav e power s lik e thos e o f 
the Gestapo . 

The United State s is indeed the champion o f the con -
cept o f "life , liberty , an d th e pursui t o f happiness." T o 
an American accustome d t o this sor t of radical individ -
ualism, Japanese-style grou p consciousness mus t inev -
itably seem "different. " 

The Values  of  a  "Salad  Bowl' 9 Society.  Japanes e thin k 
they have a  monopoly o n th e distinctio n betwee n idea l 
appearances (tatemae)  an d rea l motive s (honne),  bu t a 
similar distinctio n exist s i n America . Th e differenc e 
between th e tw o countrie s i s that i n Japan surfac e ap -
pearances ar e ofte n attractiv e bu t bea r littl e resem -
blance t o reality , whereas th e Unite d State s constantl y 
tries t o live up t o its ideals . The mos t strikin g exampl e 
is America's handling o f the racial problem . 

The Unite d State s i s based o n th e idea l o f building a 
society free o f all discrimination. Progressive America n 
intellectuals hav e pushe d thi s idea l t o th e to p o f th e 
country's agend a an d mad e i t a  nationa l ideology . I f 
America i s a  countr y tha t ha s bee n greatl y trouble d b y 
racial problems, it is also the country that has made th e 
greatest advance s i n thi s area . Lookin g bac k t o th e 
days whe n black s wer e slaves , whe n peopl e o f colo r 
could no t vot e o r hol d importan t position s i n society , 
when wome n an d peopl e wit h disabilitie s wer e dis -
criminated against , i t is clear how tenaciously Americ a 
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has adhere d i n recen t decade s t o the idea l o f equality . 
In reality , o f course , America n societ y i s stil l riddle d 
with prejudice , bu t th e Unite d State s ha s mad e grea t 
progress i n eradicatin g discrimination . Japa n tend s t o 
underestimate th e magnitud e o f America' s effort s t o 
live up to its ideals. 

During th e mor e tha n thirt y year s I  hav e live d i n 
America, I  hav e watche d closel y an d experience d fo r 
myself th e way Americans hav e tackled thi s challenge . 
When I  was thirty-six , I  was mad e a  ful l professo r a t 
Brown University , a n Iv y Leagu e schoo l wit h a  two -
hundred-and-fifty-year history . No foreigner o f that ag e 
could eve r hope t o be appointed t o a ful l professorshi p 
in Japan . I n fact , fo r a  long tim e suc h a n appointmen t 
would hav e bee n inconceivabl e i n Americ a a s well . 
Despite th e reputatio n th e Unite d State s no w ha s fo r 
scouting ou t youn g talent , a t on e tim e n o Asian , n o 
matter ho w gifted , coul d have hoped t o attain the posi -
tion o f professor wit h tenur e a t a  first-rank university . 
Once th e Unite d State s decide d t o eliminat e discrimi -
nation, however, i t made a  determined effor t t o do so. 

Many Japanese corporation s tha t have located i n th e 
United State s have bee n hi t with la w suit s arising fro m 
their treatmen t o f women o r thei r failur e t o hir e Afri -
can-Americans. Thes e suit s ar e th e resul t o f Japanes e 
ignorance abou t ho w determine d Americ a i s t o elimi -
nate discrimination . Th e Japanes e kno w littl e abou t 
the reason s fo r America' s resolut e effort s t o liv e u p t o 
its ideals . Because th e Unite d State s i s a  "sala d bowl " 
composed o f man y ethni c groups , i t canno t functio n 
smoothly withou t a  share d syste m o f universa l values . 
Shintaro Ishihara's statement that America dropped th e 
atomic bom b no t o n German y bu t o n Japan becaus e o f 
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racial prejudic e coul d onl y hav e bee n mad e b y some -
one wh o wa s unawar e o f th e mone y an d energ y th e 
United State s has expended o n its racial problem . 

Despite America's strenuou s effort s t o eliminate rac -
ism, the Japanese complai n tha t America i s prejudice d 
against people o f color. Prime ministers , cabinet mem -
bers, an d influentia l member s o f th e Die t hav e mad e 
statements t o tha t effect . Naturally , thes e comment s 
infuriate Americans , especially when these same prim e 
ministers an d cabine t member s hav e mad e negativ e 
remarks abou t African-Americans an d othe r ethnic mi-
norities. Th e Unite d State s ha s officiall y apologize d t o 
the Japanese-American s fo r thei r internmen t durin g 
the wa r an d eve n pai d the m reparations . American s 
justifiably questio n th e righ t o f Japanese t o talk abou t 
discrimination i n the Unite d State s when Japanes e im -
migration law s deman d tha t fingerprints  b e take n o f 
any foreigne r residin g i n Japa n fo r mor e tha n thre e 
months. 

Every natio n ha s tabo o subject s tha t i t prefer s lef t 
untouched. I n Americ a racia l prejudic e i s on e suc h 
taboo, a  proble m Japa n ha s bee n to o read y t o discuss . 
As I  mentione d earlier , i n an y skillfu l dealing s wit h 
America ther e i s one othe r butto n tha t also must neve r 
be pushed—th e on e marke d nationa l security . Thes e 
two issue s mus t b e treate d wit h grea t care . Manhan -
dling eithe r wil l provok e anger . Th e boo k The  Japan 
That Can  Say  "No"  wa s profoundl y guilt y i n thi s re -
gard. Par t o f wha t i t ha d t o sa y wa s wel l though t 
of b y som e Americans , bu t becaus e i t simultaneousl y 
touched o n bot h o f thes e tabo o subjects , i t angere d 
many congressme n and , o n th e grass-root s level , th e 
members o f many minority groups . 



The Anatomy of  U. S. -Japanese Antagonisms  10 1 

Democrats an d Republican s wer e equall y enrage d 
by th e comment s o n nationa l securit y i n The  Japan 
That Can  Say  "TVo. " But i t was member s o f the Demo -
cratic party, which control s th e Congress , who reacte d 
most strongl y t o th e section s o n racia l prejudice . B y 
antagonizing the entire Congress , the book did tremen -
dous damag e t o U.S . political strateg y vis-a-vi s Japan . 
Before th e boo k appeared , a  precariou s balanc e ha d 
existed betwee n Congress , whic h wa s incline d t o at -
tack Japan , an d th e administration , whic h trie d t o 
smooth ove r proble m areas . Bu t onc e th e pirate d edi -
tion o f th e boo k ha d bee n circulated , Congres s wa s 
given fre e rei n t o attac k Japa n openly . Tha t i t i s risk y 
to accuse America o f racial prejudice i s clear . 

America sometime s goe s to o fa r i n th e pursui t o f it s 
ideals. There i s something strange , for example , abou t 
telling a  universit y departmen t tha t i t ca n appoin t a 
professor provide d th e candidat e i s blac k o r a  woma n 
or a  perso n wit h a  disability . Bu t th e employmen t o f 
visible minoritie s i s a  symbo l o f America' s effort s t o 
live up to the idea l o f equal opportunity . American uni -
versities submi t report s t o th e governmen t detailin g 
how many o f their professors ar e blac k o r women, an d 
funding o r financial  ai d is granted o n the basi s of these 
reports. Universitie s tha t emplo y man y wome n an d 
members o f minorities , s o I'v e heard , receiv e govern -
ment assistance fo r taking the initiative and putting th e 
country's principle s int o practice . This i s clearl y goin g 
too far . I t i s als o true , however , tha t withou t suc h ef -
forts, no visible progress would b e made . 

The Socia l Securit y ne t tha t th e U.S . governmen t 
generously provide s t o protec t th e wea k ha s contrib -
uted enormousl y t o th e nationa l deficit . America' s ef -
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forts t o help the disadvantage d wen t too far an d under -
mined th e America n econom y i n th e process . Tha t i s 
how far th e United State s will go to live up to its ideals, 
and i t i s foolhard y fo r Japanes e wh o ar e unawar e o f 
that fact to blithely accuse America o f racial prejudice . 



FOUR 

IN SOME WAYS 
JAPAN REALLY 

IS ODD 

Manufacturing Is  Not  the  Only-
Economic Activity 

Are Money Games  Really Bad?  "America has become s o 
engrossed i n mone y game s an d M&A s [merger s an d 
acquisitions] tha t i t n o longe r make s things . Tha t i s 
why it s industria l bas e ha s eroded , an d th e countr y 
has gone on a  consumer spendin g spree , buying thing s 
from al l ove r th e world . Thi s i s th e basi c reaso n fo r 
America's twi n deficits . Despit e al l th e tal k abou t ser -
vice industries and the postindustrial society , it is inevi-
table tha t th e econom y o f a  countr y whic h ha s forgot -
ten th e importanc e o f manufacturing wil l deteriorate. " 
These observation s b y Sony chairma n Aki o Morit a ar e 
acute. Th e situatio n i n th e Unite d State s i s almos t ex -
actly wha t h e describes . Bu t I  would ventur e t o rais e 
two objections. First, is Japan a  purely industrial manu -
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facturing countr y wher e mone y game s d o no t exist ? 
Second, are money game s really such a  bad thing ? 

Behind th e Japanes e dislik e o f mone y game s i s a 
built-in Confucia n bia s agains t profiteerin g o r makin g 
easy mone y b y manipulatin g nonproductiv e assets — 
buying an d sellin g stocks , companies , o r rea l estate , 
for example—instea d o f earnin g i t wit h th e swea t o f 
one's brow . According t o thi s view an y money-makin g 
activity tha t i s no t relate d t o productio n i s th e equiva -
lent o f gambling . Durin g th e 1980 s man y Japanes e 
viewed th e spat e o f corporat e takeover s i n th e Unite d 
States wit h undisguise d contempt , a s th e ver y phras e 
money games  suggests . Bu t i f money game s ar e reall y 
bad, Japan' s land-flippin g deal s durin g th e lat e 1980 s 
were probabl y th e wors t exampl e o f them . Wit h th e 
mere chang e o f a name o n a  deed o f land, the value o f 
a piec e o f propert y wa s inflate d b y millions o r ten s o f 
millions o f yen. Between 198 6 and 198 9 speculation i n 
real estat e sen t th e valu e o f land , especiall y i n th e 
metropolitan Toky o area , soarin g t o astronomica l 
heights. The price o f residential lan d went u p 19. 3 per-
cent i n 198 6 and a  whopping 95. 8 percent i n 1987 . For 
commercial propertie s the rise was 35.4 percent and 80 
percent i n those two years. By 1990 the value o f land i n 
residential area s wa s 262. 2 percen t highe r tha n i t ha d 
been i n 1983 ; commercial rea l estat e ha d increase d b y 
312.3 percent i n th e sam e period . Durin g th e heigh t o f 
the rea l estat e boo m a  singl e piec e o f propert y migh t 
change hand s severa l time s a t increasingl y highe r 
prices. I n extrem e case s th e sam e piec e o f land migh t 
be sol d tw o o r thre e time s i n a s man y months . Thi s 
must b e th e mos t nonproductiv e mone y gam e o f the m 
all. I f America i s to be criticize d fo r it s corporate take -
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overs, then Japa n merit s th e sam e degre e o f criticism , 
or eve n more , fo r it s rea l estat e deals . I n short , Aki o 
Morita tol d hal f th e trut h bu t neglecte d t o tal k abou t 
the other half. 

The trut h i s tha t Japa n als o regularl y engage s i n 
nonproductive mone y games . On e woul d b e hard -
pressed t o argue tha t land flipping i n Japan i s good bu t 
mergers an d acquisition s i n Americ a ar e bad . Mor e 
to th e point , th e fac t tha t buyin g an d sellin g lan d o r 
companies i s a  nonproductiv e practic e doe s no t mea n 
such practice s hav e n o value . Afte r all , commoditie s 
are bough t an d sol d precisel y becaus e the y d o hav e 
value. Wha t i s regarde d a s valuable , however , differ s 
from countr y to country. In America i t is companies; in 
Japan i t i s land . Japa n i s abou t th e siz e o f California , 
but three-quarter s o f i t i s mountainous , s o th e suppl y 
of habitabl e lan d i s severel y limited . Thi s make s lan d 
extremely valuable , especiall y i n th e Toky o area . 
America, o n th e othe r hand , ha s a  grea t dea l o f land ; 
thus, it goes in for mergers and acquisitions, the buyin g 
and sellin g o f companies , rathe r tha n th e buyin g an d 
selling of land. 

If money game s ar e a  ba d practice , then bot h Japa n 
and Americ a hav e bee n equall y guilt y o f playing them . 
I do not believe, however, that money games are neces -
sarily bad . A t th e heigh t o f Japan' s bubbl e economy , 
when Japanes e businessme n wer e aske d wh y th e 
economy was booming, they invariably attributed Japa -
nese prosperity to the high price o f land, not to Japan' s 
successful exportin g efforts . T o pu t i t anothe r way , i t 
was no t becaus e th e econom y wa s boomin g tha t lan d 
was i n suc h hig h demand , bu t th e othe r wa y around : 
Because lan d was in demand , th e econom y was boom -
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ing. Peopl e use d th e vas t sum s o f mone y the y mad e 
from lan d sales on personal consumption o r house con -
struction o r investment s i n th e stoc k marke t o r ne w 
land purchases , an d thes e transaction s booste d th e 
economy. Thus , mone y games , no t makin g things , 
were wha t wa s behin d Japanes e prosperit y i n th e lat e 
1980s. In a similar way, what sustaine d American pros -
perity durin g th e las t decad e wa s th e mone y gam e 
known a s M&As. 

Money game s happe n a s th e resul t o f a  transfe r o f 
ownership. Whe n eithe r lan d o r companie s chang e 
hands, the econom y thrives . From a  historical perspec -
tive, mone y game s mak e goo d sense . Normally , a n 
economy ha s tw o sectors , on e leading , th e othe r lag -
ging behind . Thes e tw o sector s chang e with th e times . 
Nowadays the ultimate nonproductive secto r is agricul-
ture. Japanes e agricultur e i s a  particularl y extrem e 
case, wel l know n fo r usin g expensiv e lan d t o yield in -
significant returns . Accordin g t o th e theor y o f eco -
nomic development , th e declin e o f agricultur e indi -
cates tha t Japa n ha s mad e th e transitio n fro m a n 
agrarian societ y t o a  manufacturin g society . Bu t unti l 
the eighteent h century , agricultur e wa s th e mos t pro -
ductive secto r o f al l an d th e sourc e o f th e world' s 
wealth. 

For Japan , too , i n th e Ed o perio d (1600-1868 ) th e 
wealth an d powe r o f eac h feuda l domai n wa s deter -
mined b y its kokudaka, th e amoun t o f rice i t produced . 
The rea l strengt h o f the clans derived fro m th e agricul -
tural productivit y o f their fiefs . Eve n par t o f their taxe s 
was pai d i n rice . I n th e perio d whe n agricultur e wa s 
the mainsta y o f the productiv e sector , th e nonproduc -
tive sector s wer e th e aristocracy , th e warrio r class , 
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trade, an d manufacturing . (Thi s wa s no t manufactur -
ing i n th e moder n sense , o f course , bu t occupation s 
like smithing. ) Wit h th e Industria l Revolution , how -
ever, agricultur e decline d int o a  nonproductive sector , 
and manufacturin g emerge d a s a  productive sector . I n 
short, there i s a logical progression fro m th e Industria l 
Revolution t o th e declin e o f agriculture an d th e emer -
gence o f the modern state . 

As w e hea d int o th e twenty-firs t century , however , 
manufacturing i s also ceasing to be a productive secto r 
and i s bein g replace d b y knowledge-intensiv e indus -
tries o r by service industries . Thus, if the histor y o f the 
world i s a progression fro m agricultur e t o manufactur -
ing to knowledge industries , then America' s M&A s and 
Japan's land-flippin g deal s migh t b e though t o f a s ad -
vanced form s o f thi s phenomeno n an d migh t eve n 
make goo d economi c sense . I f the practic e o f makin g 
things, whic h Aki o Morit a talke d about , ha s alread y 
become a  nonproductiv e secto r lik e agriculture , per -
haps both the United State s and Japan ar e risking thei r 
futures b y tryin g t o hol d o n t o manufacturin g jobs . 
Haven't American an d Japanese companie s bee n shift -
ing thei r manufacturin g bas e t o third-worl d countrie s 
where labor is cheap ? 

This lin e o f though t lead s inevitabl y t o th e conclu -
sion tha t mone y game s ar e th e harbinger s o f th e fu -
ture, the foreshadowings o f a postindustrial societ y that 
will be the norm fo r the most advanced countries . That 
may, in fact, be the case. Heavy physical labor, of which 
agriculture i s an extrem e example , overtaxes th e bod y 
and i s th e mos t debilitatin g kin d o f wor k fo r huma n 
beings. The replacement o f human labo r with machin e 
labor marke d th e beginnin g o f industrialize d society ; 
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today w e ar e perhap s seein g a  shif t t o a  knowledge -
intensive societ y tha t relie s chiefl y upo n huma n brai n 
power. I f tha t i s th e case , th e fac t tha t w e ca n bu y 
stocks, companies , o r land with a  single telephone cal l 
is completel y consisten t wit h th e concep t o f socia l 
progress. 

That having been said , we will have to consider care -
fully whethe r America' s M&A s an d Japan' s land-flip -
ping deal s were , i n fact , th e leadin g edg e o f suc h a 
trend o r merel y decaden t an d excessiv e activities , th e 
symptoms o f decline . I n makin g suc h a  judgment , w e 
must look back in time to see whether simila r practice s 
have existe d i n th e past . Lan d speculatio n i n Japa n i s 
nothing new ; there hav e bee n two other land boom s i n 
the pas t twent y o r s o year s alone . Th e first  bega n i n 
June 197 2 whe n Prim e Ministe r Kakue i Tanak a an -
nounced hi s pla n t o "remode l th e Japanes e archipel -
ago" b y buildin g high-spee d transportatio n network s 
to ta p th e chea p labo r suppl y i n th e rura l area s o f 
Japan. A s corporation s bough t u p lan d alon g th e ex -
pected routes , lan d price s soared , bu t inflatio n cause d 
by the upwar d revaluatio n o f the yen an d the n th e firs t 
oil shoc k i n Octobe r 197 3 sen t th e Japanes e econom y 
into a  recession . Tanaka' s plan s wer e shelve d an d 
many companie s foun d themselve s holdin g lan d tha t 
no one wanted . 

The secon d wav e o f lan d speculatio n occurre d te n 
years late r i n 198 3 an d wa s centere d o n Tokyo . Wit h 
the liberalizatio n o f th e financial  an d capita l market s 
and Japan' s increasin g economi c importanc e o n th e 
international scene , companies began to flock to Tokyo 
in th e expectatio n tha t th e cit y would becom e a  majo r 
international center . Thi s tren d sen t u p th e cos t first 
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of commercia l rea l estate , the n o f residentia l area s i n 
Tokyo, an d ultimatel y ripple d ou t int o th e res t o f th e 
country. 

M&As and Technological  Innovation.  M&A s ar e no t a 
new phenomeno n eithe r bu t occu r a s par t o f a  se t cy -
cle. Thi s i s th e fourt h tim e th e Unite d State s ha s wit -
nessed wave s o f corporat e takeovers . Th e first  majo r 
wave o f mergers an d acquisition s i n th e Unite d State s 
dates bac k t o th e lat e 1890 s an d laste d throug h th e 
early 1900s , whe n today' s larg e corporation s suc h a s 
USX Corporation an d Du Pon t first bega n t o use corpo -
rate takeover s a s a  mean s o f expansion . Durin g thi s 
first wav e o f M&As, the America n econom y was i n ex -
tremely goo d shape . Because these M&A s poured larg e 
amounts o f previousl y idl e cas h int o circulation , the y 
inevitably booste d th e econom y eve n further . Thus , i f 
M&As are a  ba d practice , i t i s becaus e the y caus e to o 
much o f an economic boom and encourage a n increas e 
in import s an d a  consume r spendin g spree . Thi s phe -
nomenon occur s simpl y because mor e mone y i s avail -
able—there i s nothin g wron g wit h increase d marke t 
activity pe r se . An eve n greate r misconceptio n i s tha t 
the America n econom y ha s decline d recentl y becaus e 
it has bee n sidetracke d b y M&As. In fact , i t is precisel y 
because M&A s wer e resorte d t o s o frequentl y tha t 
America wa s abl e t o maintai n economi c growt h an d 
prosperity during the past decade . 

America's secon d wav e o f M&As came i n th e 1920s . 
If th e first  wav e create d monopolies , thi s perio d sa w 
the creatio n o f oligopolies—the medium-size d compa -
nies tha t mak e u p America' s secon d tier . Durin g thi s 
period, too , the econom y prospere d unti l th e cras h o f 
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1929. In America n history , a  perio d o f merger an d ac -
quisition activit y i s alway s followe d b y a  crash . Th e 
pattern i s clear : A s lon g a s corporation s ar e bein g 
bought an d sold , mone y circulate s an d create s enor -
mous prosperity , bu t whe n th e buyin g an d sellin g 
comes t o an en d an d th e mone y stop s flowing, ther e i s 
a crash . 

The thir d wav e o f merger s an d acquisition s cam e 
during th e 1960 s and sa w the ris e o f many conglomer -
ates. The keywor d durin g thi s period wa s "diversifica -
tion." Th e classi c exampl e wa s Internationa l Tele -
phone &  Telegraph , whic h venture d ou t int o man y 
different busines s area s wit h grea t success . U p unti l 
that tim e US X onl y mad e steel ; For d onl y mad e auto -
mobiles. Bu t durin g th e thir d wav e o f M&As , the con -
cept of the conglomerate took hold. This period o f pros-
perity continue d unti l th e first  oi l shoc k o f th e 1970s , 
and then i t too ended i n a  crash . 

The fourt h wav e occurre d i n th e 1980s . Many o f th e 
M&As in tha t decad e serve d th e purpos e o f corporat e 
restructuring. Th e bul l marke t o f th e eightie s laste d 
until the crash o f October 19,1987—"Blac k Monday" — 
when Wall Street awakened t o the fact that stock price s 
had gon e too high . 

As this overvie w indicates , no t onl y d o mergers an d 
acquisitions hav e a  fairl y long-standin g histor y i n 
America, they have a  se t cycle . What i s worth notin g i n 
this cycl e i s the cause-and-effec t relationshi p betwee n 
technology an d M&As . Each o f the four waves o f M&As 
occurred afte r som e major technologica l breakthroug h 
had take n place . Th e firs t wav e i n th e 1890 s occurre d 
after a  period o f rapid expansio n o f America's railroa d 
system; prior t o the secon d wav e i n th e 1920 s automo -
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tive technology ha d bee n perfected . Th e thir d wav e i n 
the 1960 s followe d th e appearanc e o f th e je t engine ; 
the fourt h wav e i n th e 1980 s coincided wit h th e emer -
gence o f computer technology . 

To understan d th e causa l relatio n betwee n technol -
ogy an d M&As , le t u s conside r th e cas e o f th e fourt h 
wave. Th e introductio n o f compute r technolog y gav e 
rise t o busines s opportunitie s tha t ha d hithert o bee n 
inconceivable. Thes e opportunitie s accelerate d th e 
need fo r corporat e restructurin g an d le d t o merger s 
and acquisitions . Thus , on e canno t loo k onl y a t th e 
M&A phenomeno n an d dismis s i t simpl y a s mone y 
games; on e mus t als o conside r th e comple x serie s o f 
trends tha t have produced it . Mergers an d acquisition s 
do not take plac e i n Japan fo r th e simpl e reason tha t a 
takeover i s no w considere d somethin g tha t i s jus t no t 
done. (As we shal l see in chapter 5 , this was not alway s 
the case. ) A n eve n mor e significan t facto r i s tha t fe w 
companies eve r com e u p fo r sale . This i s anothe r rea -
son tha t land , no t companies , play s the leadin g rol e i n 
Japan's money games. * 

Economic Growth  Undermines  Agriculture.  Clearly , 
both merger s an d acquisition s i n Americ a an d lan d 
flipping i n Japa n wer e excessiv e an d ou t o f balance . 
Paradoxically, this very excess is the reason bot h econ -
omies expande d s o vigorousl y i n th e 1980s . Balance d 
growth is , in the nature o f things, impossible. An econ -

*For a  mor e detaile d accoun t o f th e M& A phenomenon, se e "Do -
mestic an d Internationa l Mergers : Competitio n o r Cooperation " 
by Ryuzo Sat o an d Richar d Zeckhauser , i n Beyond Trade  Friction: 
U.S.-Japan Economic  Relations,  edite d b y Ryuzo Sato and Juliann e 
Nelson (Cambridge University Press, 1989) pp. 93-120. 
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omy ca n gro w onl y when a n imbalanc e occurs . T o b e 
sure, the concep t o f balanced growt h doe s exis t in eco -
nomics, bu t i t designate s a n idea l stat e i n whic h al l 
countries, rich an d poor , have achieved th e same stan -
dard o f livin g throug h economi c development . Fortu -
nately, achievin g suc h a  stat e i s impossible , sinc e his -
torical trends indicat e tha t imbalanced growt h lead s to 
a higher standar d o f living. 

When a n econom y achieve s a  balance , stagnatio n 
begins t o se t in . In economic s ther e i s a concept calle d 
a "produc t cycle. " Tak e textiles , fo r example , wher e 
the productio n bas e ha s shifte d fro m Europ e t o 
America, Japan, an d Southeas t Asi a in searc h o f a low-
wage workforce . A  country ha s alway s been foun d tha t 
is suite d t o thi s particula r technology . Thus , a  produc t 
cycle occur s becaus e o f technologica l an d economi c 
imbalances amon g countries . I f th e worl d achieve d a 
balance, countrie s tha t produc e textile s woul d disap -
pear. T o pu t i t anothe r way , wate r flow s becaus e i t 
moves fro m a  highe r leve l t o a  lowe r one . Runnin g 
water produces energ y an d doe s not stagnate . In muc h 
the sam e way , imbalance s ar e wha t energiz e a n econ -
omy an d kee p i t running , an d a  fe w M&A s an d land -
flipping deal s ca n serv e a s a  primin g agen t t o trigge r 
the economy . A s this mod e o f reasoning suggests , th e 
concept o f balance d growt h contain s tw o logica l con -
tradictions because , first,  ther e i s n o growt h i n a  bal -
anced state , and, second, growth create s imbalance . 

The sam e poin t ca n b e explaine d b y what i s know n 
in economic s a s th e "pric e effect " an d th e "incom e 
effect." Suppos e ther e i s a  product tha t cost s on e hun -
dred dollars . Whethe r thi s pric e i s considere d lo w o r 
high will depend o n a  person's incom e an d the curren t 
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state o f his o r he r pocketbook . Eve n someon e wh o fel t 
that the item was excessivel y expensiv e would bu y it if 
the price were lowere d t o fifty dollars . This cause s th e 
so-called price effect . Th e sam e person would als o bu y 
if th e pric e di d no t chang e bu t hi s o r he r salar y sud -
denly doubled . Thi s i s th e resul t o f the incom e effect . 
The actio n o f buying i s ultimately th e same , bu t i n th e 
latter cas e i t i s clearl y justifie d b y a n increas e i n in -
come. What cause s a n increas e i n income i s economi c 
growth. Economi c growt h i s nothing els e bu t a  ris e i n 
everyone's income . 

But i f th e econom y grow s an d income s g o up , wil l 
everyone b e happy ? Huma n natur e bein g wha t i t is , 
the answe r i s "not necessarily. " An increase i n incom e 
leads t o greate r consumption , an d whe n thi s happens , 
people star t shiftin g t o highe r price d goods . This shif t 
is du e t o wha t i s know n i n economic s a s th e "elasti c 
income effect. " Jus t suc h a  phenomeno n occurre d i n 
Japan i n th e lat e 1980s . Thank s t o th e hig h ye n an d 
economic prosperity , Japanes e income s ros e steeply . 
First-class car s o n th e Shinkanse n Bulle t Trai n wer e 
full; suddenl y youn g offic e worker s wer e takin g thei r 
vacations abroad . Eve n schoo l trip s wer e t o foreig n 
destinations. Th e world' s to p bran d name s sol d lik e 
hotcakes; indeed, products did not sell very well unles s 
they wer e expensive . (Thi s i s anothe r reaso n fo r th e 
difference betwee n Japanes e price s an d worl d price s 
that has led to so much Japan-bashing. ) 

Japan ha s certainl y becom e mor e affluent ; i t is no w 
the world' s larges t credito r nation . On e migh t thin k 
this is cause for celebration , but , in fact, i t is where th e 
idea tha t "growt h create s imbalance " come s int o play . 
When peopl e choos e luxur y goods , they rejec t les s so -
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phisticated products . Thi s make s th e industrie s tha t 
produce suc h item s an d th e peopl e employe d i n thes e 
industries unhappy . Economi c growth , therefore , doe s 
not profi t everyon e i n th e country ; i t merel y create s 
new imbalances i n the shor t run . 

Statements b y Japanese politician s to the effec t tha t 
both agriculture an d automobil e manufacturing , mom -
and-pop store s an d supermarket s wil l enjo y stead y 
growth ar e merel y politica l promise s an d quit e incom -
patible with economi c theory . Jus t a s balanced growt h 
for al l countrie s i s impossible , balance d growt h fo r al l 
sectors o f th e sam e econom y i s equall y impossible . 
Economic growt h create s imbalance s an d weed s ou t 
businesses and entire industries. In Japan, for example , 
charcoal-making ha s nearl y die d ou t an d th e charcoa l 
stove ha s jus t abou t disappeared . Youn g Japanes e i n 
their teens and twenties have never known the warmt h 
of coal-heated footwarmers . Mos t of the textile industr y 
has move d t o Sout h Korea , Taiwan , o r Hon g Kong , o r 
to th e membe r countrie s o f th e Associatio n o f South -
East Asian Nations (ASEAN ) or places like Costa Rica. 

In th e mos t extrem e case , i f Japan continue s t o ai m 
at economi c growt h an d increase d income , Japanes e 
agriculture wil l ultimatel y b e destroyed . Wit h th e ris e 
in incomes an d the standard o f living, the Japanese ar e 
no longer consumin g a s much ric e a s they used t o an d 
are eatin g brea d o r mea t instead . A s the consumptio n 
of gourmet food grows , rice consumption wil l probabl y 
drop eve n further . An d a s th e rang e o f available food s 
becomes wider , ric e wil l n o longe r b e th e mai n stapl e 
of the Japanes e diet , bu t simpl y a  side dis h to be eate n 
in smal l amount s with stea k o r fish . 

It coul d b e argue d tha t i f peopl e reall y wan t t o ea t 
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rice, i t woul d mak e bette r economi c sens e t o bu y i t 
cheaply from abroad . The Japanes e government' s vo w 
not to import a  single grain o f rice, then, would b e onl y 
a politica l gestur e aime d a t th e farmin g lobby . Wer e 
economic developmen t Japan' s sol e objectiv e thi s ar -
gument woul d b e persuasiv e becaus e i n term s o f eco -
nomic development, Japan's present agricultural polic y 
clearly does not make sense . (In fact, Japanese policie s 
vis-a-vis farming hav e as much to do with the country' s 
cultural agenda an d with preserving the political statu s 
quo a s the y d o wit h economi c issues . Th e Japanes e 
have a  grea t respec t fo r th e traditiona l rol e o f ric e 
farming i n Japanese life . On the practical side , farmin g 
districts hav e alway s bee n bastion s o f suppor t fo r th e 
Liberal Democratic party. ) Japan' s Stapl e Food Contro l 
Act date s bac k t o 194 2 durin g Worl d Wa r I I when th e 
price an d distributio n o f foo d staple s wer e pu t unde r 
government contro l wit h th e ai m o f preventing specu -
lation, maintainin g a  stead y supply , an d regulatin g 
price fluctuations. Unde r this system the Japanese gov -
ernment purchase s ric e an d othe r grains , set s thei r 
prices, an d control s distribution . Becaus e th e govern -
ment buys rice at a high price from producer s and sell s 
it to consumer s a t a  lowe r pric e (albei t on e fa r highe r 
than i n othe r countries) , the defici t i n th e foo d contro l 
special accoun t ha s bee n growin g steadily . Th e con -
cept o f maintainin g self-sufficienc y i n ric e becam e a 
national securit y issu e i n th e 1970s . Th e "foo d secu -
rity" argumen t wa s firs t advance d a s a  reaso n fo r 
blocking th e liberalizatio n o f ric e imports . I f Japa n 
were dependen t o n import s fo r som e o r al l o f its grai n 
supply, the argumen t goes , food shortage s migh t occu r 
in the even t of war. 
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In short, Japan's basi c stance o n the rice issue is that 
rice i s a  kin d o f domesti c publi c good . However , ric e 
can als o b e see n a s a  privat e goo d tha t ca n b e freel y 
traded. Th e Unite d State s hold s th e vie w tha t ric e i s 
just another internationa l trad e commodit y like cars o r 
consumer electronic s and , lik e othe r suc h items , les s 
expensive good s o f better qualit y will naturally prevai l 
in the marketplace. The paradox o f Japan's Staple Food 
Control La w i s tha t unde r th e presen t syste m farmer s 
have bee n protected , bu t agricultur e i s bein g de -
stroyed. For a native of Akita Prefecture suc h as myself, 
the beaut y o f th e ric e paddie s wil l alway s b e a  vivi d 
symbol o f m y childhoo d home , on e o f th e majo r rice -
producing center s i n Japan. Bu t each tim e I  have gon e 
back t o visi t i n recen t years , fewe r an d fewe r o f thos e 
beautiful, familia r fields  remain . Lef t uncultivate d an d 
overrun wit h weeds , the y ar e a  desolat e an d heart -
breaking reminde r o f th e contradictio n behin d Japa -
nese prosperity . Although everyon e talk s about protec -
tion, rice-growing i n Japa n is , in fact , boun d han d an d 
foot, an d th e prospect s o f raisin g productivit y o r o f 
making i t competitive ar e fraugh t wit h difficulties . 

As an economy develops , products that no longer sui t 
society's need s steadil y disappea r an d les s productiv e 
industries ar e weede d out . Callin g thi s a  "hollowin g 
out" i s simply describin g th e symptom s withou t tryin g 
to understand th e phenomeno n itself . "Hollowing out " 
is actuall y a  norma l stat e o f economi c development , 
proof tha t th e econom y i s operatin g efficiently . I f a n 
industry i n on e countr y "hollow s out, " som e othe r 
country tha t ca n fil l th e resultin g nich e wil l ge t rich i n 
the process . The histor y o f economic developmen t ha s 
consisted o f a succession o f "hollowing out " processes . 
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Manufacturing erode d agricultur e becaus e i t was mor e 
productive tha n farming . Similarly , th e productivit y o f 
the knowledg e industrie s i s superio r t o tha t o f manu -
facturing s o the erosio n o f manufacturing i s only natu -
ral. That is the law of economic development . 

What Causes  the  Disparity  between 
Japan's Prices  and  World  Prices? 

The Plaza  Accord  Fiasco.  B y th e en d o f th e 1980 s 
America ha d becom e extremel y nervou s abou t Japa -
nese investment s i n U.S . real estate . I n particular , th e 
purchase o f Rockefelle r Cente r provoke d a  stron g 
backlash. Ho w coul d suc h a  sal e tak e place ? Th e re -
mote caus e ca n b e trace d bac k t o th e Plaz a Accor d i n 
1985. Th e ye n ha d starte d t o appreciat e i n Februar y 
1985, and in one sens e the actions taken b y the finance 
ministers an d centra l banker s o f the five  majo r indus -
trial power s a t th e Plaz a Hote l i n Septembe r o f tha t 
year simpl y confirme d th e fundamenta l force s a t wor k 
in the marketplace. There i s no denying, however, tha t 
then Secretar y o f the Treasur y Ji m Baker believe d tha t 
helping thi s trend alon g an d lowerin g th e valu e o f th e 
dollar would mak e America n good s more competitive . 
This wa s a  tota l miscalculatio n o n th e par t o f th e 
Reagan administration, as America has come to realize. 
Between 198 5 and 1988 , the value of the dollar droppe d 
from 24 0 ye n t o th e 120-ye n level . Althoug h i t late r 
gradually ros e agai n t o aroun d 15 0 yen, i n Septembe r 
1992 i t fel l belo w 12 0 yen fo r th e first  tim e i n postwa r 
history. 

The chea p dolla r polic y embodie d i n th e Plaz a Ac -
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cord was suppose d t o solve America's trad e defici t an d 
open the Japanese marke t t o U.S. goods. The America n 
projection wa s tha t a n upwar d revaluatio n o f th e ye n 
would lea d t o a  reductio n i n Japan' s export s an d thu s 
in it s trad e surplu s wit h th e Unite d States . I n du e 
course Japan would be forced t o open it s markets. This 
did no t happen . Instead , i n a n amazingl y shor t tim e 
Japan ha d overcom e the adverse effect s o f the high yen 
and strengthene d it s econom y eve n further . Moreover , 
thanks t o the hig h yen , Japan's incom e double d i n th e 
space of a mere four o r five years. The U.S. government 
had no t dreame d thi s woul d happen ; no r ha d i t imag -
ined that Japan would se t about "buying America" with 
its newl y double d income . I n effect , th e Plaz a Accor d 
cut the value o f America i n half an d mad e Japa n twic e 
as ric h a s i t previousl y ha d been . I t wa s a  colossa l 
mistake. 

For a  millio n ye n t o doubl e i n valu e i n te n years ' 
time, i t would hav e to be invested a t an interes t rat e o f 
7 percen t compounde d annually . T o doubl e i n fou r 
years would require an interest rate of 15 or 16 percent. 
In other words, the United State s gave Japan a n annua l 
growth rat e o f 1 5 to 1 6 percent fre e o f charge. Anyon e 
with eve n a  nodding acquaintanc e wit h economic s ca n 
understand ho w huge these figures are . Moreover, as a 
side effect , i t contribute d t o th e discrepanc y betwee n 
the price o f goods in Japan an d wha t thes e sam e item s 
sell for abroad . 

The pric e ga p proble m i s two-sided . O n th e on e 
hand, Japanese good s are expensive a t home an d inex -
pensive abroad ; o n th e othe r hand , foreig n good s sud -
denly becom e absurdl y expensiv e whe n the y arriv e i n 
Japan. Ther e ar e tw o reason s fo r this . First , pric e ad -
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justments d o not keep u p with rapid fluctuations i n th e 
exchange rate . Th e secon d sourc e o f th e proble m i s 
Japan's economi c structure , which has become the tar -
get of anti-Japanese attacks . 

Given th e continuin g cheap-dollar , high-ye n ex -
change rates , i t i s od d tha t Japanes e export s hav e no t 
become mor e expensiv e i n th e Unite d State s an d tha t 
U.S. exports hav e no t gotte n muc h cheape r i n Japan, if 
not i n th e sam e proportio n a s the exchang e rate , the n 
certainly b y a  considerabl e degree . Thi s ha s no t oc -
curred. Th e advantage s o f th e chea p dolla r hav e no t 
been passe d o n t o American producer s an y more tha n 
the advantage s o f the hig h yen hav e bee n passe d o n t o 
consumers in Japan . 

In Japan th e failur e t o pass alon g th e benefit s o f the 
high ye n ca n b e lai d a t the doo r o f two groups . Half of 
the responsibilit y lie s wit h th e buyers , th e Japanes e 
people themselves . Responsibilit y fo r th e othe r half , of 
course, lie s with th e supplier s an d sellers . As income s 
rise, consumer s ar e quit e willin g t o bu y expensiv e 
items; ther e i s eve n a  tendency , whic h migh t b e re -
garded a s a  Japanese trait , t o bu y thing s precisel y be -
cause the y ar e expensive . Tha t make s i t difficul t fo r 
businesses t o lower thei r prices . The cos t o f material s 
even fo r luxur y items i s often no t very great , bu t man y 
Japanese fee l tha t the more costl y an item i s the bette r 
it must be . That i s why Japanese bu y 80 percent o f th e 
brand nam e item s produce d b y Gucc i an d Loui s Vuit -
ton, item s tha t ar e ridiculousl y expensive . Diamond s 
also sel l becaus e the y ar e expensive ; i f the y wer e 
cheap, n o on e woul d b e intereste d i n buyin g them . I n 
short, the Veblenesque pric e effec t operate s fo r expen -
sive goods. On the other hand, suppliers make good us e 
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of Japan' s complicate d distributio n syste m b y takin g 
advantage o f the sol e agency dealershi p system , whic h 
gives the supplie r monopol y right s ove r the good s sol d 
in a  particula r store . Th e distributio n proble m i s in -
deed structural . 

No one ca n explai n fully , however , why i t is cheape r 
to bu y Japanes e good s oversea s tha n i n Japan . Al -
though, a s we sa w i n chapte r 1 , technological innova -
tion an d economie s o f scal e accoun t i n par t fo r wh y 
price increase s hav e bee n hel d t o a  minimum regard -
less o f th e hig h ye n o r th e lo w dollar , n o completel y 
satisfactory explanatio n ha s bee n propose d a s t o wh y 
Japanese good s cos t less abroad tha n the y do a t home . 
The Japa n Externa l Trad e Organizatio n (JETRO ) ha s 
argued tha t th e hig h cos t o f land, especiall y i n Tokyo , 
contributes t o the price ga p by increasing overhea d fo r 
small retailers which i s then passe d o n to customers i n 
the form o f higher prices. By postulating what is known 
in economic s a s "pric e discrimination, " on e coul d ex -
plain wh y good s fo r expor t ar e chea p an d thos e fo r 
domestic us e ar e expensive , bu t thi s woul d b e a  clea r 
case o f dumpin g an d a  proble m o f corporat e moralit y 
rather tha n a  structura l issue . I n short , ther e i s n o 
simple economi c explanatio n fo r thi s aspec t o f th e 
price gap . Though b y no means all , many products tha t 
are mad e i n Japa n ar e i n fac t cheape r i n th e Unite d 
States. Durin g th e Structura l Impediment s Initiativ e 
talks the America n sid e confronte d Japa n wit h a  list of 
them. Camera s ar e a  prime example . The presiden t o f 
a Japanes e camera-makin g compan y i s sai d t o hav e 
come t o Americ a jus t t o bu y hi s ow n company' s cam -
eras becaus e the y were cheape r here . A former prim e 
minister, whil e o n a  stat e visit , i s rumore d t o hav e 
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bought a  Japanes e camer a a t a  famou s Ne w York dis -
count store . Thes e storie s an d other s to o numerou s 
to mentio n indicat e popula r Japanes e perception s o f 
the problem . 

The explanatio n Americ a give s fo r th e pric e ga p i s 
interesting: The reaso n Japanes e good s ca n b e bough t 
more cheapl y in America tha n in Japan i s that Americ a 
has a n extremel y efficien t distributio n system . Con -
versely, the reason American good s and eve n Japanes e 
goods are more expensive in Japan is that the Japanes e 
distribution syste m i s extremel y inefficient . Whethe r 
this observatio n i s correc t o r not , i t i s a n ope n secre t 
that Japan's distributio n mechanis m i s so complex tha t 
it has bee n calle d th e "Dar k Continent. " Refor m o f the 
Japanese distributio n syste m wa s nea r th e to p o f th e 
agenda durin g th e U.S.-Japa n Structura l Initiativ e Im -
pediment talks . 

The Japanese marke t i s characterized b y a high den -
sity o f very smal l outlet s an d a  multilayered wholesal e 
system. Accordin g t o a  recen t Japanes e governmen t 
white paper pu t ou t by the Economic Planning Agency , 
93 percent o f all smal l retai l store s i n Japan ha d fewe r 
than te n employees , an d ther e wer e 13 5 stores fo r ev -
ery 10,00 0 people . I n contrast , th e Unite d State s ha d 
only 81 stores per 10,00 0 people and German y onl y 67. 

How ca n w e accoun t fo r th e larg e numbe r o f smal l 
stores i n Japan ? Th e answe r t o tha t questio n ca n b e 
found i n consume r habit s an d cultura l background . 
The average family in Japan consume s more fresh pro -
duce than it s American counterpar t an d shows a stron g 
resistance t o froze n foods . Furthermore , fe w home s 
have a  large storag e capacity . Thi s mean s tha t th e av -
erage Japanese housewif e shop s on a  daily rather tha n 



122 In  Some  Ways  Japan Really  Is  Odd 

a weekly basis , and store s ar e mor e likel y to be withi n 
walking distanc e o f he r home . Ye t anothe r reaso n i s 
that Japanese conside r shopping as a form o f entertain-
ment, an d a  stor e ofte n serve s a s a  kin d o f meetin g 
place. The Yaoha n Supermarke t i n For t Lee , New Jer -
sey, is a good exampl e o f how these Japanes e concept s 
have bee n importe d t o Americ a an d incorporate d int o 
the store' s design . In addition to shopping facilities , th e 
supermarket contain s restaurant s wher e mother s wit h 
small childre n ca n pu t dow n thei r parcel s an d relax , 
have a  mea l an d tal k t o friend s an d acquaintances . 
Taking th e famil y t o a  departmen t stor e o n th e week -
ends i s a  typically Japanese ide a o f shopping a s a  for m 
of entertainment . 

Another reaso n fo r th e hig h densit y o f smal l outlet s 
in Japa n i s sai d t o dat e bac k t o th e occupation . Ther e 
is a  story—perhap s apocryphal—tha t whe n Genera l 
MacArthur wa s compilin g a  repor t o n reconstructio n 
efforts i n Japa n t o submi t t o th e U.S . government, th e 
unemployment figure s a t th e tim e wer e unexpectedl y 
high—nearly 4 0 percent . Becaus e thi s woul d reflec t 
badly o n th e soundnes s o f occupatio n policy , i t wa s 
decided tha t anyon e wh o wa s livin g with a n employe e 
of one o f the many smal l retail stores throughout Japa n 
would no t b e counte d a s unemployed , eve n if , i n fact , 
they were . Thi s strateg y reduce d th e unemploymen t 
rate t o 2 0 percent . I n short , becaus e mos t o f the smal l 
retail outlet s in Japan were—an d stil l are—family-ru n 
mom-and-pop stores , th e statistic s wer e manipulate d 
to concea l unemploymen t withi n families . Thi s sor t o f 
manipulation continue s t o th e presen t da y an d mus t 
be take n int o consideratio n i n accountin g fo r Japan' s 
extremely lo w unemployment rate . 
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Shopping district s compose d o f dozen s o f these tin y 
stores al l crowde d togethe r hav e traditionall y playe d 
an importan t rol e i n th e loca l econom y an d hav e con -
tributed muc h t o th e characte r o f loca l society . Th e 
Large-Store La w was enacte d i n 197 3 to prevent larg e 
supermarkets, which had just begun to move into these 
districts, fro m adversel y affectin g th e smal l retailer s 
who ha d bee n ther e fo r years . In effec t th e la w allow s 
the loca l chambe r o f commerce t o decide whether an y 
changes nee d t o be mad e t o the size , operating hours , 
and othe r plan s fo r a  propose d larg e store . As a resul t 
of the Structura l Impediment s Initiativ e talks , amend -
ments t o th e Large-Stor e La w an d relate d legislatio n 
were proposed , includin g shortenin g th e deliberatio n 
process from a  year and a  half to a year and increasin g 
to a  hundre d squar e meter s th e are a i n larg e store s 
where foreig n import s coul d b e sold . Th e America n 
retailer Toy s 'R Us has succeede d i n settin g u p outlets , 
and larg e Japanes e supermarket s hav e begu n t o fol -
low suit . 

The multilayere d structur e o f th e wholesal e syste m 
can b e viewe d a s a  necessar y resul t o f th e nee d t o 
supply thi s extremel y larg e numbe r o f retail store s ef -
ficiently an d often . Consumer s i n Japa n ar e sai d t o b e 
the mos t demandin g i n th e world , an d i n recen t year s 
their need s hav e diversifie d considerably . Although di -
versification woul d see m t o promot e a  multilayere d 
structure, thi s argumen t i s counterbalance d b y th e 
rapid growt h o f convenienc e store s whic h ar e ab -
sorbing many o f the smalle r store s in thei r vicinity. On 
the Iz u peninsul a sout h o f Tokyo , where I  spen d sev -
eral month s o f th e year , I  ca n se e thi s phenomeno n 
happening righ t i n m y ow n neighborhood : Th e smal l 
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stores ar e bein g rapidl y force d ou t o f business b y a big 
new supermarket . I n any event , it is fair to assume tha t 
the distribution secto r in Japan faces a  major shake-up . 

The Price Gap  as Proof That  Japan Is  Different. I s ther e 
a wa y t o eliminat e th e discrepanc y betwee n Japanes e 
and internationa l price s fo r th e sam e goods ? Theoreti -
cally, yes. If a different exchang e rat e were adopte d fo r 
each product , then th e ga p would soo n disappear . 

Broadly speaking , th e exchang e rat e i s determine d 
by tw o factors . Th e first  i s th e flow  o f trad e betwee n 
the Unite d State s an d Japan , tha t is , th e suppl y an d 
demand fo r th e good s actuall y bein g trade d betwee n 
the tw o countries—bee f an d oranges , VCR s and auto -
mobiles. I f th e deman d fo r Japanes e good s i s heav y 
in America , th e dolla r goe s down ; i f th e deman d fo r 
American good s is heavy in Japan, the dolla r goes up . 

The secon d facto r i s th e flow  o f capital . Whe n Mit -
subishi bough t Rockefelle r Center , i t coul d no t mak e 
the purchas e i n ye n s o i t sol d ye n o n th e exchang e 
market an d bough t dollar s t o pa y fo r th e landmar k 
property. Havin g purchase d Rockefelle r Center , Mit -
subishi, of course, could no t actually take i t back hom e 
to Japan . Wha t Mitsubish i receive d wa s no t th e asse t 
itself bu t a  piec e o f paper , th e titl e t o th e property . 
Similarly, Japa n ofte n purchase s U.S . bonds . Ye n ar e 
exchanged fo r dollar s o n th e exchang e market , an d 
these dollar s ar e use d t o bu y piece s o f paper , bonds , 
which ar e take n bac k t o Japan . Thi s trad e i n assets , 
rather tha n things , i s calle d th e flow  o f capital . Whe n 
Japan se t abou t "buyin g America, " i t inevitabl y ex -
changed ye n fo r dollar s s o th e deman d fo r dollar s in -
creased an d th e valu e o f th e dolla r wen t up . Con -
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versely, i n th e pas t tw o years whe n Japa n los t interes t 
in th e Unite d State s an d withdre w it s money , i t sol d 
dollars an d bough t yen , an d th e dolla r declined . Thus , 
the exchang e rat e i s determine d b y th e flow  o f bot h 
goods and capital . 

To understan d ho w adoptin g a  differen t exchang e 
rate fo r eac h produc t woul d eliminat e th e pric e gap , 
consider land in Japan, the price for which is very high. 
The Imperia l Palac e occupie s a  large sit e in the cente r 
of Tokyo and is, of course, the prime piece of real estat e 
in Japan. But when th e book value for tha t single piec e 
of property could buy the entire country of Canada—a s 
it could in the late 1980s—somethin g i s very wrong. 

The valu e o f th e Imperia l Palac e wa s s o incredibl y 
high because the dolla r was then trading a t around 15 0 
yen. Suppose, however, tha t on e dolla r had bee n wort h 
1,500 yen ; Japanes e lan d woul d hav e immediatel y 
dropped t o on e tent h it s value . I f the rat e o f 1,50 0 ye n 
to th e dolla r ha d bee n adopte d onl y fo r lan d transac -
tions, th e criticis m implici t i n comment s abou t ho w 
Japan's high land prices were keeping out foreign com -
panies would have vanished i n a flash. 

In the 1980 s airfares i n Japan were also expensive s o 
the exchang e rat e fo r the m shoul d hav e bee n aroun d 
500 yen to the dollar . Conversely, electronic appliance s 
were chea p s o the exchang e rat e fo r the m coul d hav e 
been se t a t 11 0 yen t o the dollar ; an d th e on e fo r car s 
might hav e bee n 10 0 yen. Establishin g a  differen t ex -
change rat e for each item would no t only eliminate th e 
price ga p bu t woul d simultaneousl y solv e th e trad e 
surplus/deficit problem . Such a move would satisfy U.S. 
demands t o mak e thing s "jus t lik e the y ar e i n 
America." Th e proble m wit h thi s metho d i s tha t i t 
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might lead to cheating. Suppose, for example , someon e 
claimed h e wa s plannin g t o bu y lan d i n Japa n an d 
received th e rea l estat e exchang e rat e o f 1,50 0 ye n 
to th e dollar . I f h e the n turne d aroun d an d use d thi s 
favorable exchang e rat e t o purchase a  ca r with a n ex -
change rat e valued a t 10 0 yen to the dollar , such cheat -
ing would ultimatel y corrup t th e conversion system . 

The reaso n I  have propose d suc h a  fantastic hypoth -
esis as multiple exchang e rate s tha t vary with differen t 
goods i s tha t ideall y th e exchang e rat e syste m ough t 
to preven t discrepancie s i n th e valu e o f a  particula r 
commodity fro m occurrin g betwee n countries . Onl y in 
Japan, however , d o we encounte r th e strang e situatio n 
that a  balanc e betwee n it s price s an d thos e o f the res t 
of th e industrialize d worl d canno t b e achieve d unles s 
the exchang e rat e fo r lan d i s 1,50 0 ye n t o th e dolla r 
and th e on e fo r automobile s i s 10 0 yen t o th e dollar . 
This fac t b y itsel f bear s witnes s t o th e fundamenta l 
difference i n th e economi c fabric s o f the Unite d State s 
and Japan . From a n internationa l perspective , Japan i s 
an enormously unbalanced country . 

In general , thi s strang e situatio n doe s no t exis t be -
tween Europ e an d th e Unite d States . In th e lat e eight -
ies, the Germa n currency , lik e th e yen, nearly double d 
in value, but this did no t produce th e sam e imbalance s 
in wester n German y tha t i t di d i n Japan . Th e Germa n 
economy ha s a  mechanis m t o correc t an y imbalance s 
created b y fluctuations i n the exchange rate . Of course, 
a pric e ga p fo r som e item s doe s exis t betwee n Ger -
many an d th e Unite d States , bu t nothin g a s extrem e 
as i n Japan , wher e lan d i s wort h muc h mor e tha n i n 
America, bu t cars are onl y worth a  fraction a s much . 

If we kee p in mind what constitute s fai r price s in th e 
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international marketplac e an d tr y t o coordinat e the m 
by settin g a  differen t hypothetica l exchang e rat e fo r 
each item, it becomes perfectly clear , even to Japanes e 
eyes, ho w unbalance d Japanes e price s ar e compare d 
with price s i n Europ e an d Nort h America . Japanes e 
may retort tha t as long as they have the money and ca n 
find someon e willing to sel l to them, i t does not matte r 
if Japan a s a  countr y contain s thes e imbalance s what -
ever th e res t o f th e worl d migh t think . T o America n 
and Europea n eyes , however, thes e imbalance s reflec t 
what make s Japa n "different. " If , fo r example , th e ap -
propriate exchang e rat e fo r car s in Japan i s 10 0 yen t o 
the dolla r an d th e exchang e rat e i s adjuste d accord -
ingly, the n existin g price s fo r car s ar e to o low . Simi -
larly, if a fair exchang e rat e fo r lan d i s 1,50 0 yen to the 
dollar, then existin g Japanese lan d prices are too high . 

According t o the rule s o f capitalism, n o on e wil l bu y 
land tha t i s to o expensive , wherea s chea p car s sel l 
briskly. Items that do not sel l eventually com e dow n i n 
price, an d th e price s fo r thing s tha t d o sel l g o up , 
thereby achievin g a  balance . Thi s i s wha t i s know n 
as a  marke t mechanism . I n Japan , however , marke t 
mechanisms d o not work. According to Americans an d 
Europeans, the y d o no t wor k becaus e Japa n i s differ -
ent. Tha t wa s th e lesso n the y learne d fro m th e Plaz a 
Accord fiasco . A t th e time , th e financ e minister s an d 
central banker s o f the Unite d States , Japan, West Ger -
many, Great Britain, and France believed that adjustin g 
the exchang e rate s woul d remed y Japan' s chroni c 
trade surpluse s an d brin g the Japanese econom y mor e 
into lin e wit h economi c condition s i n Europ e an d 
North America . I n othe r words , th e Plaz a Accor d wa s 
based o n th e presuppositio n tha t Japan' s economi c 
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structure wa s not  differen t fro m tha t o f the res t o f th e 
industrialized world . But , in fact , thi s was no t the case . 
Not onl y di d th e Plaz a Accor d fai l t o improv e th e 
chronic surplus , i t create d a  pric e ga p betwee n Japa -
nese an d internationa l price s that even marke t mecha -
nisms faile d t o eliminate . Japanes e capitalism , th e 
Western worl d ha s com e t o believe, is so different tha t 
adjusting exchang e rate s has no effect a t all . 

Emotional Borders  in  a  Borderless  Age 

Ominous Signs  from  America's  Grass  Roots.  Wit h th e 
failure o f the Plaz a Accord , a  view bega n t o emerg e i n 
America tha t exchange rate s shoul d b e determined no t 
just b y th e flo w o f trad e an d capita l bu t als o o n th e 
basis o f PPP—purchasin g powe r parity . Purchasin g 
power parit y i s a  method o f determining th e exchang e 
rate i n terms o f the tru e cos t o f living in an y two give n 
countries. In Japan an d th e Unite d States , for example , 
one would tak e th e pric e o f land, the pric e o f automo -
biles, an d s o forth , an d com e u p wit h a n averag e b y 
which t o determine wha t th e exchang e rat e shoul d be . 
But fo r PP P t o functio n properl y tw o condition s ar e 
necessary. The first  i s that the productivity and techno -
logical skills of the two countries being compared mus t 
be roughly o n the sam e level . Second, consume r taste s 
must also be roughly equivalent . 

When thes e tw o condition s ar e present , usin g PP P 
to determin e th e exchang e rat e work s perfectly . Th e 
reason th e exchang e rate s betwee n Americ a an d Eu -
rope are in agreement i s that there ar e no major differ -
ences in technological skills , and tastes are remarkabl y 
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similar. The exchang e rate s betwee n th e Unite d State s 
and the countrie s o f Europe are actually determined b y 
the balanc e i n suppl y an d deman d o f capital an d trad e 
goods, bu t i f th e rate s wer e determine d b y PPP , ther e 
would b e little o r no change . In contrast , the exchang e 
rate betwee n th e Unite d State s an d Japa n inevitabl y 
produces a  gap between Japanese an d U.S . prices. This 
gap i s cause d b y th e fac t tha t Japanes e societ y an d 
American societ y reall y ar e different . I n th e Japanes e 
economic system , fo r example , ther e i s n o "invisibl e 
hand" a t work to eliminate the spread betwee n domes -
tic an d internationa l prices . And eve n i f no differenc e 
in technological skill s existed , the two countries ' taste s 
are different . A n extreme exampl e o f the differences i n 
Japanese an d America n taste s i s their attitude s towar d 
natto. Natt o is a  kind o f fermented bea n dis h tha t mos t 
Japanese ar e extremel y fon d of , bu t o f al l th e Ameri -
cans I know who claim to like Japanese food becaus e i t 
is lo w i n fa t an d lo w i n calories , I  hav e neve r me t 
anyone wh o like s natt o ver y much . Becaus e suc h a n 
extreme differenc e i n tastes inevitably affects th e pric e 
of a product, i t is only natural tha t natto is more expen -
sive i n th e Unite d State s tha n i t i s i n Japan . Thi s i s a 
price ga p that i t would b e difficul t eve n fo r th e "invisi -
ble hand" to eliminate . 

The very fact that tastes differ i s evidence of a deepe r 
difference. I f tastes ar e different , eac h country' s emo -
tional response t o a product is different, an d this differ -
ence i n emotiona l respons e wil l naturall y affec t th e 
product's price . I  onc e ha d a  conversatio n wit h th e 
Saudi Arabia n ambassado r t o Japan . Noticin g tha t h e 
carried a  lot o f keys, I asked hi m wh y he ha d s o many . 
One wa s th e ke y t o th e house , h e explained , anothe r 
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was th e ke y t o hi s office , an d anothe r wa s th e ke y t o 
the television. Surprised b y this answer, I  asked why he 
needed a  ke y t o th e television . "S o m y childre n can' t 
watch it, " h e replied . Saud i Arabi a ha s stric t religiou s 
rules agains t th e depictio n o f naked women . Thus , th e 
ambassador coul d no t allo w hi s childre n t o loo k a t 
Japanese television , which feature s a  great dea l o f vio-
lence an d pornography . 

In short , whe n taste s differ , peopl e approac h th e 
same produc t i n differen t ways . I  d o no t kno w ho w 
much televisio n set s cost in Saudi Arabia, whether the y 
are mor e o r less expensive tha n the y ar e i n the Unite d 
States o r Japan . What i s certain, a t any rate , is that th e 
attitudes towar d televisio n whic h prevai l i n Americ a 
and Japa n d o no t prevai l i n Saud i Arabia . Eve n th e 
exchange rat e is virtually powerless in the face o f taste. 
Differences i n prices for the same product between on e 
culture an d anothe r ar e probabl y inevitable . O r t o pu t 
it the othe r way around , th e rol e played b y culture an d 
taste i s very important . 

These difference s i n culture an d tast e playe d a  larg e 
part i n th e ris e o f revisionis m discusse d i n chapte r 1 . 
Revisionists took note o f them to develop the argumen t 
that Japa n i s different . Wha t len t credenc e t o the revi -
sionists' poin t o f vie w i s tha t adjustment s t o th e ex -
change rate did not diminish Japan's trade surplus with 
the United States but only succeeded i n creating a  price 
gap betwee n th e tw o countries . A  trade balanc e wa s 
achieved wit h Europ e an d eve n wit h Germany , whic h 
was affecte d b y a n upwar d revaluatio n o f the mar k a t 
more o r les s the sam e rat e a s the yen . To the questio n 
why a  trad e balanc e ha s no t bee n reache d wit h Japa n 
alone, the revisionists ' answe r tha t "Japa n i s different " 
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carried conviction . Looke d a t fro m anothe r perspec -
tive, the fact tha t a  trade balanc e has no t been reache d 
is testimon y t o Japan' s strength . I t demonstrate s Ja -
pan's ability to transform a n unfavorable se t of circum-
stances int o a  favorable one . This is the theory o f com-
parative disadvantage . A  person wit h a  disability , fo r 
example, mus t lear n t o compensat e fo r an d overcom e 
his o r he r persona l handica p i n orde r t o survive . Ja -
pan's handica p i s a  shortag e o f land , whic h i t mus t 
utilize t o its highest potentia l i f it hopes t o be competi -
tive with othe r countrie s i n trade . External force s hav e 
compelled th e Japanes e t o wor k mor e diligentl y tha n 
others i n orde r t o remai n competitive . Henc e Japa n 
has turned a  disadvantage—its limite d land area—int o 
an advantage . 

Aggressive Japanese investmen t i n the Unite d State s 
during the late 1980s , however, has rubbed Americans ' 
feelings th e wron g way . Th e peopl e responsibl e fo r 
selling Columbi a Picture s an d Rockefelle r Cente r ma y 
have walke d awa y fro m thos e deal s wit h bi g smile s 
on thei r faces , bu t American s ar e uncomfortabl e tha t 
foreigners no w ow n thes e institution s whic h embod y 
so much o f the American tradition tha t they had almos t 
come t o b e regarde d a s publi c property . I n fact , o f 
course, Rockefelle r Cente r i s merel y a  larg e piec e o f 
real estat e an d Columbi a Picture s wa s jus t anothe r 
troubled business . I t i s no t a  health y situation , how -
ever, whe n th e America n medi a an d ordinar y Ameri -
cans us e th e sal e o f thes e propertie s t o mak e a  fus s 
about th e financia l presenc e o f Japa n i n th e Unite d 
States. I f America' s gras s root s com e t o believ e tha t 
Japan aim s a t the economi c dominatio n o f the world — 
though i t i n fac t ha s n o suc h aims—matter s wil l b e 
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complicated considerably . Ther e ar e man y America n 
companies suc h a s Motorol a tha t ar e gettin g ric h b y 
accommodating themselve s to the differences betwee n 
Japan an d America . Companie s tha t ar e doin g well , 
however, d o no t spea k out ; th e companie s tha t com -
plain ar e alway s the one s that are doin g poorly . 

Generally speaking , America n companie s hav e fa r 
less officia l clou t than thei r Japanese counterpart s an d 
not nearl y a s muc h powe r t o affec t governmen t deci -
sions. Th e America n publi c i s quit e a  differen t story . 
Once aroused i t can move mountains . 

Distorted Nationalism.  Althoug h Japanes e investmen t 
in America fel l from $1 6 billion a  year in 1988-9 0 to $5 
billion a  yea r i n 1991 , if a  representativ e samplin g o f 
Americans wer e aske d wha t the y though t abou t Japa -
nese investmen t i n America , I  suspect a  large majorit y 
would stil l answe r tha t i t i s a  ba d thing . Th e mas s 
media ha s overplaye d th e issu e an d focuse d onl y o n 
the fact s tha t portra y Japa n i n a  negative light . Ameri -
cans wh o rea d biase d article s o r se e sensationalize d 
reports o n televisio n becom e convince d tha t thes e ac -
counts ar e accurate . An d onc e th e politician s joi n i n 
and begi n Japan-bashing , a  grea t choru s o f "Japa n i s 
unfair" goe s up throughout America . 

This is what I  call my "hospital patient " argument . I f 
someone i s i n th e hospital , somethin g mus t b e wron g 
with him . I f yo u as k severa l patient s i f anythin g i s 
wrong with them , you ca n b e sur e the y will al l answe r 
"yes." Bu t if , base d o n thi s partia l survey , yo u repor t 
that mos t o f th e peopl e i n th e worl d ar e sick , tha t i s 
obviously incorrect . Th e America n mas s medi a fre -
quently resort to this sort of trick. Strictly speaking, The 
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Japan That  Can  Say  "No"  expresse d th e view s o f onl y 
two people , bu t th e boo k wa s portraye d a s a n expres -
sion o f th e view s o f th e Japanes e peopl e a s a  whole . 
This i s distorte d nationalism , an d nationalis m i n on e 
country gives rise to nationalism in the other . 

Nationalism plainl y reside s i n th e huma n heart . A t 
the time o f the FSX hearings, I  was perplexed a t Amer-
ica's behavior, which seeme d onl y a pretext for gettin g 
its ow n way . Th e reaso n fo r m y reactio n was , quit e 
simply, tha t I  a m Japanese . Whe n I  visited Japa n stil l 
angry about the incident an d discusse d i t with the the n 
chairman o f Mitsubishi Heav y Industries , he was cal m 
and collected . "Don' t ge t s o excited, " h e tol d me , "it' s 
only business. " Perhap s a  businessman' s hear t i s a n 
uncongenial plac e fo r nationalis m t o reside ; perhap s 
he onl y has room i n his heart fo r business . The Ameri -
can busines s worl d i s jus t th e same . I f a n America n 
asked Rockefelle r wha t h e though t h e wa s doin g sell -
ing Rockefelle r Center , h e woul d undoubtedl y say , 
"Don't ge t s o upset . I'v e jus t mad e a n extremel y goo d 
deal with Japan. " 

In fact , bot h Mitsubish i Estat e Compan y an d Rocke -
feller were very concerned abou t the American public' s 
reaction an d hel d repeate d discussion s abou t ho w t o 
announce th e deal . Jus t a s they feared , th e announce -
ment create d a n uproar . Th e America n media , wh o 
had nothin g directl y t o d o wit h Rockefeller , cause d a 
stir tha t reverberate d throughou t th e country . Th e 
same thing happens in Japan. When an American com -
pany i s bough t b y a  Japanes e company , Japanes e 
newspapers repor t th e takeove r a s thoug h i t wer e a 
natural an d norma l activity . Wha t happen s whe n th e 
shoe i s o n th e othe r foot , however ? Whe n T . Boon e 
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Pickens acquired a  mere 26 percent in the Koito Manu-
facturing Company , th e Japanes e mas s medi a treate d 
the incident as a matter for grave concern . 

By American standard s o f commo n sense , i t i s per -
fectly reasonabl e fo r someon e holdin g 2 6 percen t o f a 
company's stoc k t o ask t o be o n the boar d o f directors . 
In fact , Toyota , which hold s onl y a  1 9 percent shar e i n 
Roito, ha s thre e representative s o n th e board . Logi -
cally, Pickens shoul d hav e ha d a t leas t th e sam e num -
ber o f boar d member s a s Toyota . Bu t Roit o refuse d 
Pickens's reques t fo r a  singl e sea t o n th e ground s tha t 
he i s a  "greenmailer " wh o ha s a  bad reputatio n i n th e 
United States . Emotional issues aside, this decision wa s 
totally irrational from a n economic standpoint . 

When stock s ar e offere d fo r publi c sale , no on e i s in 
a position to dictate how many any one individual buys . 
Those who buy in large quantities become major stock -
holders, and i t is natural tha t they should hav e a  say in 
management. Becaus e ther e i s n o la w tha t prevent s 
people wit h ba d reputation s fro m buyin g stocks , Pick -
ens's reques t wa s absolutel y legitimate . Tha t ma y b e 
unsettling t o the compan y whos e stoc k h e bought , bu t 
it makes perfectly goo d economic sense . 

Pickens ultimatel y gav e up , bu t durin g hi s two-yea r 
fight fo r a  sea t o n Roito' s board , h e encourage d U.S . 
authorities t o investigat e othe r exclusionar y Japanes e 
business practice s o n th e ground s tha t the y migh t b e 
monopolistic o r involve othe r illegalitie s suc h a s collu -
sion. Hi s ow n dealings , however , lef t man y question s 
unanswered. Th e New York  Times  o n Ma y 5, 1991 , re-
ported tha t Pickens had "bough t the stock from a  Japa -
nese entrepreneu r who , afte r failin g t o ge t Toyot a t o 
buy it at a premium, took it to Mr. Pickens in hopes tha t 
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an internationa l inciden t would arise . He also lent hi m 
the mone y t o bu y th e shares , apparentl y guaranteein g 
him agains t r i s k . . . . S o ever y tim e Mr . Picken s de -
manded tha t Toyot a com e clean , th e Japanes e de -
manded tha t he d o the same. " 

Even thoug h economi c border s ma y no w i n fac t b e 
next t o nonexistent , emotiona l borders , i n th e for m o f 
resistance an d oppositio n to international merger s an d 
acquisitions withi n bot h Japa n an d th e Unite d States , 
are growin g eve n stronger . Despit e th e grumblin g o n 
the America n side , th e flow  o f mone y an d good s be -
tween the United States and Japan is already fairly free . 
But when peopl e ente r the equation , they are regarde d 
as "intruders, " a s i n th e Picken s affair , an d touc h of f 
Japanese defens e mechanisms . America' s instinctiv e 
defensive reactio n agains t Mitsubish i wa s anothe r in -
stance o f an emotiona l border . 

Furthermore, th e peopl e wh o actuall y benefi t fro m 
these transaction s i n mos t case s ar e no t th e foreig n 
companies tha t provoked the defensive reaction . In the 
Koito case, the unidentified Japanes e entrepreneu r be -
hind Picken s di d no t becom e a n issue ; nor di d Rocke -
feller com e i n fo r an y criticis m whe n h e profite d fro m 
the sal e o f Rockefelle r Center . Instead , Mitsubish i Es -
tate Compan y wa s accuse d o f stealin g a n America n 
landmark. Th e economi c friction s betwee n th e Unite d 
States and Japan tha t have become prominen t recentl y 
teach u s that, regardless o f whether ou r economies ar e 
borderless o r not , th e emotiona l border s tha t divid e 
one country from anothe r are as firmly in place as ever . 

Today th e phras e "borderles s economy " i s quit e 
common. T o b e sure , th e flow  o f people , things , an d 
money ignore s nationa l borders . Bu t on e borde r stil l 
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remains, th e borde r tha t exist s i n people' s hearts . N o 
matter how much progres s i s made in creating a  global 
economy, I  suspect peopl e wil l continu e t o harbor na -
tionalist sentiment s t o th e ver y end . Afte r s o muc h 
Japan-bashing, man y Japanese , I  a m sure , heartil y 
agreed wit h Shintar o Ishihara' s statements . A  propor-
tional numbe r o f Americans were probabl y equall y an -
noyed when the y read hi s book . 

Until recentl y I  use d t o thin k tha t thes e emotiona l 
borders shoul d b e dismantle d a s soo n a s possible . Bu t 
living a s I  d o i n America n societ y which , mor e tha n 
fifty years afte r Pear l Harbor , ha s stil l not overcome it s 
wariness o f Japan, I  am now more inclined to be realis-
tic. Emotiona l border s i n th e for m o f nationalis m an d 
chauvinism wil l alway s b e wit h us ; th e hear t i s on e 
area tha t ca n neve r becom e completel y borderless . 
Since ther e i s no poin t i n holdin g u p unrealistic , unat -
tainable ideals , le t u s mak e hones t effort s t o se e t o i t 
that, in the problem area s that remain, we do not mak e 
political issues ou t of these emotiona l barriers . 



FIVE 

IS A PAX JAPONICA 
POSSIBLE? 

The "Amerippon"  Concept 

Conditions for Leadership.  Pau l Kennedy's The  Rise and 
Fall of  the Great  Powers wa s highly acclaimed i n Japa n 
because i t contain s tw o messages tha t ar e welcome t o 
Japanese ears . Th e firs t i s tha t th e ag e o f th e grea t 
power (America ) i s coming to an end . The othe r is tha t 
the ag e o f Japa n i s abou t t o begin . Bu t th e Japanes e 
have interpreted Kennedy' s work in a much too subjec -
tive fashion. Furthermore, references t o Japan can onl y 
be found o n a dozen or so pages of this very thick tome . 

Most Japanese readers bought this hefty history book 
to rea d thos e pages . Eve n th e book' s autho r readil y 
acknowledges thi s fact . I n 198 8 I was aske d b y a Japa -
nese magazine t o interview Kennedy , and tw o o r thre e 
days before h e was to go to Japan, I talked with him fo r 
a few hour s i n his offic e a t Yale University. Primarily a 
military historian, Kennedy is a recognized authorit y in 
his field . H e expresse d surpris e a t th e respons e The 
Rise and  Fall  of  the  Great  Powers  ha d receive d i n Ja -

137 
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pan, thoug h h e note d wit h som e regre t tha t th e onl y 
section mos t o f hi s Japanes e reader s seeme d t o hav e 
read wa s th e on e i n whic h h e predicte d tha t Americ a 
will decline and Japan o r some other country will come 
to the fore . 

I mus t tak e issu e wit h Kenned y i n tw o areas . First , 
he cite s America' s enormou s defens e expenditure s a s 
one o f th e reason s th e countr y ha s declined . U.S . de -
fense spending , however , i s roughl y 5  o r 6  percent o f 
the GNP , hardl y enoug h t o accoun t fo r America' s de -
cline. Hi s argumen t seem s eve n les s relevan t a s w e 
enter th e post-col d wa r er a an d fac e th e transitiona l 
problem o f moving resource s fro m th e defens e indus -
try t o nondefens e industries , thereb y incurrin g a 
"peace penalty " resultin g fro m th e difficul t realloca -
tion o f resources . Kenned y ma y b e a n eminen t histo -
rian, but his discussion o f economic issues is somewhat 
amateurish. A  more importan t facto r i n America' s de -
cline, I  think , i s tha t th e condition s fo r grea t powe r 
status—competitiveness, culture , an d th e ver y princi -
ples o f nationhood—ar e givin g way . I n a  competitiv e 
world, i t i s natura l fo r th e countr y holdin g th e domi -
nant, monopolisti c positio n t o fee l secur e an d relaxed , 
thus slowly losing its competitive edge . Other countrie s 
use th e dominan t countr y a s a  targe t t o b e overcome , 
thus increasin g thei r competitivenes s an d eventuall y 
overtaking thei r stagnan t target . As a result, America i s 
beginning t o find i t difficult t o maintain it s edge . 

The othe r proble m are a i s Kennedy' s lac k o f first -
hand knowledg e abou t Japan . Whe n I  visite d hi m i n 
1988, h e wa s abou t t o mak e hi s firs t visi t there . Th e 
ideas abou t Japa n tha t h e expresse s i n The  Rise  and 
Fall of  the Great  Powers ar e strictl y secondhand. Possi -
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bly that is why he seems to think that in the future bot h 
Japan an d Chin a wil l becom e numbe r one—h e lump s 
the two countries together . I  find thi s totally incompre-
hensible. Kennedy' s rational e seem s t o b e tha t Chin a 
is a  vas t countr y wit h a  three - o r four-thousand-yea r 
history. Egypt and India are also civilizations with four -
or five-thousand-year  histories , but that does not mea n 
they ca n becom e futur e superpowers . Th e though t of -
ten occur s t o m e that , wit h som e exceptions , Ameri -
cans who have had no actual experience o f living in the 
Far East are China fans . Perhaps becaus e Americans of 
Chinese descen t mak e u p th e larges t par t o f the Asia n 
community i n th e Unite d States , Americans ten d t o as -
sociate al l Asian s wit h Chin a an d no t distinguis h be -
tween people from differen t Asia n nations . 

In short, Kennedy's predictions have no solid histori -
cal foundations . The y ar e onl y a  matte r o f feelings . 
And becaus e thes e feeling s ar e pleasin g t o Japanes e 
sensibilities, his boo k was very popular i n Japan. For a 
short time Kennedy was lionized b y the Japanese mas s 
media, whic h hun g o n hi s word s a s thoug h h e wer e 
some kin d o f oracle . The  Rise  and  Fall  of  the  Great 
Powers als o sol d wel l i n th e Unite d States , bu t man y 
intellectuals wer e critica l o f the book . On e o f the first 
to criticize it was Harvard political scientist Joseph Nye, 
who i n 199 0 published a  boo k entitle d Bound to  Lead: 
The Changing  Nature  of  American  Power,  whic h re -
futed th e fundamental assumption s o f The Rise and Fall 
of the Great  Powers. 

Another criti c wa s Zbignie w Brzezinski . Th e assis -
tant to the president fo r national securit y affairs durin g 
the Carte r administration , Brzezinsk i i s th e autho r o f 
The Grand  Failure,  whic h wa s als o much talke d abou t 
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in Japan whe n i t came ou t in 1985 . In that boo k Brzez -
inski ha d accuratel y predicte d tha t th e fal l o f commu -
nism was more likel y than a n American decline . At the 
request o f a  Japanes e newspape r I  ha d a  discussio n 
with Brzezinsk i i n Januar y 1990 . Whe n I  aske d hi m 
what he thought o f the Kennedy book, he replied tha t i t 
is completel y wrong . A s a histor y book—tha t is , as a n 
account o f the past—i t i s excellent, bu t when Kenned y 
attempts t o predic t th e future , hi s argumen t become s 
quite faulty . Whe n I  aske d hi m wh o woul d lea d th e 
world te n o r twent y year s fro m now , hi s repl y wa s 
"America, o f course. " In othe r words , there wil l b e n o 
Pax Japonica . 

Brzezinski i s no t a  membe r o f th e Chrysanthemu m 
Club, bu t h e ha s studie d Japa n closel y an d ha s eve n 
published a  boo k o n th e subject . Whil e h e woul d no t 
claim t o b e a n authorit y o n Japan , h e live d ther e fo r a 
year on a Rockefeller Foundatio n fellowship an d know s 
the countr y fa r bette r tha n man y self-proclaime d ex -
perts. At the very least , the fact tha t his book, The  Frag-
ile Blossom,  i s no t base d simpl y o n abstrac t idea s i s 
commendable. 

To m y questio n whethe r Japanes e leadershi p o f th e 
Asia-Pacific regio n i s inconceivable , Brzezinsk i an -
swered tha t i t probabl y is . There ar e man y condition s 
for leadership, he explained . Economic strength i s one; 
population i s another . N o matte r ho w stron g Israe l is , 
for example , i t ca n neve r achiev e worl d leadership . 
Even i f ther e wer e te n fewe r Arab s fo r ever y Israeli , 
the Israeli s would stil l be outnumbered. Next , when al l 
is sai d an d done , militar y powe r i s neede d t o protec t 
economic power . And , finally, leadershi p canno t com e 



Is a Pax Japonica  Possible?  14 1 

about without a  culture o r an ideology capable o f lead-
ing the world . I f Brzezinski ha d adde d on e mor e item , 
religion, t o hi s fou r condition s fo r leadership , th e lis t 
would probably be complete . 

How many o f these condition s doe s Japan satisfy ? I n 
truth, al l i t ha s a t presen t ar e economi c powe r an d a 
population o f 12 0 millio n people . Japa n certainl y ha s 
its ow n religion , ideology , an d culture , bu t thes e d o 
not hav e th e universa l appea l o f "life , liberty , an d th e 
pursuit o f happiness." For Japan to become the world' s 
leader, i t i s commonl y conceded , i s probabl y impossi -
ble. As mentioned earlier , leadership is not determine d 
by consensu s o r mutua l agreement . I n a  manne r o f 
speaking, a  master-servant relationshi p exist s in inter -
national relations . Moreover , histor y teache s tha t wa r 
has alway s preceded a  change i n leadership . The war s 
between Spai n an d Portuga l i n th e sixteent h centur y 
and betwee n Englan d an d Hollan d i n th e seventeent h 
century are good examples . If Japan tried to seize lead-
ership without a war, other countries would be unlikely 
to alig n themselve s wit h Japa n unles s i t had a  univer -
sal syste m o f values o r a  universa l appeal . Brzezinsk i 
illustrated thi s fac t mos t pointedly when h e aske d ho w 
many countrie s i n Asi a would follo w Japan . When Ja -
pan's militar y expenditure s wen t ove r thei r meage r 
limit o f 1  percent o f GNP, China, Korea , and Singapor e 
all proteste d tha t Japa n wa s rearming . Th e Japanes e 
cannot assum e leadershi p withou t militar y power , bu t 
Japanese militar y powe r i s wha t othe r Asian s fea r 
most. It is impossible fo r Asia to call Japan "leader. " 

I believe Brzezinski' s analysi s i s probably correct . A 
country, lik e a  person , mus t hav e leadershi p qualities , 
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and i t mus t b e popula r amon g th e countrie s tha t i t 
hopes t o lead . Unfortunately , th e peopl e o f th e worl d 
do not much lik e today's Japan . 

Are the  Basic  Assumptions  in  Th e Ris e an d Fal l o f th e 
Great Power s Correct?  In th e cours e o f ou r conversa -
tion, Brzezinski als o suggeste d tha t Japa n pu t it s grea t 
economic strengt h t o goo d us e internationall y an d 
globally. A s a  specifi c measure , h e propose d th e con -
cept of "Amerippon"—that th e United States and Japa n 
should combin e thei r strength s t o influence th e futur e 
course o f the world . 

What Brzezinsk i wa s sayin g i s tha t Americ a an d Ja -
pan mus t find a  wa y t o joi n forces . Suc h a n arrange -
ment woul d mak e fo r smoot h goin g i n a  numbe r o f 
areas. Fo r example , Americ a i s mor e truste d i n Asi a 
than Japa n is . Thus , negotiation s ther e woul d g o fa r 
more smoothl y i f America wer e i n th e foregroun d an d 
Japan followe d alon g behin d tha n i f Japan acte d o n it s 
own. I t i s likel y tha t onl y throug h suc h a n arrange -
ment—Amerippon—will Japa n b e abl e t o gai n a  foot -
hold in Asia and b e respected . 

A "Pax Japonica " certainl y sound s mor e pleasin g t o 
the Japanese. It has a nice ring to it. In the 1980 s befor e 
the collapse of Japan's bubble economy and the succes-
sion o f politica l scandals , som e peopl e believe d that , 
just as the transition fro m th e Pax Britannica t o the Pax 
Americana involve d a  shif t i n powe r fro m on e sid e o f 
the Atlantic Ocean to the other , a  similar shif t from on e 
side o f th e Pacifi c t o th e othe r wa s abou t t o occur . 
Just a s worl d trend s move d fro m Yalt a t o Malta , thi s 
argument went , they were now moving in the directio n 
of disarmament an d a  "peac e dividend. " Soo n th e ag e 
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of militar y powe r woul d b e over , an d a  ne w ag e o f 
economic powe r woul d dawn . Perestroika,  th e ris e o f 
democracy i n Easter n Europe , the collaps e o f the Ber -
lin Wall , th e dissolutio n o f the Sovie t Union , al l mad e 
an openin g fo r economi c power . An d economi c powe r 
means Japan . 

The Pax Japonica i s a dangerous seduction , a n unat -
tainable dream , a n illusion . I n th e past , worl d leader -
ship ha s onl y change d hand s afte r a  victory i n war . I n 
the futur e thi s ma y no t hol d true , bu t i t ha s bee n th e 
case u p unti l now . Th e present-da y rational e behin d 
military migh t amon g th e majo r worl d power s i s n o 
longer it s us e fo r territoria l expansio n o r t o invad e 
other countrie s bu t t o protec t one' s ow n economi c in -
terests. The logical conclusion to be drawn from thi s is: 
If Japa n i s trul y aimin g fo r worl d leadership , i t mus t 
arm itsel f t o protec t bot h it s suppl y lin e fo r essentia l 
energy resource s an d th e asset s i t ha s investe d i n 
throughout th e world . Then , eve n i f a  revolutio n lik e 
the on e i n Ira n occurs , Japan woul d no t simpl y shru g 
and accep t it s losses bu t would defen d Japanes e prop -
erty eve n if , i n som e cases , that mean t resortin g t o th e 
use o f force . Japa n ha s n o resource s o f it s own . Wha t 
would happe n i f there wer e anothe r oi l shock o r i f th e 
Arabs banded togethe r and refused t o sell oil to Japan? 

No matter how much economi c power a  country has, 
it cannot achiev e leadershi p withou t th e military forc e 
to back i t up. How else could Japan protec t its factorie s 
that ar e scattere d aroun d th e worl d o r th e foreig n 
assets i t has spen t s o much mone y to buy? What coul d 
Japan d o to defend it s interests agains t confiscations o r 
freezes? Politica l coup s an d revolution s hav e no t bee n 
eliminated fro m th e world . Indeed , th e dissolutio n o f 
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the Sovie t Unio n an d th e en d o f th e col d wa r hav e 
sparked a  flurr y o f military uprising s i n th e ne w inde -
pendent states . Thes e civi l war s ca n b e explaine d b y 
two basi c forces , on e geoeconomic,  th e othe r geopoliti-
cal. Geoeconomic forces ripplin g outward from a  coun-
try tryin g t o maximiz e it s earnin g potentia l b y goin g 
beyond it s geographic border s ar e countere d b y a cen -
tripetal geopolitica l forc e whereb y group s withi n a 
country try to protect thei r ow n interests by identifyin g 
themselves a s a n independen t nations . When th e geo -
political forc e withi n a  countr y i s greate r tha n th e 
geoeconomic forces , civi l wars suc h a s the on e i n Bos-
nia ar e the ne t result . 

Leadership mean s havin g th e militar y capabilit y t o 
deal wit h al l thes e risks . Righ t no w th e onl y countr y 
with tha t capabilit y i s th e Unite d States . Th e cos t o f 
leadership come s high . I s i t reall y s o necessar y fo r 
Japan t o becom e th e dominan t power ? Thi s shoul d b e 
where Japan ca n say "no." The Pax Japonica i s only an 
illusion. Brzezinski' s Amerippo n i s probabl y close r t o 
future reality . 

The Behavior of  a Superpower. Th e suggestion that Jap-
anese supremac y i s a n attainabl e drea m surface d in -
termittently i n The  Japan  That  Can  Say  "No."  I  hav e 
always believe d tha t nothin g ca n b e achieve d unles s 
people ar e basicall y optimistic , but , wher e Japanes e 
supremacy i s concerned , I  am a  pessimist . Thi s i s on e 
subject o n which I  can onl y say "no." Having lived an d 
worked i n the Unite d State s for more tha n thirt y years , 
I a m wel l awar e o f America' s strength , th e laten t en -
ergy o f the countr y tha t holds the leadership role . This 
is no t somethin g tha t ca n b e shaken , a s Shintar o Ishi -
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hara suggests , b y bargaining wit h hig h tec h o r silico n 
chips. 

American behavio r migh t see m offensiv e t o Japa -
nese eyes , bu t i t i s simpl y th e norma l behavio r o f a 
country tha t ha s superpowe r status . There i s a  funda -
mental differenc e betwee n a  superpowe r an d al l th e 
other countries in the world. On this matter, one partic-
ular memory ha s remained wit h m e fro m m y first  visi t 
to Englan d i n 1967 . Thi s wa s abou t th e tim e whe n 
Japan wa s jus t overtakin g Grea t Britai n economically , 
yet the pride , arrogance, and offensivenes s uniqu e t o a 
country tha t ha d lon g bee n th e dominan t powe r wer e 
still everywhere t o be found . 

A Britis h colleagu e aske d m e whethe r I  wa s a n 
American o r a Japanese. "What do you mean?" I asked. 
"Americans thin k onl y abou t money, " h e replied , "bu t 
we kno w tha t som e thing s ar e mor e importan t tha n 
money." Britain was then showin g the signs of a nation 
in decline , fretting abou t it s rapid los s of ground t o the 
United States . The prou d vestige s o f its former leader -
ship status , however , stil l remained . Contemptuou s o f 
America's economic power, the British looked dow n o n 
the Unite d State s a s a  countr y tha t kne w onl y ho w t o 
make money . 

Japan finds  itsel f i n a  simila r positio n today . I t too i s 
regarded a s a  countr y tha t know s onl y ho w t o mak e 
money, an d it s citizen s ar e scorne d a s "economi c ani -
mals." But having sai d tha t Japa n i s in th e sam e posi -
tion tha t Americ a onc e occupied , I  canno t g o furthe r 
and sa y that Japanese worl d leadershi p i s also a  possi-
bility. The Unite d State s i n thos e day s ha d th e world' s 
strongest militar y powe r an d a  cultur e tha t i t ha d in -
herited fro m Europ e an d ha d sprea d throughou t th e 
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world. Japa n toda y ha s neithe r militar y powe r no r a 
universally accepte d valu e system . Tha t i s wh y i t i s 
sometimes calle d " a faceless country. " Over the years I 
have advocate d tha t Japa n creat e a n ideology , a  Ja -
panology, i f you will , and no t continu e merel y to mak e 
things an d ear n money . I f it does not d o so, but contin -
ues t o behav e a s i t ha s sinc e Worl d Wa r II , fa r fro m 
becoming th e suprem e commander , i t will en d u p jus t 
a rich noncommissioned officer . 

When worl d leadershi p crosse d th e Atlantic , domi -
nance i n man y othe r area s o f activity also shifte d fro m 
British to American hands . The study of economics wa s 
no exception; even academic disciplines cannot escap e 
the influenc e o f superpowe r politics . Britai n i s th e 
birthplace o f moder n economics . Unti l worl d leader -
ship shifte d t o the Unite d States , there wa s a  tendenc y 
among economist s t o believe tha t al l the views held b y 
British economist s ha d t o b e correct . Thi s assumptio n 
continued int o th e 1960s . When I  went t o Cambridge , 
the stud y o f economic s i n Englan d wa s i n it s final 
stages o f brilliance , an d Britis h economist s wer e ex -
tremely arrogant , haughtil y confiden t tha t i t wa s im -
possible t o stud y economic s anywher e outsid e Britain . 
Twenty-five year s later , however , Britis h economic s 
has not retained eve n a trace of its former glory . During 
those year s preeminenc e i n th e stud y o f moder n eco -
nomics has shifted t o the United States . 

We Japanes e ar e ap t t o forge t that , althoug h th e 
United States may not be as all-powerful a s it once was, 
it i s stil l a  superpower . Wh y ar e America' s rule s th e 
best? Wh y d o th e Japanes e hav e t o follo w them ? Th e 
answer i s alway s th e same : becaus e Americ a i s a  su -
perpower. 
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Paul Samuelson , th e firs t America n Nobe l prizewin -
ner i n economics , regularl y come s dow n fro m Bosto n 
to Ne w Yor k a s a  visitin g professo r a t th e Cente r fo r 
U.S.-Japan Business and Economic Studies. Samuelson 
and I  ar e goo d friend s an d w e argu e a  lot . On e da y I 
said, "If we were arguin g in Japanese, I wouldn't lose, " 
to which h e laughingly responded , "I s English that dif -
ficult?" Th e trut h o f th e matte r i s tha t i n importan t 
discussions i t is frustrating t o use a language that is not 
your own . Japanes e hav e a  seriou s handica p i n tha t 
regard. A superpower has the advantage in many ways. 
Its rules , language , an d currenc y circulat e freel y 
throughout th e world. No Japanese, however, ca n ven -
ture fort h int o th e worl d withou t firs t acquirin g som e 
dollars an d a  comman d o f English . Jus t a s we chang e 
yen fo r dollar s i n th e exchang e market , w e mus t con -
tinually translat e fro m Japanes e t o English . Thi s re -
quires a n enormou s effort . Th e citizen s o f a  super -
power d o no t nee d t o mak e an y effor t a t all . The y d o 
not nee d translatio n machine s i n thei r heads , a s othe r 
nationalities do . Americans enjo y the specia l privilege s 
of world leadership . 

In its dealings with the United States , Japan mus t no t 
forget tha t Americ a i s a  superpowe r an d tha t super -
powers hav e specia l privileges . I t mus t als o tr y t o un -
derstand th e feeling s o f a superpower tha t i s in a  stat e 
of relative decline . This does not mean bein g servile o r 
submissively followin g America' s lead . Th e relation -
ship between th e Unite d State s and Japa n ca n b e com -
pared t o th e relationshi p betwee n fathe r an d so n o r 
between olde r and younge r brothers . A father ha s con -
tradictory feelings—h e fret s a t hi s declinin g strengt h 
and want s t o asser t hi s authority . A  son shoul d sho w 



148 Is  a Pax Japonica  Possible? 

respect an d b e understanding . When see n fro m Japan , 
a countr y tha t ha s neve r hel d worl d power , America' s 
pride an d arroganc e certainl y see m offensive . Bu t i t i s 
even mor e difficul t fo r America , whic h ha s reigne d 
supreme fo r s o long , to chang e it s pattern s o f though t 
and action . Th e rea l reaso n tha t friction s betwee n th e 
United State s and Japan have worsened lie s in this fact . 

If a  just , impartia l Go d reall y exists , an d i f h e wer e 
asked t o decid e whic h sid e i s playin g fair—Japa n o r 
the Unite d States—h e migh t ver y wel l decid e i n favo r 
of Japan . Sinc e th e war , Japa n ha s undeviatingl y fol -
lowed th e cours e lai d ou t fo r i t b y America . I t ha s 
worked har d t o mak e goo d product s an d offe r the m 
cheaply to consumers worldwide, economized a t hom e 
and save d it s money , live d i n peac e an d no t gon e t o 
war. God might shak e hi s head i n wonder tha t Japan i s 
now bein g criticize d b y the Unite d State s fo r followin g 
this course . Bu t th e logi c o f a  superpowe r i s lik e th e 
logic of an agin g father . A  father wil l naturally criticiz e 
a so n wh o disobey s him , bu t eve n whe n th e so n doe s 
exactly a s he i s told, the fathe r wil l stil l criticize hi m i f 
he pose s a  threa t t o th e father' s existence . A  super -
power can make any rules it likes; the Super 301 clause 
is a case in point . The United State s naturally feel s tha t 
the rest o f the world "ought " to do as it says. 

What ca n Japa n d o t o eliminat e tha t insultin g 
"ought"? Barrin g Japan' s fighting a  wa r wit h Americ a 
and winning , i t i s inconceivabl e tha t Americ a woul d 
say to Japan—as Shintar o Ishihar a seem s to suggest — 
"You hav e beate n u s technologically . Pleas e hel p u s 
out b y sellin g u s compute r chips. " A superpower doe s 
not operat e i n thi s way . Before i t reached tha t point , i t 
would pu t a  freez e o n Japan' s asset s o r cu t of f it s oi l 
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supply. I t i s naiv e t o thin k tha t Americ a woul d no t g o 
that far . 

The lengths to which America wil l go can b e seen i n 
the policie s i t ha s use d t o contai n th e Sovie t Unio n 
since Worl d Wa r II . Those excessiv e re d witc h hunts , 
the COCO M regulations , an d th e numerou s economi c 
sanctions have finally  led to perestroika. Th e end o f the 
cold war is a victory for United States world leadership . 
Now tha t communis m ha s bee n defeated , wha t i f th e 
United States decides to focus al l its attention on Japan? 
Should Japa n onc e agai n "endur e th e unendurable " i f 
the Unite d State s decide s t o punis h Japa n fo r wha t i t 
believes t o b e unfai r practices ? Shintar o Ishihar a ca n 
say "no" to that question , bu t I  cannot. Instead I  would 
ask wha t othe r option s w e have . W e Japanes e mus t 
exercise ou r imaginations . I  wil l discus s m y thought s 
on this later , bu t on e alternativ e woul d b e for Japan t o 
express itsel f clearl y i n negotiation s wit h th e Unite d 
States an d no t behav e manipulativel y a s whe n i t use s 
foreign pressur e (gaiatsu)  a s a n excus e t o enac t un -
popular, bu t prudent, domesti c policies . 

The Fading  Reputation  of 
Japanese Management 

The Kanba n System:  Tyranny  over  Subcontractors  and 
Sub-subcontractors. I n th e earl y 1980 s Japanes e man -
agement wa s highl y toute d i n th e Unite d States , an d 
American busines s school s scramble d t o introduc e 
courses o n th e subject . Now , however , American s ar e 
interested only in certain features o f Japanese manage -
ment an d n o longe r regar d i t a s a  model . Wh y thi s 
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change i n attitude ? Afte r carefu l analysi s American s 
came t o realiz e tha t th e efficienc y o f Japanese-styl e 
management i s achieved a t the expense o f the Wester n 
concepts o f life, liberty, and the pursuit o f happiness. 

Today whe n I  ask student s wha t Japanes e manage -
ment is , th e mor e flatterin g replie s ar e "lifetim e em -
ployment," "the seniority system," and "labor-manage -
ment collaboration. " Som e students , however, jokingl y 
reply, "doin g grou p exercise s a t thre e o'clock , the n 
drinking wit h th e boss , an d singin g karaoke  afte r 
work." Th e myt h o f Japanes e managemen t ha s bee n 
shattered. T o understan d why , let' s loo k a t Toyota' s 
kanban system , whic h wa s onc e mad e s o muc h o f i n 
America. 

The kanban  syste m is , of course, a superbly efficien t 
technique fo r minimizin g inventory . I f future deman d 
were predictable , i t woul d b e possibl e t o kee p inven -
tory t o a  minimu m an d suppl y onl y wha t i s neede d 
when i t i s needed—jus t i n time . Sinc e futur e deman d 
cannot b e perfectl y predicted , however , ther e ar e tw o 
methods fo r dealin g wit h it . Th e first  i s stockpilin g 
finished goods—makin g wha t i s necessary i n advanc e 
and storin g i t i n a  warehous e unti l i t i s needed . Th e 
second i s to assemble ra w materials an d whatever els e 
is necessary an d b e fully prepare d t o respond instantl y 
and mak e th e require d parts . I f th e latte r metho d i s 
completely implemented , inventor y i s reduced t o zer o 
because part s ar e considere d t o b e inventor y bu t ra w 
materials are not . As a rule, three factor input s must b e 
kept in a  state o f readiness t o make th e system work: a 
labor force , capital , and ra w materials . I f all these ca n 
be kept on standby, goods can be made a t any time. 

Keeping labo r o n standb y i s difficult . Eve n a  com -
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pany like Toyota doe s not have the personnel t o creat e 
a permanen t standb y unit . Thi s i s wher e th e subcon -
tractor an d th e sub-subcontracto r com e in . With a  sin -
gle telephon e cal l fro m Toyota , th e subcontracto r an d 
sub-subcontractor sprin g int o action . Th e resul t i s th e 
"just-in-time" productio n system , tha t is , making onl y 
what wil l be sold a t the tim e o f the sale . In an extrem e 
case, Toyot a migh t pu t ou t a n orde r fo r a  6:0 0 A.M . 
delivery a t 6:00 P.M . or even 10:0 0 P.M. the night before , 
and th e subcontractor s an d sub-subcontractor s woul d 
have t o wor k throug h th e nigh t t o mee t th e deadline . 
Thus, Toyota i s able t o ge t the part s i t wants, and onl y 
the parts i t wants, when i t wants them. This is possible 
because i t ha s subcontractor s an d sub-subcontractor s 
waiting o n standby. These ar e the people who bear th e 
brunt o f the just-in-time system . 

As a n America n commentato r onc e noted , just-in -
time i s a  syste m tha t coul d exis t onl y i n Japan . N o 
matter ho w muc h th e just-in-tim e metho d increase s 
economic efficiency , introducin g i t int o th e Unite d 
States woul d b e impossible . Wha t woul d happe n i f 
someone tried to place an order for a  job at 6:00 P.M. on 
a Saturda y o r Sunda y evening ? The worke r would say , 
"What tim e d o you thin k i t is?" and han g up . The just -
in-time metho d i s only possible i f the socia l climat e i s 
suited t o the kanban  system , a  socia l climat e i n whic h 
the wea k ca n alway s b e expecte d t o wor k themselve s 
to th e bon e a t th e reques t o f th e strong . Thi s i s a n 
impossible deman d t o make in America. At first Ameri -
cans though t th e Toyot a syste m wa s som e sor t o f 
magic. Bu t a s Pau l Samuelso n onc e remarke d t o me , 
the Japanes e ar e no t gods ; they d o no t kno w whethe r 
demand fo r car s wil l g o u p o r down . Onc e American s 
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realized tha t the just-in-time metho d wa s no t based o n 
perfect prediction s o f futur e demand , bu t tha t i t 
worked a t the expens e o f the weak, the kanban  syste m 
quickly lost its appeal . 

When som e o f the glitte r wore of f Japanese manage -
ment, question s als o aros e abou t Japa n a s a  societ y 
that prized efficienc y abov e al l else and abou t whethe r 
personal happines s wa s bein g sacrifice d t o achiev e it . 
In Wester n thinking , efficienc y i s no t a  mora l value . 
Although i t does not have negative connotations , West-
erners d o no t believ e tha t i t take s precedenc e ove r 
everything else . Thus, Japanese-style efficienc y i s not a 
universal valu e an d th e mean s require d t o achiev e i t 
can even run counte r to the values o f Western society . 

Ironically, th e specia l characteristic s tha t Japanes e 
self-confidently believ e ar e th e motivatin g force s be -
hind th e miraculou s growt h o f the Japanes e econom y 
are single d ou t b y Westerners a s unfair , inhuman , an d 
not universally valid. Japanese, for example , take justi -
fiable prid e i n the Shinkansen Bulle t train becaus e i t is 
safe, comfortable , an d alway s o n time . I t i s the visibl e 
embodiment o f Japanese perfectionism , thei r tendenc y 
to pu t 12 0 percen t effor t int o everythin g the y do . But , 
then, Japan' s entir e transportatio n system , righ t dow n 
to th e ol d train s i n th e remot e countryside , generall y 
runs o n time . Ther e ar e fe w countrie s i n th e worl d 
where yo u ca n literall y se t your cloc k b y the regularl y 
scheduled trains . The qualit y of Japan's train servic e i s 
certainly something to be proud of , bu t the downside of 
this Japanese obsessio n with punctuality may well lea d 
to suc h inhuma n behavio r a s tha t o f th e teache r a t a 
Hyogo Prefectur e hig h schoo l wh o i n th e summe r o f 
1990 automaticall y shu t th e schoo l gate s a t th e soun d 
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of the bel l an d kille d a  studen t a s sh e trie d t o enter . I f 
punctuality i s give n precedenc e ove r everythin g else , 
discretion an d goo d judgmen t ar e lost . This i s a  pecu -
liarity o f th e Japanes e tha t American s canno t under -
stand. 

Schools are not the only Japanese institutions that do 
not tolerate lateness. American young people who hav e 
worked a s trainee s fo r Japanes e corporation s canno t 
understand wh y Japanes e offic e worker s ar e almos t 
excessively punctual , arrivin g a t work o n tim e onl y t o 
sit aroun d drinkin g te a an d readin g th e pape r onc e 
they ar e there . Thi s i s on e exampl e o f how rule s an d 
authority are given precedence ove r all other consider -
ations, bu t ther e ar e man y others . American s ar e a t 
first impresse d bu t subsequentl y repelle d b y Japanes e 
pedestrians' absolut e obedienc e t o traffi c signals . A 
lone pedestrian wil l stand waiting at an intersection fo r 
the ligh t t o chang e eve n whe n ther e ar e n o car s i n 
sight. "Wh y no t instal l traffi c light s tha t ca n b e con -
trolled by push-buttons dependin g o n the time of day?" 
they will say . "Crossing th e stree t when yo u kno w i t i s 
safe t o do so is common sens e b y U.S, thinking, even if 
the ligh t i s red. For a  woman alon e lat e a t nigh t i t ca n 
even be dangerous to wait for the light to change. " 

One o f the reason s American s sa y Japanese democ -
racy is odd is that it tends to be too efficient. Adoptin g a 
single industria l policy , fo r example , i s efficient . First , 
high-level bureaucrat s devis e a  plan , t o which n o on e 
makes an y objections . Wh y not ? Becaus e th e pla n i s 
absolutely correct . Wh y i s i t correct ? Becaus e ever y 
aspect o f i t ha s th e clea r objectiv e o f achievin g th e 
number on e position . Devisin g th e bes t an d mos t effi -
cient mean s t o implemen t th e pla n come s next . Onc e 
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the detail s hav e bee n worke d out , order s immediatel y 
trickle dow n fro m above . This American vie w o f Japan 
underlies th e revisionists ' argumen t tha t Japa n i s dif -
ferent. Thi s efficien t syste m ha s nothin g democrati c 
about it , they complain ; i t is totalitarian . 

Looked a t fro m thi s perspective , Japanes e democ -
racy certainl y doe s seem odd . It certainly doe s seem t o 
operate a t th e expens e o f "life , liberty , an d th e pursui t 
of happiness. " Western-styl e democracie s are , i n fact , 
more inefficien t socia l system s tha n democrac y i n Ja -
pan. The y operat e o n th e principl e tha t a  societ y tha t 
functions unde r the command o f a king or a feudal lor d 
may b e efficient , bu t whe n i t come s t o th e greates t 
good of the greates t number , on e would have to choos e 
democracy n o matter ho w inefficien t i t is. For the sak e 
of this principl e th e head s o f kings have rolle d an d th e 
blood o f many citizens has been spilled . 

The tragedy a t the Hyogo Prefecture hig h schoo l wa s 
given a  grea t dea l o f coverag e b y th e Japanes e mas s 
media durin g th e summe r o f 1990 . On e commentato r 
made th e statemen t tha t th e inciden t wa s proo f tha t 
there wa s no relationship o f trust betwee n studen t an d 
school. That someone in a position to have his opinion s 
broadcast throughou t Japa n coul d b e s o obtus e infuri -
ates me . Few see m t o realize tha t th e schoo l gat e inci -
dent, observanc e o f traffi c lights , punctua l trains , an d 
workaholics livin g i n rabbi t hutche s ar e al l boun d to -
gether b y a  singl e thread . Th e powe r o f organization s 
such a s school s o r corporation s i s s o grea t i n Japa n 
that the y take precedenc e ove r everythin g else . Setting 
aside th e questio n o f whethe r o r no t a  me-centere d 
society like the West's is ideal, a value syste m tha t put s 
the prioritie s o f organization s ahea d o f huma n need s 
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will continu e t o com e i n fo r stron g criticis m fro m th e 
rest of the world i n the years ahead . 

Japan Is  the  Land  of  the  Leveraged  Buyout  (LBO).  A 
prime exampl e o f th e managemen t practice s tha t 
America i s now reevaluating i s the Japanes e syste m o f 
cross-shareholding, whic h wa s raise d a s a n issu e i n 
the Structura l Impediment s Initiativ e talks . America i s 
obsessed wit h thi s issu e becaus e althoug h Japanes e 
can freel y bu y almost an y U.S. company they want, th e 
cross-shareholding syste m prevent s American s fro m 
buying Japanese companies . 

The leverage d buyou t i s a  widesprea d practic e i n 
the Unite d States . Simpl y put , a n LB O turn s a  publi c 
company int o a  privat e company . Suppose , fo r exam -
ple, tha t I  bu y u p al l o f Genera l Motor' s stock s an d 
make i t int o m y ow n privatel y owne d corporation . T o 
do tha t I  would nee d a n enormou s amoun t o f money , 
which I  would borro w fro m a  ban k usin g a s collatera l 
General Motor' s factorie s whic h I  on e da y expec t t o 
own. The differenc e betwee n a  leveraged buyou t and a 
merger an d acquisitio n i s tha t a n LB O make s al l th e 
stock i n a  compan y someone' s privat e property , 
thereby removin g th e stoc k fro m publi c sal e an d con -
verting a  compan y liste d o n th e stoc k exchang e int o 
an unliste d company . I n a  merge r an d acquisitio n th e 
company being bought becomes part of the purchaser' s 
company, or a subsidiary, o r a separate company , but it 
does not become private . 

LBOs hav e bee n popula r i n th e Unite d State s be -
cause i n som e instance s th e benefit s o f being a  privat e 
company outweig h thos e o f bein g a  publi c one . Th e 
public stoc k syste m was develope d t o allow industrial -
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ists to accumulate capita l a t low risk. The origina l ide a 
behind th e stoc k marke t syste m wa s t o diversif y th e 
risk b y offerin g stock s widel y fo r publi c sale . I n othe r 
words, i f a  los s i s incurred , eac h stockholde r theoreti -
cally suffers onl y a  smal l loss . On that score , an LB O is 
extremely risk y excep t whe n i t involve s a  compan y 
with a  health y cas h flow . A  company wit h a n eas y li -
quidity position i s strong . 

In 1988 , after th e managemen t o f R.J.R. Nabisco an -
nounced it s intentio n t o attemp t a  leverage d buyout , 
Kohlberg, Rravis , Robert s an d Company , a  larg e hold -
ing company , launched on e instead . R.J.R. Nabisco ha d 
been forme d b y the merge r o f a tobacco company , R.J . 
Reynolds Industries , an d a  cookie-makin g company , 
Nabisco Brands . The merge r o f these tw o totally unre -
lated companie s was motivated b y the fact that tobacc o 
is regarde d a s a  socia l evil  i n Americ a an d ha s a  ba d 
image. I f a  tobacc o compan y als o mad e a  family-ori -
ented produc t tha t everyon e like s suc h a s cookies , i t 
would improv e it s corporat e image . Th e merge r re -
sulted i n enormou s growt h fo r R.J.R . Nabisco , the rea -
sons fo r whic h ar e no t har d t o understand . Tobacc o 
may b e considere d a  socia l evil , bu t onc e peopl e star t 
smoking the y find  i t har d t o quit . Thu s tobacc o sell s 
well. Cookie s ar e a  recession-proo f produc t tha t sell s 
no matte r ho w badl y the econom y does . The combina -
tion o f thes e tw o companie s produce d a  bulgin g cas h 
flow, which was an enormous attraction for others . The 
inevitable happened—Rravi s launche d a  leverage d 
buyout. 

The advantage s o f a  leverage d buyou t ar e that , a s 
both proprieto r an d sol e shareholder , on e doe s no t 
have t o worr y abou t gettin g fire d o r abou t outsider s 
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attempting a  takeove r throug h a  merge r an d acquisi -
tion. Th e proprieto r doe s no t hav e t o pa y ou t a  lo t o f 
dividends becaus e he , no t th e shareholders , own s th e 
company. Thi s allow s hi m t o thin k abou t keepin g hi s 
employees happy and makes possible stable , long-term 
management. I f there i s any cause for concern , i t is the 
fact tha t the risks are no t diversified , bu t as long as th e 
cash flow continues , there i s no need to worry. 

In th e Unite d States , wher e M&A s happe n al l th e 
time, corporat e executive s ar e alway s anxiou s abou t 
the possibilit y o f a  takeover . Ever y mornin g America n 
CEOs are rivete d t o thei r compute r screens , analyzin g 
the lates t dat a o n thei r companies ' performance . I f 
stock price s g o down , the y worr y abou t a n M&A , an d 
they alway s kee p a n ey e ou t fo r an y larg e purchase s 
of thei r companies ' stock . Althoug h CEO s ear n hig h 
salaries, the pressure o n them i s enormous. The lever -
aged buyout was developed to counter M&As. The logi c 
behind th e LB O i s simple : A  public compan y ca n be -
come th e targe t o f a n M&A ; i f a  compan y i s private , 
there i s absolutely no such worry . 

Japan's cross-shareholdin g syste m i s a n indirec t 
form o f leveraged buyout . I n Japa n onl y 2 0 o r 3 0 per -
cent o f a  company' s stoc k i s actuall y traded ; th e re -
maining 7 0 o r 8 0 percen t i s hel d b y th e owne r o f th e 
company o r b y affiliated banks , insurance companies , 
and big businesses referred t o as "stable stockholders. " 
American commentator s ofte n us e th e Japanes e wor d 
keiretsu t o describ e thi s syste m o f join t stockholdin g 
between companie s an d thei r mai n bank s an d othe r 
companies they do business with. The creation o f these 
corporate grouping s mean s tha t membe r companie s 
do no t hav e t o g o outsid e th e grou p t o procur e part s 
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or financin g o r technologica l assistance . A s i n othe r 
Japanese groups , th e keirets u ha s a  vertica l hierarch y 
and th e paren t compan y ha s a  privilege d positio n vis -
a-vis it s subsidiarie s an d subcontractors . Thi s sor t o f 
group relationship amon g companie s ha s many advan -
tages, a s som e America n firms  hav e begu n t o realize . 
As long a s i t doe s no t interfer e wit h a  company' s free -
dom o f action, i t enables grou p member s t o wield con -
siderable powe r i n term s o f efficiency , stability , an d 
cost reduction . 

Cross-shareholding withi n a  corporat e grou p i s a 
way fo r membe r companie s t o hol d stoc k i n on e an -
other's firms  t o preven t the m fro m goin g o n th e mar -
ket. I t was create d becaus e a t on e tim e takeover s an d 
attempts t o bu y controllin g interest s i n companie s 
were als o commonplace i n Japan. Something had to be 
done t o limi t th e circulatio n o f a company' s stock . Un -
der Japanese la w it is illegal to hold stoc k in one's ow n 
company, s o cross-shareholdin g wa s devise d a s a  las t 
resort. I n effect , on e compan y presiden t say s t o an -
other, "I f you hold 2 0 percent o f the share s i n my com -
pany, I'll  hol d 2 0 percen t o f th e share s i n yours. " I f 
several companie s hol d each other' s stocks in this way, 
a grou p o f stabl e stockholder s i s soo n created , al l o f 
whom abid e b y the unwritte n la w tha t n o on e wil l sel l 
another company' s stoc k fo r speculation . Th e fac t tha t 
the stoc k canno t b e sol d ha s th e sam e effec t a s th e 
company's holdin g th e stoc k itself . Because share s ar e 
held i n the names o f the stabl e stockholders , the law is 
not violated , bu t managemen t i s i n effec t holdin g 7 0 
or 8 0 percen t o f it s ow n company' s stock . Cross -
shareholding ha s practicall y al l th e advantage s o f a n 
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LBO: An American-style merge r an d acquisitio n i s ou t 
of the question . 

Cross-shareholding Is  the Reason for Japan's  High  Stock 
Prices. The excessivel y high pric e o f stocks in Japan i n 
the lat e 1980 s wa s a  direc t resul t o f th e cross -
shareholding system . If only 20 or 30 percent o f a com -
pany's stoc k eve r come s ont o th e market , thi s inade -
quate suppl y naturally pushe s u p the price . Because o f 
these hig h prices , the commo n internationa l yardstick , 
the price/earnings ratio , was excessively high in Japan , 
and nowhere else . This again feeds th e Japan-is-differ -
ent argument . 

Additionally, becaus e managemen t i s in effec t hold -
ing 7 0 o r 8 0 percent o f the stoc k i n it s ow n company , 
there i s n o need , a s ther e i s i n th e Unite d States , t o 
worry about stockholders . Thus, dividends ca n b e kep t 
low. B y holdin g stoc k dividend s t o moderat e levels , 
management ca n kee p it s employee s happ y an d adop t 
long-term strategies—"loo k te n year s ahead, " a s Aki o 
Morita put s it . Thi s i s impossibl e i n America . A  listed 
company in America put s nearly 80 percent o f its stoc k 
on the marke t fo r publi c sale , and thi s stock constantl y 
changes hands. That means that U.S. executives canno t 
ignore th e wishe s o f thei r stockholders . The y mus t 
raise performanc e level s an d increas e dividend s be -
cause American stockholder s will not wait patiently fo r 
results. If corporate performance deteriorates , the CEO 
is soon fired. 

Japanese executive s ar e critica l o f America n busi -
ness people fo r lookin g onl y "ten minutes ahead. " I t is 
not a  matte r o f not lookin g ahead , however , bu t o f no t 
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being abl e t o loo k ahead . Thi s i s th e tru e natur e o f th e 
stock marke t system . Japanese companie s ar e prou d o f 
their long-term , stabl e management , bu t fro m a  West -
ern perspective , thi s i s possibl e onl y becaus e Japanes e 
companies are , in effect , privat e companies . 

In The  Japan  That  Can  Say  "No"  Chairma n Morit a 
wrote th e following : 

When ou r factor y i n Californi a starte d i n 1972 , it employe d 
about two hundred an d fift y loca l people. Then th e oi l shoc k 
happened i n 1973 , and busines s condition s deteriorate d fo r 
companies throughou t th e world . Th e Californi a plan t wa s 
hard hit . Ther e wa s no t enoug h wor k t o kee p tw o hundre d 
and fift y employee s bus y ful l time . Th e presiden t o f Son y 
America, a n American , cam e t o me an d sai d tha t ther e wa s 
no wa y ou t excep t layoffs . Bu t I  sai d "no. " We hire d thes e 
people, an d w e ar e goin g t o kee p them ; we'l l sen d mone y 
from th e paren t compan y t o kee p al l tw o hundre d an d fifty 
of them . I f w e can' t maintai n a  dail y productio n schedule , 
we wil l us e th e remainin g tim e fo r training . The employee s 
were ver y enthusiasti c abou t thi s idea . The y cam e t o fee l 
that th e plan t wa s thei r home , an d the y di d wha t America n 
employees neve r do—the y kep t thei r wor k station s cleane d 
and polished . Thi s becam e th e nucleu s o f ou r Californi a 
plant. Today , i t ha s abou t 1,50 0 employees , an d the y hav e 
never tried to form a  union . 

Sony was abl e t o avoi d layoff s because , i n essence , i t 
is a  privat e company . America n executive s woul d lik e 
to trea t thei r employee s wel l an d woul d no t resor t t o 
layoffs i f the y coul d avoi d them . I f corporat e perfor -
mance deteriorates , however , an d th e stockholder s ge t 
angry an d withdra w thei r money , wha t els e ca n the y 
do? Th e ver y surviva l o f the compan y i s a t stake . The y 
may los e everything . Tha t i s why the y trea t stockhold -
ers with mor e consideratio n tha n employees . 
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The Unite d State s pu t Japan' s cross-shareholdin g 
system o n th e agend a o f th e Structura l Impediment s 
Initiative talk s no t simpl y becaus e America n compa -
nies canno t bu y Japanes e companies , bu t becaus e 
Americans believ e that , b y allowin g th e tradin g o f 
stocks between companie s o r groups o f companies, Ja -
pan i s supportin g a  boycot t agains t America . Cros s 
holding stock for the sake of long-term, stable manage -
ment i s no t a n internationall y accepte d practice . 
America contend s tha t i t i s unfai r becaus e i t applie s 
only to busines s deal s withi n Japa n an d deviate s fro m 
the fundamental principle s o f capitalism . 

Japan: The  Bubble  Superpower 

What's Fair  in  Japan Is  Unfair  in  the  Rest of  the  World. 
U.S.-Japanese economi c dispute s surface d i n earnes t 
in the early 1980s . Although criticize d fo r its piecemea l 
response t o America n demands , whic h ha s bee n lik -
ened t o the peeling o f an onion , Japan ha s bee n slowl y 
instituting reforms. Japan's market today should b e ap-
proaching th e standard s desire d b y th e Unite d State s 
and Europe , an d foreig n criticism s shoul d b e abating . 
In fact, however , foreign criticism s seem to be growin g 
more intense : Japan' s rule s ar e unfair ; Japa n i s a 
closed society . Japan-bashin g i n Americ a ha s bee n 
gearing u p instea d o f slowing down . Why is Japan th e 
object o f so much criticism ? 

The difference s betwee n th e Unite d State s wit h it s 
two-hundred-year histor y and Japan with it s two-thou -
sand-year histor y underli e th e economi c frictio n be -
tween th e tw o countries . On e o f th e majo r theme s o f 
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American history is the filling up of open spaces . Amer-
ican histor y i s on e o f nation-buildin g an d entrepre -
neurship—the pioneerin g o f the vas t America n conti -
nent fro m coas t t o coas t an d th e inventio n o f ne w 
technologies an d ne w types o f business. One might sa y 
it is a story of economic prosperity attained through th e 
conquest o f nature. 

This achievement require d a n enormous population . 
That i s why the population o f the United State s rose, in 
seventy-five years ' time , fro m 10 0 millio n i n 191 7 t o 
nearly 25 0 millio n today ; tha t i s als o wh y th e countr y 
has becom e a  "sala d bowl. " T o fill  u p al l it s ope n 
spaces, Americ a opene d itsel f u p t o immigrant s o f al l 
races an d nationalities . As we've alread y seen , govern -
ing such a  country requires a  clear and fair se t of rules. 
America's concer n wit h fai r rule s i s th e resul t o f th e 
principles o n which i t was founded . 

Japan's history , on the othe r hand , i s that o f a close d 
society on a  small island tha t for the past two thousan d 
years ha s trie d t o kee p outsider s out . Japa n migh t b e 
called a  nepotistic society where regiona l o r family tie s 
enter int o al l considerations , an d wher e peopl e fro m 
the sam e tow n o r graduate s o f th e sam e schoo l ar e 
given preferentia l treatment . I n Japanes e governmen t 
agencies an d majo r corporations , fo r example , an "ol d 
boy" networ k o f graduate s fro m eac h o f th e leadin g 
universities i s at work t o ensure tha t alumni from thei r 
school ge t promoted . I f we loo k a t today' s U.S.-Japa n 
trade dispute s from thi s perspective, we might say they 
are th e resul t o f a  collisio n betwee n a  traditionall y 
closed societ y an d a  traditionall y ope n one . Japa n 
needs t o understan d tha t America' s tal k abou t unfai r 
rules i s rooted in the American frontie r spiri t and date s 
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back t o a  tim e when , i n orde r t o fill  u p th e ope n 
spaces—both litera l an d figurative—of a  ne w societ y 
on a  ne w continent , th e rule s ha d t o b e simple , clear , 
and broadl y based , with th e detail s t o be filled  i n later . 
Until Japan understand s thi s fact , U.S.-Japa n relation s 
will continue to go nowhere . 

For the most part, Japanese are surprisingly ignoran t 
or, even worse , indifferen t abou t America . Mos t seem -
ingly informe d discussion s o f Americ a ar e simpl y a 
repetition o f preconceived idea s withou t regar d t o de -
tail. The criticis m tha t U.S . management look s only ten 
minutes ahea d i s a n exampl e o f thi s lac k o f under -
standing. Relationships i n an ope n societ y are , by thei r 
very nature, short-term an d fluctuating.  I f an America n 
worker discover s tha t anothe r firm  offer s bette r bene -
fits, h e o r sh e wil l thin k nothin g o f quittin g an d ac -
cepting the bette r job. This is normal an d natura l i n a n 
open society . Th e abilit y o f peopl e t o mov e aroun d 
freely help s t o creat e a  rational , unsentimenta l societ y 
unfettered b y an y ties . Tha t i s ho w th e vast , ope n 
spaces ar e filled  in . That i s why Shane , in the movie of 
that name , wil l neve r com e bac k bu t mus t mov e o n t o 
some ne w ope n space . I f Shane staye d o n an d becam e 
the town sheriff , he would lose his mythic significance . 

Japan i s jus t th e opposite . Th e stron g grou p tie s o f 
the Japanes e hav e ofte n bee n trace d bac k t o th e day s 
when Japa n wa s a  countr y o f ric e farmers . Wet-fiel d 
rice cultivatio n i s highly dependen t o n the cooperativ e 
efforts o f th e entir e community . Japa n i s a  societ y 
where relationship s o f trust ca n b e establishe d onl y on 
the assumptio n tha t the y wil l continu e fo r a  long tim e 
to come . Compute r companie s mak e ridiculousl y lo w 
bids fo r ne w contract s i n th e knowledg e tha t onc e a 
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contract ha s bee n won i t will be profitable fo r th e lon g 
term. Lifetim e employmen t i s anothe r exampl e o f thi s 
way o f thinking . Long-term , unchangin g relationship s 
are the props that suppor t Japanese society . 

The reaso n fo r thi s emphasi s o n taking a  long-ter m 
view i s tha t Japa n doe s no t hav e th e ope n space s 
America does . Japa n i s a  countr y wit h a  hig h arres t 
rate. This fact , too , is related t o it s being a  closed soci -
ety. In a  society tha t operate s o n the principl e o f keep-
ing outsiders out , criminals have no place to run to and 
are soo n caught . America , o n th e othe r hand , offer s 
open space s eve n to its criminals . If a criminal i n Mas-
sachusetts flees  to neighboring Rhode Island, for exam -
ple, th e Massachusett s polic e canno t cros s th e stat e 
line t o apprehen d him . Tha t i s why American la w en -
forcement agencie s hav e a  doubl e structur e involvin g 
state and loca l police, on the one hand, and the Federa l 
Bureau o f Investigation, on the other . In order to main -
tain a n ope n society , on e mus t b e willin g t o pa y th e 
commensurate costs . 

From th e America n perspective , Japan' s long-ter m 
relationships appea r t o b e designe d t o exclud e outsid -
ers. American s regar d i t a s norma l fo r a  compan y t o 
conclude a  contrac t wit h a  Frenc h compan y on e day , 
but i f a Japanese fir m come s alon g the nex t da y with a 
better product , t o switc h ove r t o th e compan y tha t of -
fers th e bette r goods . Thi s ver y trait , i n fact , ha s al -
lowed Japan to conquer the U.S. market. Japanese rela -
tions, buil t o n long-ter m trust , ar e no t s o flexible.  N o 
matter ho w goo d a n America n produc t ma y be , a n 
American compan y wil l probabl y no t get s it s foo t i n 
the doo r becaus e th e Japanes e distributo r ha s a  long -
standing relatio n wit h Matsushit a o r som e othe r Japa -



Is a Pax Japonica  Possible?  16 5 

nese firm . T o ad d insul t t o injury , th e America n com -
pany may be give n the useles s advic e that "i f you wan t 
to d o busines s i n Japan , yo u mus t first  buil d u p per -
sonal relationships . Trus t i s somethin g tha t develop s 
slowly over time." 

The Japanese attitud e towar d relationship s i s the di -
rect opposit e o f the America n attitude . While i t i s tru e 
that the Unite d State s i s able t o think onl y ten minute s 
ahead an d Japa n think s te n year s ahead , thi s very fac t 
could be used as proof of the impermeability and exclu -
sivity of Japan, which wil l use the ten years to establis h 
a monopolistic relationship an d mak e i t impossible fo r 
newcomers t o ge t in , n o matte r ho w har d the y try . 
What coul d b e bette r proo f o f this tha n th e revelatio n 
in th e fal l o f 198 9 tha t tw o Japanes e compute r firm s 
were bein g investigated fo r makin g "one-ye n bids " (i n 
one case , th e figure  wa s late r revise d t o 1.4 5 millio n 
yen) t o secur e highl y profitabl e contract s fo r prefec -
tural compute r systems . Th e lesso n thi s inciden t 
teaches is that a  long-term, monopolistic contract is fa r 
more advantageou s tha n immediat e profits . Takin g a 
short-term loss to secure a  long-term profi t i s regarde d 
as natural i n Japan, bu t Americans regard i t as a prim e 
example o f unfair Japanes e busines s practices . 

I was once consulted b y an executive o f an America n 
insurance compan y tha t wanted t o branc h ou t into Ja -
pan. "W e hav e develope d a  ne w insuranc e product, " 
he tol d me , "bu t whe n w e approache d th e Japanes e 
Ministry o f Finance abou t sellin g i t in Japan , we wer e 
refused permissio n o n th e ground s tha t th e insuranc e 
was totall y new , an d thu s i t wa s unfai r t o th e othe r 
insurance companie s i n Japa n tha t ha d n o knowledg e 
of the product . I f we wanted t o sel l in Japan, we woul d 
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have t o revea l th e entir e natur e o f th e insuranc e t o 
Japanese insuranc e companies . Onc e al l companie s 
were abl e t o star t a t th e sam e poin t i t woul d b e fair , 
and i t would b e possibl e fo r u s to ge t permission. Ho w 
can a  countr y lik e thi s cal l itsel f a  fre e econom y tha t 
believes in the principles o f competition?" 

The insuranc e compan y executive' s surpris e an d 
consternation wer e obvious . I n th e Unite d States , th e 
government wil l approve an y new product a s long as i t 
poses n o dange r an d it s purpose s ar e no t antisocial . 
The firs t compan y tha t ca n ge t tha t produc t ont o th e 
market wil l naturall y prevail . The insuranc e company , 
which ha d mad e a  substantia l effor t t o come u p with a 
new idea , wa s naturall y disconcerte d t o b e tol d tha t 
its produc t woul d hav e t o b e mad e availabl e t o riva l 
companies. Thi s episod e clearl y demonstrate s th e dif -
ference i n busines s practice s betwee n th e tw o coun -
tries. American s fin d i t inconceivabl e tha t producer s 
are mor e highl y regarde d tha n consumer s i n Japa n 
and tha t companie s ar e aske d t o revea l th e know-ho w 
they hav e gon e t o grea t lengths t o develop . These atti -
tudes ar e regarde d a s antithetica l t o th e competitiv e 
principles o f a capitalist economy . 

To my regret, I  had to say to the insurance executive : 
"I am sorry , but there is nothing I  can do. The Japanes e 
authorities ignor e consumer s an d protec t producers . 
They lin e u p al l the corporation s i n a  particular secto r 
at the starting line and say , 'Ready, go.' The authorities ' 
responsibility i s getting everyon e t o the startin g line . If 
companies dro p ou t afterwards , i t is not their responsi -
bility. Bu t i f the y don' t ge t everyon e of f t o th e sam e 
start an d a  seriou s proble m arise s i n th e future , th e 
official i n charg e wil l b e hel d responsible. " I t i s no t 
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without caus e tha t America pushe d th e interest s o f the 
consumer t o th e forefron t o f th e Structura l Impedi -
ments Initiative talks . 

The Mystery  of  Japanese  Stock  Inflation.  Th e phras e 
"stock economy " becam e popula r i n Japa n i n th e lat e 
1980s t o describ e a  typ e o f econom y i n whic h th e 
growth o f asset prices is greater than the growt h o f the 
GNP. Although i t was certainl y possible t o describe th e 
Japanese economy in that way, what actually happene d 
was th e formatio n o f a n asse t bubble , tha t is , "stoc k 
inflation." Durin g the 1980 s stock inflation occurre d i n 
the Unite d States , too , bu t th e pac e wa s incomparabl y 
slower tha n i n Japan . Althoug h Japanes e asset s in -
creased in value, the development o f an excessive asse t 
bubble tha t threatene d t o destroy the balanc e with th e 
GNP was by no means desirable . 

In general , when th e word inflation  i s used i n news -
papers an d elsewhere , i t refers t o "flow inflation, " tha t 
is, the inflation i n the cos t of consumer good s and capi -
tal good s tha t mos t closel y affec t ou r everyda y lives . 
The word stock  refer s t o land, stocks , bonds, and othe r 
assets tha t wil l no t disappea r withi n a  year . If , a s th e 
word implies , flow refer s t o things lik e water tha t dis -
appear, stock ca n be likened to a river bed. When infla -
tion occur s i n stock , i t als o occur s i n flow,  whic h de -
rives from stock . For example, if the price o f land rises , 
the price o f condominiums an d the rent o n apartment s 
built o n th e lan d g o u p a s well . I n th e cas e o f Japan' s 
stock inflation, however , thi s did not happen. Althoug h 
the lan d i n an d aroun d Toky o nearl y double d i n valu e 
between 198 5 and 1989 , housing prices di d not double . 
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This wa s no t necessaril y a  ba d thing , bu t w e nee d t o 
consider the reasons fo r it . 

But first, why did land prices skyrocket in a matter of 
a very few years? Half of the reason lie s with Japan an d 
half wit h th e Unite d States . T o b e specific , Americ a 
imports to o muc h fro m Japa n an d Japa n export s to o 
much. As a result, Japan acquired an enormous reserv e 
and thi s le d t o exces s liquidity . Whe n a  hug e trad e 
surplus continue d fo r severa l year s i n th e 1980s , mor e 
dollars entere d Japa n tha n coul d possibl y b e spent . Of 
course, Japa n coul d pu t th e mone y int o dolla r saving s 
accounts o r bu y U.S . treasury bills , but i t was impossi -
ble to use up al l the dollar s it had earned . Japan, there -
fore, converte d the m t o ye n an d wa s stil l glutte d wit h 
money. 

America wen t o n printin g dollar s an d buyin g Japa -
nese goods and Japan kep t on selling goods. As a result , 
dollars floode d uncontrollabl y int o Japan . I f the Japa -
nese econom y worke d th e wa y th e textbook s sa y i t 
should, Japa n ough t t o have experience d sever e infla -
tion a s a  resul t o f this excessiv e liquidity , bu t tha t di d 
not happe n becaus e Japa n i s a  country where th e pro -
pensity t o sav e i s exceptionall y stron g an d consume r 
spending, especially spending on imports, is exception -
ally weak. I f the mone y glu t di d no t g o into consump -
tion, where di d i t go ? The answe r is : into buyin g lan d 
and stock s i n Japa n an d lan d an d companie s abroad . 
This i s why betwee n 198 5 and 199 0 Japanese lan d an d 
stock price s soared . Thi s situatio n i s what I  call "stoc k 
inflation" o r "asse t pric e inflation, " bu t fo r som e rea -
son people in Japan avoide d usin g the word "inflation " 
and talke d instea d abou t "enterin g th e ag e o f a  stoc k 
economy" o r o f Japa n a s a  "stoc k superpower. " Thi s 
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was glossing over an unhealthy and unbalanced condi -
tion. As long as the Japanese governmen t chos e to em -
phasize a  way o f looking a t the situatio n tha t conveye d 
only half the truth, it was not able to make the Japanes e 
people aware o f the seriousness o f the problem o r pre-
pare the m fo r th e rapi d disinflatio n Japa n experience d 
when th e bubble finally burst . 

When applie d t o daily consumption, the word "infla -
tion" ha s a  very ba d image . But when inflatio n occur s 
in lan d an d stocks , sinc e thes e ar e no t essential s o f 
daily life, the people who do not own them are indiffer -
ent and those who do become very rich. Although wha t 
happened i n Japan in the late 1980 s was stock inflation , 
it was inflation nonetheless . The disparit y between th e 
haves an d th e have-not s tha t i t create d provoke d a 
hard-to-dispel sens e o f povert y an d dissatisfactio n 
among middl e manager s wh o wer e i n th e prim e o f 
their working careers . Ninety-nine percen t o f the indi -
viduals who ow n land , however , d o not use i t for busi -
ness purposes o r for speculation . They neither bu y no r 
sell. 

Most Japanese canno t sel l their land , no matter ho w 
high th e pric e goes . I f the y sold , the y woul d hav e no -
where t o live. Selling one' s land would b e as unwise a s 
selling one' s loinclot h (fundoshi).  Althoug h i t i s theo -
retically possibl e t o hav e severa l loincloths , th e ordi -
nary perso n ha s onl y on e s o h e set s grea t valu e o n 
it. Whe n th e valu e o f lan d goe s up , exactl y th e sam e 
reasoning applies , bu t fe w eve r thin k i n thes e terms . 
On th e contrary , peopl e ar e delighte d becaus e the y 
think, "My land has gone up in value. I could no t buy it 
now. I  bought a t a  goo d time. " Bu t i f they d o no t sell , 
no matte r ho w muc h th e valu e ha s increased , nothin g 
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else ha s reall y changed . Eve n i f they d o sel l an d ge t a 
high pric e fo r their land , it will cost them eve n more t o 
buy a n equivalen t piec e o f property . Ther e ar e taxe s 
when the y sel l and taxe s when the y buy, and thei r rea l 
estate ta x wil l g o up , s o ther e ar e n o advantage s i n 
selling. But as long a s the asse t bubbl e lasts , landown -
ers feel tha t they have becom e rich . That i s the illusio n 
of stock inflation . Tha t i s also why stoc k inflatio n doe s 
not spread t o consumer goods , that is, to flow. 

The vas t majorit y o f Japan' s Libera l Democrati c 
party supporters have splendid loincloths , so if the poli-
ticians ha d tinkere d wit h th e existin g rea l estat e laws , 
they would hav e los t votes. Although the y had adopte d 
policies tha t cause d lan d price s t o doubl e i n a  mer e 
two o r thre e years , politician s wer e unabl e t o devis e 
any appropriat e measure s t o cop e wit h th e situation . 
The Libera l Democrati c part y kep t sayin g tha t some -
thing shoul d b e don e abou t lan d prices , but , i n fact , i t 
did nothin g becaus e s o man y o f it s member s though t 
they had goo d loincloths . Moreover, i f the price o f land 
were t o g o down , th e bi g bank s tha t provide d th e fi -
nancing woul d b e seriousl y affected , a s i n fac t the y 
have been . 

The "New  Rich' 9 Phenomenon.  Thi s sor t o f situatio n 
cannot las t for very long, however. As often happen s i n 
economics, i f a n imbalanc e occurs , ther e i s inevitabl y 
a movemen t t o correc t it . Just a s i t is impossible t o ea t 
too muc h ric h foo d withou t sufferin g a  weight gai n o r 
even developin g cirrhosi s o f th e liver , i t i s impossibl e 
for stock an d onl y stock to become excessively inflated . 
In th e norma l cours e o f things , somethin g happen s t o 
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stop th e ris e i n th e pric e o f lan d an d stoc k marke t 
shares. 

As a general rule , when the price of land stops rising, 
the price s o f othe r commoditie s catc h u p t o restor e a 
balance. Over the years Japan ha s experience d severa l 
periods o f runaway inflatio n i n land prices . During th e 
administration o f Prim e Ministe r Kakue i Tanak a 
(1972-1974), th e governmen t spen t to o muc h mone y 
on a  pla n t o "remode l th e Japanes e archipelago, " a 
massive publi c work s progra m aime d a t developin g 
the Japanese countrysid e for industrial expansion. Thi s 
caused th e price o f land to shoot up. But eventually th e 
land stoppe d selling , and th e pric e ris e cam e t o a  halt . 
Then, slowly , incomes bega n t o rise unti l ten o r fiftee n 
years late r peopl e wer e abl e t o bu y land again . This i s 
the normal pattern tha t this process follows . 

But Japan' s trad e surplu s ha s bee n bot h hug e an d 
long-standing. As a result, the money glu t had no plac e 
to g o an d th e unprecedente d happened : Th e ris e i n 
Tokyo's lan d price s sprea d t o th e res t o f th e country . 
It wa s a s i f Japa n wer e sufferin g fro m a  cance r tha t 
metastasized: Th e bod y lose s it s strengt h an d ca n d o 
nothing bu t wait t o die. Foremost amon g th e sign s tha t 
this wa s happenin g i n Japa n wa s wha t i s know n a s 
the "ne w rich " phenomenon , whic h i s fundamentall y 
changing the egalitaria n societ y that Japan has create d 
since the en d o f the war. O f course, it was a  good thin g 
for th e peopl e wh o becam e mor e affluent , bu t i t ha s 
also enormousl y magnifie d th e ga p i n income s an d 
living standards betwee n thos e who go t rich an d thos e 
who di d not . Thi s definitel y canno t b e considere d a 
plus for the future vitalit y of Japan. 

Someone onc e tol d m e a n interestin g story . In fron t 
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of Keio University, one o f the top private universitie s i n 
downtown Tokyo , ther e use d t o b e a n ol d an d rathe r 
mediocre sush i sho p wher e man y Kei o student s wen t 
to ea t chea p sushi . Whe n th e pric e o f lan d wen t u p 
recently, th e sush i sho p owne r sol d th e propert y fo r 
several billio n yen . H e bough t a  house , a  plac e i n th e 
country, an d a n importe d car . In a  complete turnabou t 
the owne r o f a  mediocr e sush i sho p ha d becom e a 
member o f the nouveaux riches . 

This man' s goo d fortun e i s a  matte r fo r congratula -
tions. The proble m lie s in the structure o f the econom y 
that i t reflects. The people who once ate cheap sush i in 
that sho p studie d har d an d becam e leader s o f Japan' s 
political an d financia l world . Bu t n o matte r ho w har d 
they work, no matter how great their services to Japan, 
they wil l ear n onl y abou t on e o r tw o hundre d millio n 
yen i n thei r lifetimes . Hal f o f tha t wil l b e take n u p b y 
taxes, and when the y retire , it is doubtful tha t they will 
have a  hundred millio n ye n left . T o cit e a  pun makin g 
the rounds , i n Toky o yo u can' t bu y a  mansion  fo r tha t 
kind o f money, let alone an oku-sion* 

When th e ne w ric h phenomeno n occurs , talente d 
people wh o hav e a  rea l contributio n t o make t o Japa n 
lose th e wil l t o work . Unti l recentl y al l Japanes e 
claimed t o belon g t o th e middl e class . Whe n the y 
looked a t thei r neighbor s an d sa w ther e wa s no t to o 
much differenc e betwee n them , the y wer e willin g t o 
work jus t a  little bi t harder i n the belie f that they coul d 
get ahead . I t became a  point o f pride whe n Japa n wa s 

*Mansion i s the Japanese ter m fo r a  condominium . Oku-sion  i s a n 
invented word . Th e pu n play s o n th e wor d man  (i n mansion), 
which mean s te n thousan d i n Japanese , an d oku,  whic h mean s 
hundred million . 
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called a n economi c superpower , an d whe n Japanes e 
heard tha t a n America n white-colla r worke r owne d a 
house with a swimming pool, it did not mean much an d 
no on e felt  jealous . Popula r comparison s tha t likene d 
Americans t o th e proverbia l spendthrif t grasshoppe r 
only served t o make the m wor k eve n harder . Bu t the n 
they sa w th e peopl e nex t doo r sel l th e tin y stri p o f 
land thei r parents owne d i n the Tokyo area fo r severa l 
billion yen an d becom e member s o f the new rich. Thi s 
is boun d t o d o considerabl e damag e t o Japanes e mo -
rale, to the politica l base , and to the will to work an d i s 
likely to become a  serious issue in the future . 

For Toky o resident s wh o ow n n o land , ownin g a 
home o f their ow n ha s becom e a n unattainabl e drea m 
unless the y mov e fa r ou t o f the city . They have proba -
bly not bee n sorr y t o see th e pric e o f land plumme t i n 
the pas t tw o years , bu t th e peopl e wh o ar e sufferin g 
most durin g th e presen t disinflationar y perio d ar e 
those wit h lo w incomes . I n th e lon g run , i t wil l b e a 
nearly impossibl e tas k t o restor e th e situatio n t o wha t 
it onc e wa s an d eliminat e th e ga p betwee n ric h an d 
poor. The very strengths tha t have made Japan a n eco -
nomic superpower—it s Japanese-styl e fairnes s an d 
egalitarianism, it s skille d an d diligen t wor k force — 
may b e lost . Th e hig h lan d price s tha t mad e Japa n 
into a  globa l asset-holdin g superpowe r als o hol d thi s 
explosive potential a t home . 

The End  of  the  Bubble  Economy 

Collapse from Within.  O n th e las t tradin g da y o f th e 
1980s, December 29 , 1989 , the Japanes e stoc k marke t 
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stood a t 38,91 5 points . Slightly more tha n a  year an d a 
half late r o n Jul y 18 , 1992, the Nikke i inde x ha d plum -
meted t o 14,30 9 and Japa n wa s heade d int o recession . 
It is a truism t o say that the present recessio n i n Japa n 
was cause d b y th e en d o f th e bubbl e economy . Th e 
point I  would lik e t o make , however , i s tha t a  distinc -
tion need s t o b e mad e betwee n thi s recessio n an d th e 
ones tha t hav e precede d it . Previou s recession s hav e 
been triggere d b y som e kin d o f externa l shock ; th e 
present recession was caused by factors within the Jap-
anese econom y itself . 

The recessio n o f 1971 , for example , wa s cause d b y 
the "Nixo n shock"—th e announcemen t b y Presiden t 
Nixon i n 197 1 that th e dolla r would n o longe r b e con -
vertible to gold. At the time the Internationa l Monetar y 
Fund was established , th e dolla r was pegged t o gold a t 
a pric e o f thirty-five dollar s t o the ounce . When Amer -
ica's balanc e o f payments bega n t o sho w a  defici t an d 
gold flowed ou t of the country in huge quantities , how-
ever, th e Unite d State s decide d t o g o of f the gol d stan -
dard, thu s forcin g th e revaluatio n o f currencie s 
throughout th e world . Japa n wa s particularl y affected ; 
with th e yen-dolla r exchang e rat e n o longe r fixed  a t 
360 ye n t o th e dollar , th e ye n strengthene d dramati -
cally with advers e effect s o n the Japanese economy . 

The firs t oi l shock tw o o r thre e year s late r deal t th e 
Japanese econom y anothe r sever e blow , bu t a s w e 
shall se e i n chapte r 6 , Japan wa s no t onl y abl e t o dea l 
successfully wit h th e recessio n an d inflatio n tha t re -
sulted fro m a  rise in oi l prices, it actually cam e ou t th e 
stronger fo r it . That wa s certainl y th e cas e a t th e tim e 
of th e secon d oi l shoc k i n 1979-8 0 whe n Japa n mad e 
use o f its earlier experience s t o emerge i n the 1980 s as 
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a majo r economi c power . Th e Plaz a Accor d i n 198 5 
was anothe r externall y cause d setback , bu t a s I  hav e 
already discusse d i n chapte r 1 , Japan wa s soo n abl e t o 
overcome th e problem s cause d b y th e stron g yen . I n 
fact, U.S . pressur e o n Japa n t o expan d domesti c de -
mand stimulate d th e Japanes e econom y an d mad e i t 
even stronger . 

As a result, a  bubble econom y was created an d even -
tually that bubble burst. Business has deteriorated eve n 
for blue chip Japanese companie s suc h a s automakers ; 
Nissan, for example , has bee n force d t o close on e o f its 
main high-tec h factories . Majo r computermaker s an d 
producers o f consume r electronic s ar e al l suffering , 
and stee l companie s hav e bee n slashin g thei r wor k 
forces. Japa n ha s falle n int o a  recessio n o f major pro -
portions unlike anything it has experienced i n the post -
war period . Thi s time , however , th e recessio n wa s no t 
caused b y a n externa l shoc k bu t rathe r b y cause s 
within the Japanese econom y and thus it is quite differ -
ent in nature from th e recessions tha t preceded it . 

The collaps e o f th e bubbl e econom y ha s als o bee n 
accompanied b y a  serie s o f distinctl y Japanes e scan -
dals in bot h th e financia l an d th e politica l worlds . On e 
of th e firs t o f thes e t o surfac e wa s th e revelatio n tha t 
some o f Japan's majo r securit y companie s wer e com -
pensating favore d client s fo r thei r investmen t losses . 
Here wa s anothe r blatan t exampl e o f Japan' s hyper -
corporatism—the corporat e structur e tha t protect s 
large, long-ter m client s a t th e expens e o f th e con -
sumer, o r in thi s case , the smal l investor . More revela -
tions followed—th e Sagaw a Kyubi n kickbac k scandal , 
links betwee n governmen t officials , bi g business , an d 
organized crime , an d th e arres t o f Liberal Democrati c 
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party "fixer " Shi n Kanemaru . Cas h payment s t o Japa -
nese politician s ar e nothin g ne w or , fo r tha t matter , 
newsworthy, bu t eve n th e mos t hardene d cynic s hav e 
been astonishe d a t the sum s involved i n the Kanemar u 
case. The recen t serie s o f scandals ha s bee n criticize d 
worldwide an d Japanes e politic s has become a n objec t 
of derision . 

Right now Japanese-style capitalis m present s a  sorr y 
sight t o th e worl d fo r man y reasons . Bu t th e Unite d 
States, Britain, and othe r countries with advanced capi -
talist system s hav e al l gon e throug h simila r experi -
ences i n th e earl y stage s o f thei r development . N o 
country ha s ha d a  textbook-perfec t syste m o f capital -
ism righ t fro m th e very beginning . In this sense , Japa n 
is not unique. Criticisms o f Japan's late-blooming capi -
talism b y matur e capitalis t countrie s hav e bee n quit e 
severe, bu t tha t doe s no t mea n tha t the y themselve s 
have neve r ha d simila r scandal s o r simila r economi c 
bubbles. Th e U.S . economy ha s alread y gon e throug h 
the experience s tha t Japa n i s no w facing ; i t ca n b e 
compared t o a  somewha t olde r graduat e o f th e sam e 
school o f hard knocks , now olde r and wiser , who is ap t 
to deny that he might not have always done all the righ t 
things himsel f when h e was young. 

Japanese-Style Capitalism.  T o understand ho w the bub-
ble econom y develope d i n Japa n w e first  nee d t o un -
derstand ho w bank s an d countrie s generat e money . 
Some people have suggested tha t a monetary system in 
which al l busines s deal s ar e conducte d i n cas h woul d 
prevent the risks of a bubble economy. There is a grain 
of trut h i n tha t suggestion . I f th e mone y suppl y wa s 
determined b y the amoun t o f hard currenc y a  countr y 
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had an d ever y time i t bought somethin g i t would hav e 
to draw o n it s cash reserves , the possibility o f a bubbl e 
economy developin g woul d b e reduced . Th e proble m 
is that the limited suppl y of money would mak e i t diffi -
cult t o buil d ne w factories , pu t i n ne w equipment , o r 
make the other real investments needed to make good s 
to sell . In short , a  monetary syste m base d o n hard cur -
rency prevents a n econom y from makin g adequat e us e 
of it s productiv e capacity . Tha t is , i n fact , wh y a  gol d 
or silve r standar d ha s becom e obsolet e an d ha s bee n 
replaced b y credit . 

Although i n th e lon g run , th e wa y capitalis m work s 
in th e Unite d State s an d Japa n i s no t ver y different , 
there are differences i n certain aspects of both systems. 
One o f thes e area s i s th e wa y th e tw o economie s ex -
pand credit . Japanese-style capitalis m is a form o f capi-
talism tha t migh t b e calle d a n asset s o r a  "lan d stan -
dard" system . I n thi s system , asset s com e firs t an d 
banks play the leading role. Banks use assets—primar -
ily land—as collatera l t o creat e th e credi t fro m whic h 
earnings ar e generated . Thes e earning s ar e channele d 
back int o greate r asse t formation , o n which th e bank s 
once agai n mak e hug e loans , an d thi s proces s i s th e 
engine tha t powers the Japanese economy . This type of 
economic behavio r le d t o rampan t asse t inflatio n dur -
ing th e bubbl e econom y period . Lan d use d a s securit y 
to borro w mone y create d hug e quantitie s o f credit , 
which i n turn sen t the mone y suppl y soaring . Loans i n 
Europe an d Nort h Americ a ar e als o backe d b y mort -
gages take n ou t o n home s an d factories , bu t n o othe r 
country i n th e worl d use s lan d a s collatera l t o th e ex -
tent tha t Japan does . The enormou s money supply cre -
ated b y thes e land-backe d loan s sometime s goe s int o 
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"flow"—consumer good s an d investments—an d th e 
result i s inflation i n the ordinar y sense o f the word, bu t 
in thi s cas e i t wen t int o th e purchas e o f mor e asset s 
and th e resul t wa s a n asse t bubbl e an d wha t I  hav e 
earlier calle d "stoc k inflation. " 

Lack of resources i s of course the conditioning facto r 
behind Japanese-styl e capitalism . Becaus e Japa n ha s 
no natural resource s o f its own, businesses there ar e of 
the typ e tha t provid e good s an d service s t o th e con -
sumer. Japanes e companies , therefore , mus t us e thei r 
assets t o creat e capital , whic h i s the n pu t t o wor k t o 
acquire earnings . I n Japa n a  networ k o f bi g bank s 
backed b y the governmen t (th e Ban k o f Japan an d th e 
Ministry o f Finance) i s spread throughou t th e country . 
Because Japanes e businesse s ar e ru n with mone y bor -
rowed fro m bank s usin g rea l estat e a s collateral , th e 
main bank' s sa y i n th e busines s worl d i s enormous . 
Furthermore, th e fac t tha t th e governmen t i s behin d 
the bi g banks ' fre e creatio n o f credi t ha s give n ris e t o 
the myt h tha t ther e ca n neve r b e a  ban k failure . Bi g 
Japanese-style bank s which operat e i n thi s manner d o 
not exis t i n Europ e o r Nort h America . Wit h a  fe w ex -
ceptions, America n banks , b y comparison , ar e merel y 
local bank s tha t carr y o n small-scal e financing.  I n re -
source-rich Americ a th e capita l tha t i s highly valued i s 
not asset s bu t workin g capita l an d ther e i s littl e nee d 
for real-estate-secure d ban k borrowing . Th e politica l 
and economi c climat e doe s no t allo w fo r th e creatio n 
of bi g bank s o n a  Japanes e scale , an d bank s d o no t 
have the same kin d o f status that they do in Japan . 

Land and  the  Bubble Economy,  Th e en d o f the bubbl e 
economy finally  lai d t o res t th e myt h tha t th e pric e o f 
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stocks an d othe r asset s ma y g o dow n bu t th e pric e o f 
land in Japan wil l always go up. The reason the presen t 
recession is fundamentally differen t fro m earlie r reces-
sions cause d b y externa l shock s i s tha t thi s tim e th e 
value o f lan d i n som e area s ha s falle n b y 2 0 t o 3 0 
percent. A s w e hav e seen , Prim e Ministe r Tanaka' s 
plans to remodel th e Japanese archipelag o als o cause d 
land prices to soar in the early 1970s . When that bubbl e 
burst, land stopped selling but its value did not go down 
to th e exten t tha t i t ha s today . Th e ris e i n lan d price s 
came t o a  halt , rea l estat e stoppe d selling , an d ove r 
time bot h incom e an d earning s slowl y went u p s o tha t 
ten year s late r th e balanc e wa s restored . Then , asse t 
prices bega n t o rise onc e again , lan d bega n t o b e sold , 
and the economy prospered . 

When a n econom y i s runnin g smoothly , th e rati o o f 
income to assets remains constant . This is what Profes -
sor Pau l Samuelso n an d I  cal l th e "la w o f economi c 
conservation." I n th e cas e o f th e America n economy , 
the rati o o f GN P or GD P to tota l asset s o r tota l wealt h 
between 195 0 and 199 0 has been 0.33. To put it anothe r 
way, i n th e Unite d State s thre e unit s o f asset s ar e re -
quired t o generat e on e uni t o f income. Thi s rati o o f 3 
to 1  has continue d almos t unchange d sinc e World Wa r 
II, through th e so-calle d golde n ag e o f th e 1960s , th e 
post-Vietnam perio d o f high inflation , th e soaring asse t 
prices o f the 1970s , and th e oi l shocks a t the beginnin g 
of th e 1980s . Deviation s fro m thi s 0.3 3 averag e hav e 
been very slight . 

Although a  compariso n o f the earning s t o asset s ra -
tios fo r al l th e OEC D countrie s ha s no t ye t bee n com -
pleted, th e figures  fo r Canad a ar e nearl y th e sam e a s 
those fo r th e Unite d States . The y fluctuat e betwee n 
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0.33 and 0.2 9 with a n averag e o f 0.31. Even fo r Britain , 
the rate between 195 0 and 199 0 is in the range o f 0.25. 

If we look at trends in the ratio of GNP to total wealth 
in Japan , however , th e situatio n change s dramatically . 
The figures  g o from 0.25 5 in 195 5 to 0.247 in 197 0 an d 
finally to 0.179 in 1991 ; in other words, the average rat e 
of return o n asset s ha s decline d t o almos t 1 2 percent . 
Compared wit h America , where a  stable rat e o f retur n 
on asset s o f around 3 0 percent ha s alway s bee n main -
tained, thi s figur e i s astonishingl y lo w an d show s th e 
extremely unstabl e an d fragil e sid e o f th e Japanes e 
economy, whic h i s normall y believe d t o b e s o robust . 
Indeed, i n thi s are a ther e i s a  fundamenta l differenc e 
between Japanes e capitalis m an d th e capitalis m prac -
ticed i n th e industrialize d countrie s o f Europ e an d 
North America . 

As lon g a s asset s i n Japa n pla y th e rol e the y do , 
Japanese capitalis m wil l probably continu e to be asset -
oriented, bu t whe n th e retur n o n asset s become s a s 
excessively lo w a s i t di d a t th e heigh t o f th e bubbl e 
economy, reaso n wil l dictat e a n economi c correction . 
The cras h o f th e stoc k marke t shoul d b e see n a s a n 
adjustment t o Japan' s unbalance d earning s t o asset s 
ratio. 

In the pas t the mechanism s t o bring earning s i n lin e 
with asset s wer e quit e differen t fro m wha t ha s hap -
pened i n th e pas t tw o o r thre e years . Unti l no w th e 
pattern ha d bee n tha t firs t rea l estat e value s wen t up , 
then afte r a  whil e the y stoppe d risin g an d waite d fo r 
earnings t o catc h up . This time , however , becaus e th e 
rise i n asse t price s wa s to o stee p fo r earning s t o b e 
able t o catc h up , price s bega n t o com e dow n o f thei r 
own accord . 
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In an y even t th e bubbl e econom y ha s com e t o a n 
end, and the Japanese economy , like the European an d 
American economies , no w ha s t o dea l wit h a n inter -
nally generate d boom-and-bus t cycle . Bank s ar e tot -
tering, brokerage s ar e goin g bankrupt , eve n Japan' s 
strongest manufacturin g companie s ar e goin g throug h 
hard times . Perhap s th e econom y wil l improv e onl y 
to sli p bac k int o recessio n again , bu t ultimatel y th e 
economy wil l prosper . Capitalis m ha s it s period s o f 
prosperity an d recession . Durin g th e boo m period s 
some people becom e enormousl y rich ; when th e boo m 
comes t o a n en d som e g o bankrupt . Jus t a s peopl e g o 
through man y up s an d down s i n th e cours e o f thei r 
lives so do businesses, but in the long run th e econom y 
as a whole improves . That is what the capitalis t syste m 
is al l about . Som e ma y wonde r whethe r i t woul d b e 
more efficien t t o pla n everythin g an d mak e th e econ -
omy run accordin g t o plan instea d o f having a  market -
oriented system . Economie s base d o n plan s mad e b y 
fallible huma n being s ma y a t first  see m t o ru n 
smoothly bu t th e collaps e o f socialis m i n Easter n Eu -
rope an d th e Sovie t Unio n ha s show n tha t the y ar e i n 
fact eve n mor e fragil e tha n economie s tha t ar e lef t t o 
the workings o f market forces . 

The failures o f an economy simply prove that huma n 
beings ar e no t perfect . Everyon e make s mistakes . 
Companies, lik e people , tr y variou s thing s an d some -
times the y fail , bu t the y mak e us e o f wha t the y lear n 
from thei r experiences an d try again . 





SIX 

JAPAN'S FUTURE 
COURSE 

Is Japan  Really  a 
Technological Superpower? 

Product Innovation  versus  Process  Innovation.  Ha s Ja -
pan reall y becom e suc h a  technologica l superpowe r 
that i t can , a s Shintar o Ishihar a claims , twis t Americ a 
and Russi a aroun d it s littl e finger  b y controllin g th e 
flow o f its high-tech exports ? O r is Japan's technologi -
cal statu s stil l comparativel y minor ? I s th e U.S . criti -
cism tha t Japa n i s wea k i n th e are a o f basi c researc h 
still justified , an d i s the argumen t that , when i t come s 
to technology , Japa n ha s ha d a  "fre e ride " correct ? 
Both thes e view s ar e probabl y right , bu t bot h ar e als o 
probably wrong . 

Technological developmen t shoul d b e though t o f a s 
a flo w o r a  cycl e tha t ha s tw o phases . Th e first  i s th e 
discovery o f ne w technolog y i n th e tru e sens e o f th e 
term, tha t is , technolog y tha t lead s t o ne w products . 
This i s wha t i s know n a s "produc t innovation. " Th e 
second i s technologica l progres s mad e b y improvin g 
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upon o r refinin g produc t innovations . Thi s i s calle d 
"process innovation. " Roughl y speaking , th e worl d 
economy has seen two waves of technological develop -
ment sinc e Worl d Wa r II—th e twenty-yea r perio d o f 
product innovatio n durin g th e 1950 s an d 1960 s tha t 
was centere d i n the Unite d States , and th e twenty-yea r 
period o f proces s innovatio n i n th e 1970 s an d 1980 s 
that buil t o n thi s earlie r perio d an d wa s centere d 
mainly in Japan . 

What ca n w e expec t t o happen i n th e 1990 s and th e 
early twenty-firs t century ? O f course , thi s i s onl y a 
guess, bu t mos t expert s see m t o fee l tha t fe w techno -
logical breakthrough s wil l b e mad e durin g thi s perio d 
and tha t th e comin g decade s wil l no t b e a n er a o f 
product innovation . Newspaper s ma y clai m tha t nu -
clear fusion , biotechnology , an d superconductivit y wil l 
lead t o produc t innovations , bu t judgin g fro m curren t 
technological trends , it will no t be quit e tha t simple . In 
the cas e o f televisio n an d computers , fo r example , i t 
took nearl y a  hundred year s befor e thes e technologie s 
could b e commercialize d an d ente r ou r lives . Despit e 
successes i n th e laboratory , i t i s prematur e t o thin k 
that nuclear fusion an d superconductors will soon hav e 
much impac t o n manufacturin g o r the econom y o r ev -
eryday living. 

In thinking abou t U.S.-Japa n relation s from th e per -
spective o f technology , th e structur e o f th e friction s 
in thi s are a become s cleare r i f we mak e a  distinctio n 
between produc t innovatio n an d proces s innovation . 
Simply put , th e caus e o f th e friction s ca n b e trace d t o 
the methods Japa n ha s traditionall y adopted : Japanes e 
corporations have taken the product innovations devel -
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oped i n th e Unite d States , made radica l improvement s 
to them, an d the n exporte d th e finishe d product s bac k 
to America . America' s dissatisfaction s aris e fro m th e 
fact that , eve n thoug h th e Unite d State s ha s heavil y 
financed basi c research an d new product development , 
Japan ha s alway s bee n th e on e t o rea p th e rewards . 
This ha s bee n tru e i n th e cas e o f cars , television , an d 
transistor radios , an d American s ar e consequentl y 
fearful tha t i f they let Japan i n the door , it will steal th e 
entire house . 

From a  historical perspective , however , th e basi c re -
search an d developmen t stag e o f technology ha s usu -
ally occurre d i n on e countr y an d th e applicatio n an d 
improvement stag e somewher e else . Al l technologie s 
have taken this route before bein g disseminated world -
wide. Thus , althoug h on e ca n sympathiz e wit h Amer -
ica's feelings o f disappointment, on e cannot fault Japa n 
and clai m tha t i t ha s bee n underhanded . O n th e con -
trary, by improving the technology i t has received, Jap -
anese process innovation has made a significant contri -
bution to the world an d to the human race . 

When i t comes t o the questio n o f who wins an d wh o 
loses, however, Americ a i s clearl y th e lose r an d Japa n 
is clearly the winner. Thi s has bee n a  cause for Ameri -
can ange r an d ha s contribute d t o th e deterioratio n o f 
U.S.-Japan relations . The fac t i s that hug e amount s o f 
money ar e neede d fo r basi c research an d th e develop -
ment o f product innovations . These ar e als o very risk y 
areas wher e th e prospect s o f success ma y b e virtuall y 
nonexistent. Bu t someone ha s to do basic research an d 
develop ne w products , fo r withou t produc t innovatio n 
there would b e no process innovation . 
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What mad e th e produc t innovatio n o f the 1950 s an d 
1960s possibl e wa s Worl d Wa r II . Patents an d innova -
tive technologie s tha t German y ha d possesse d flowed 
into America , Britain , an d Russi a alon g wit h Jewis h 
scientists fleein g Naz i persecution , no t t o mentio n th e 
German scientist s wh o emigrate d afte r th e war . W e 
should no t forge t tha t nuclea r energy , chemica l prod -
ucts, and ne w material s suc h a s plastics were al l tech -
nologies develope d fo r militar y use . I n fact , withou t 
a war , i t i s ver y difficul t t o develo p trul y innovativ e 
technologies. A t least , tha t ha s bee n th e cas e histori -
cally. 

Seen i n thi s light , th e vie w o f some expert s tha t th e 
1990s and th e earl y twenty-firs t centur y wil l b e a  dar k 
age fo r technolog y ma y wel l b e correct . As long a s th e 
world continue s t o b e relativel y peaceful , th e techno -
logical mainstrea m wil l b e proces s innovation , tha t is , 
the gradua l improvemen t o f technologies tha t alread y 
exist. Thus, we perhaps shoul d no t expec t to o much i n 
the wa y o f produc t innovation s o n th e magnitud e o f 
computers, communication s technology , an d nuclea r 
energy that have radically changed ou r lives. 

If, however , i n th e year s leadin g u p t o th e twenty -
first centur y breakthroughs ar e made in space technol -
ogy and th e othe r area s o f basic research i n which th e 
United State s ha s bee n investin g vas t sum s o f mone y 
for th e pas t fort y years , the n w e ma y se e a  perio d o f 
product innovatio n centere d i n Americ a lik e tha t o f 
the fifties  an d sixties . Needles s t o say , thi s woul d b e 
desirable no t onl y fo r th e Unite d State s bu t fo r Japa n 
and th e res t o f th e world . I f a  ne w wav e o f produc t 
innovation doe s not come ou t of America an d th e pres -
ent trend o f process innovation base d o n existing tech -
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nologies continues , then inevitabl y al l eyes will turn t o 
Japan, which ha s ha d outstandin g succes s i n this area . 
If that happens, Japan may very well find that the ange r 
and irritatio n o f America an d th e criticism s o f the res t 
of the world wil l grow even stronger . 

Fostering Basic  Research.  Ther e ar e man y kind s o f 
technology—technology fo r popula r consumption , 
such a s th e consume r electronic s i n whic h Japa n 
prides itself , an d large-scal e spac e an d militar y tech -
nology lik e th e NAS A spac e shuttle . A s Shintar o Ishi -
hara take s pride in pointing out , Japanese silico n chip s 
are enormousl y superio r t o those o f any other country , 
but microchip s ar e no t al l ther e i s t o technology . A s 
for hi s argumen t tha t Japa n coul d hav e change d th e 
balance o f powe r b y withholdin g it s chip s fro m th e 
United State s an d sellin g the m t o th e Sovie t Union , i t 
completely misse s th e broade r issues . I f Ishihar a i s 
trying t o sa y that th e Japanes e shoul d hav e mor e con -
fidence an d prid e i n thei r country' s technology , the n 
he ha s a  point , bu t statement s lik e hi s hav e provoke d 
anti-Japanese feelings amon g the American people an d 
have cause d grea t damage t o U.S.-Japan relations . 

Cutting of f the suppl y o f Japanese microchip s t o th e 
United State s would certainl y caus e a  temporary dislo -
cation, bu t i t woul d hardl y b e a  fata l blow . As I  men -
tioned earlier , Americ a ha s an y numbe r o f way s i t 
could retaliate . I t coul d cu t of f supplie s o f oil , natura l 
resources, an d foo d t o Japa n a s i t di d t o th e forme r 
Soviet Unio n unde r th e provision s o f COCO M durin g 
the cold war. It could also cut off the flow of technology. 
Ironically, as Akio Morita o f Sony said, if worse came to 
worst, the Unite d State s coul d ge t along without Japan , 
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but Japa n coul d no t ge t alon g withou t th e Unite d 
States. That i s no reason, however , to downgrade Japa -
nese technology. Considering how far Japan has gotte n 
after startin g out from nothin g slightly more than forty -
five years ago , we Japanese shoul d fee l very proud an d 
give credi t wher e credi t i s due . Bu t w e mus t als o no t 
forget th e fac t tha t muc h o f ou r succes s i s du e t o 
friendly relation s between Japan an d the United States . 

Because Japanes e proces s innovatio n ha s bee n s o 
successful, Japa n ha s bee n th e targe t o f the half-envi -
ous criticis m tha t th e Japanes e peopl e ar e copycat s 
who lac k creativity . Are the Japanese peopl e someho w 
naturally unsuite d fo r produc t innovation ? A s histor y 
makes clear , tha t i s no t a t al l th e case . I n th e Ed o 
period (1600-1868) , Japanese develope d a  type o f elec-
tricity an d th e wadokei,  a  cloc k unlik e an y develope d 
elsewhere i n th e world . Althoug h th e lengt h o f nigh t 
and da y varie s wit h th e seasons , th e wadoke i wa s de -
vised t o read th e sam e tim e eac h da y a t sunrise an d a t 
sundown. I t di d s o b y adjusting th e lengt h o f the unit s 
of time dependin g o n the seaso n o f the year. In winter , 
for example , when th e night s ar e long , an hou r woul d 
be considerabl y longe r tha n a n hou r i n th e daytim e 
when th e perio d betwee n sunris e an d sunse t i s short . 
Conversely, in the summertime a n hour durin g the da y 
would b e longe r tha n a n hou r a t night . Th e concep t 
and th e technology tha t went into producing th e wado-
kei are true example s o f Japanese originality . 

Since th e war , however , th e Japanes e hav e ha d n o 
need t o demonstrat e thi s sor t o f originality . Japanes e 
companies hav e bee n abl e t o produce a  steady strea m 
of ne w product s simpl y b y makin g improvement s t o 
American produc t innovations . Moreover , thes e good s 
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have me t wit h enormou s commercia l success . Tha t i n 
itself is no cause for criticism nor should its importance 
be downplayed . I f France o r Britai n ha d though t t o d o 
what Japa n wa s doing , the y to o coul d hav e mad e us e 
of American technology . Bu t the y di d no t d o so . Japa n 
deserves t o be give n credi t fo r what i t has bee n abl e t o 
accomplish. 

But skil l i n proces s innovatio n wil l no t b e sufficien t 
in th e future . I f Japa n want s th e res t o f th e worl d t o 
stop callin g i t a  copycat , le t alon e acknowledg e i t a s a 
technological superpower , i t mus t pou r a t leas t a s 
much money and effor t int o basic research and produc t 
innovation a s i t currentl y spend s o n proces s innova -
tion. The governmen t an d th e privat e secto r mus t joi n 
forces t o insur e tha t basi c researc h receive s ampl e fi -
nancial suppor t a s it has in the United States . 

The greates t stumblin g bloc k t o developin g produc t 
innovation i n Japa n i s it s educationa l system . A  stan -
dardized syste m tha t aim s a t uniformit y canno t foste r 
originality. But the problem is rooted eve n more deepl y 
in Japanes e societ y itself , where a  nai l tha t stand s ou t 
is beaten down and any expressions of individuality ar e 
thwarted. Originalit y i s unlikel y t o evolv e excep t i n 
a societ y lik e Americ a tha t respect s individualit y an d 
makes allowance s fo r lone wolves and eccentrics . This 
tolerance an d acceptanc e encourag e th e exceptionall y 
talented t o exce l i n thei r area s o f expertis e instea d o f 
alienating the m fo r thei r uniqueness . Wha t i s neede d 
is a  loos e an d flexible  socia l framewor k tha t ca n giv e 
geniuses an d remarkabl e talent s th e roo m the y nee d 
to flourish. 

I was quit e impresse d b y what I  saw severa l year s 
ago whe n I  droppe d i n o n Professo r Marvi n Minsky' s 
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laboratory a t MIT . Professo r Minsk y i s th e number -
one authorit y o n artificia l intelligenc e i n America . Hi s 
students ar e unconventional , t o sa y the least . On e wa s 
taking a  na p i n th e lobb y i n fron t o f the lab , holding a 
computer i n hi s lap ; anothe r wa s sittin g cross-legge d 
and meditating . At first glanc e i t did not seem like a lab 
at all . When Professo r Minsk y calle d fo r hi s assistant , 
the latte r wa s nowher e t o be found . A  friend appeare d 
and sai d tha t th e assistan t ha d gon e ou t t o lunc h an d 
had no t ye t com e back . I t was wel l afte r fou r o'clock , 
but Minsk y seeme d quit e unperturbed . Th e whol e 
group, i n fact , wa s a  bi t odd . I n Japa n suc h peopl e 
would b e treated a t best as eccentric , at worst as crazy . 
But America i s a  societ y tha t tolerate s unconventiona l 
behavior an d respect s originality . At IBM ordinary em -
ployees wear suit s an d ties , but thos e who work i n th e 
laboratory are allowed to wear whatever they want an d 
come an d g o a s the y please . Onl y fro m suc h freedo m 
can originality arise . 

Japan, i n contrast , i s a  strongly group-oriente d soci -
ety tha t doe s no t tolerat e display s o f individuality . A s 
I've alread y discussed , bein g late i s not allowed. More -
over, employee s wh o d o no t faithfull y follo w th e rule s 
laid dow n b y thei r compan y regardin g mornin g exer -
cises or calisthenics ar e ostracized . 

When m y childre n wer e o f school age , ever y sprin g 
they went t o school i n Japan , an d i n the fal l the y cam e 
back t o th e Unite d State s an d attende d schoo l here . 
They thu s experience d th e compulsor y educatio n sys -
tems o f both countries . A s they gre w older , the y com -
plained abou t ho w muc h the y dislike d th e grou p com -
petition i n Japanes e schools , on e o f th e mor e stiflin g 
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aspects o f standardized education . I n Japanese school s 
children are divided into groups, and ever y opportunit y 
is seize d t o encourag e grou p competition . Wha t m y 
children foun d mos t difficul t wer e test s i n kanjU  th e 
Chinese character s use d i n th e Japanes e writin g sys -
tem. Becaus e o f thei r doubl e life , the y coul d no t kee p 
up with thei r Japanese classmate s i n areas like writin g 
kanji tha t requir e constan t repetition . Fo r tha t reason , 
the group s m y childre n belonge d t o alway s lost . Th e 
other students began to boycott them and exclude the m 
from thei r groups . 

The wors t par t o f th e situatio n wa s tha t th e losin g 
group ha d t o knee l o n th e floor  fo r thirt y minute s o r 
spend fifteen  minute s filling  bucket s wit h wate r usin g 
only thei r hands . Becaus e thi s physica l punishmen t 
was inflicte d o n th e entir e group , my childre n fel t hu -
miliated beyon d endurance . "W e coul d hav e take n i t if 
we wer e th e onl y one s punished, " the y late r tol d me , 
"but i t is really an absur d syste m to make othe r peopl e 
suffer becaus e o f our mistakes. " 

Compulsory educatio n i n Japa n is , I  imagine, muc h 
the sam e toda y a s i t was then . T o hop e fo r originalit y 
from suc h a  system is impossible. It may be all right fo r 
process innovation , bu t i t i s certainl y no t suite d fo r 
product innovation . 

National Emergencies  Strengthen  Japan.  I t ha s bee n 
commonly acknowledge d tha t eac h tim e Japa n ha s 
faced a  nationa l emergenc y ove r th e pas t severa l de -
cades i t ha s emerge d th e stronge r fo r i t an d ha s use d 
the experienc e a s a  springboard fo r rapi d growth . Thi s 
was true , a s w e hav e alread y seen , wit h th e upwar d 
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revaluation o f the ye n i n th e 1980s , but th e mos t strik -
ing exampl e wa s Japan' s respons e t o th e oi l shock s o f 
the 1970s . 

Japan emerge d fro m th e tw o oi l shock s a s a  majo r 
world powe r bot h economicall y an d technologically . 
The internationa l balanc e o f payment s clearl y revea l 
this fact . A t th e tim e o f th e first  oi l shoc k i n 1973 , 
Japan's internationa l balanc e o f payments plummeted . 
Three years later, however, Japan had moved back into 
the black. The same was true o f the second oi l shock i n 
1979: Japan' s balanc e o f payment s returne d t o th e 
black withi n tw o years , an d thi s surplu s positio n ha s 
continued practicall y unchecke d eve r since . How wer e 
the Japanese abl e t o survive th e oi l shocks s o success -
fully? First of all, theirs was a triumph o f energy-reduc-
tion technology . Befor e th e oi l shocks , Japa n ear -
marked 3  to 4 percent o f its GNP to pay for oi l imports ; 
in 199 1 the figure  wa s onl y 0.9 percent. In short , Japa n 
took advantag e o f th e opportunitie s provide d b y th e 
oil shock s t o becom e a  technologica l an d economi c 
superpower. 

On th e othe r hand , n o on e eve n b y wa y o f flattery 
could clai m tha t Americ a cam e throug h th e oi l shock s 
successfully. I n som e ways , i t migh t eve n b e sai d tha t 
the Unite d State s ha s stil l no t completel y recovere d 
from th e experience . Man y American s stil l operat e a s 
if ga s an d oi l wil l alway s b e i n chea p supply . Whe n 
Ross Pero t propose d a  surta x o n gasolin e durin g th e 
1992 presidentia l electio n campaign , th e America n 
public wa s outraged . Despit e th e fac t tha t th e pric e o f 
gas i n th e Unite d State s i s approximatel y on e quarte r 
of the pric e in Japan, many Americans refuse t o recog-
nize o r admi t tha t gasolin e i s a  nonreplenishabl e re -
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source that must be rationed a s such. Today the Unite d 
States, which account s for 5  percent o f the world's pop-
ulation, consumes 25 percent o f the total global energ y 
output. 

Unlike Japan , wher e mos t home s stil l us e spac e 
heaters i n eac h roo m an d relativel y fe w house s ar e 
centrally heated , i n mos t part s o f th e Unite d State s 
every hous e ha s a  centra l heatin g uni t tha t use s u p 
enormous amount s o f heatin g fuel . Suc h extravagan t 
use o f oi l i s no t necessaril y a  ba d practice , however . 
This i s relate d t o a  concep t i n economic s calle d "th e 
minimum cos t principle," which say s that the bes t plan 
is to use large quantities o f whatever is cheapest. Thus , 
if oi l is the cheapes t for m o f energy, i t is proper t o us e 
it. But once the propensity to use grea t quantitie s o f oil 
has bee n established , i t i s hard t o respond i f the pric e 
goes u p o r th e suppl y i s suddenl y cut . Th e America n 
public's very first  reactio n t o the oi l shock in the 1970 s 
was tha t i t was a  trick b y the oi l companies . Once the y 
realized i t was no trick, they began t o demand tha t th e 
government d o something . 

I vividly remember th e televise d appea l t o conserv e 
energy that President Nixo n made durin g the winter o f 
the firs t oi l crisis . H e aske d American s t o lowe r th e 
temperature inside their homes by a mere three or fou r 
degrees an d t o maintai n a n economica l spee d whe n 
driving. Bu t th e Ova l Roo m o f th e Whit e House , fro m 
which h e wa s speaking , wa s obviousl y comfortabl y 
heated, an d thos e wh o watche d hi m wer e mor e tha n 
likely sittin g i n thei r shirtsleeve s i n equall y war m 
rooms. Unti l the n mos t American s ha d neve r trie d t o 
conserve oil . 

At on e tim e durin g th e oi l shock , kerosen e stove s 
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were popula r amon g American s wh o wante d t o cu t 
down o n their oi l bills. Due to differences i n state laws, 
however, they cannot be used everywhere . At that tim e 
I was living in Rhode Island, where thei r use was legal , 
so when I  learned tha t kerosene stove s were being sold 
at a  departmen t stor e i n neighborin g Massachusetts , I 
decided t o bu y one . "I f you bu y thi s spac e heater, " th e 
salesclerk tol d me, "you can' t use i t in Massachusetts. " 
The stove was being sold in Massachusetts, but it could 
not b e use d ther e becaus e stat e la w forbids th e indoo r 
use o f any appliance tha t emit s a  flame  o n the ground s 
that thi s pose s a  fire  hazard . Eve n i f many American s 
had bee n willing to conserve energ y by using kerosen e 
stoves, state laws prevented the m fro m doin g so . Thus, 
no matte r ho w earnestl y th e Presiden t ma y appea l fo r 
cooperation, i t i s not a s eas y fo r American s t o fal l int o 
line as it is for the Japanese . 

Although slo w t o respond , som e thre e o r fou r year s 
after th e first  oi l shoc k th e U.S . governmen t finally 
launched a n energy-conservation policy . Under the en -
ergy credi t system , mone y spen t t o conserv e energ y 
was ta x deductible . Fo r example , i f a  hom e owne r 
spent $4,00 0 to instal l insulation , replace windows an d 
doors, and make other home improvements to keep ou t 
the cold , tha t amoun t coul d b e deducte d fro m hi s o r 
her incom e tax . A n appea l t o th e pocketboo k wil l sti r 
even American s int o action . S o a n energy-reductio n 
program a t last got under way. 

Japan responde d t o th e oi l shock s i n th e 1970 s i n 
several ways . Th e Japanes e publi c immediatel y cu t 
back o n spendin g an d starte d savin g a  large r propor -
tion o f thei r disposabl e income . T o counte r thi s de -
crease i n domesti c consumptio n Japa n launche d a n 
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"export drive " t o rais e enoug h fund s t o pa y fo r th e 
higher oi l prices. The Japanes e labo r force wa s willin g 
to work harder , an d thi s boost in productivity compen -
sated fo r th e decrease d us e o f energy . Th e Japanes e 
government the n steppe d i n b y increasin g publi c in -
vestment expenditure s fo r energy-savin g capita l for -
mation an d infrastructur e investment . Energy-savin g 
technology was develope d suc h a s a new generation o f 
quiet, energy-efficien t ai r conditionin g unit s tha t ca n 
be used to both heat and coo l a room . 

America wa s no t jus t slo w i n investin g i n energy -
conservation technology , bot h the governmen t an d th e 
private secto r utterl y ignore d th e nee d fo r suc h tech -
nology. This was because America i s a people-centere d 
society tha t prefer s t o spen d mone y o n policie s tha t 
will keep the public happy rather tha n o n technologie s 
to conserve energy . In this regard, too, the responses i n 
the United State s and Japan were completel y different . 

The difference s betwee n th e tw o countries ' re -
sponses t o th e oi l shock s ar e ver y great . Whe n face d 
with this unprecedented nationa l emergency , Japanes e 
corporations froz e wag e increases , an d eve n th e labo r 
unions went alon g with th e decision . In America, how -
ever, whe n energ y cost s wen t u p becaus e o f th e oi l 
shock, labo r union s demande d pa y raise s o n th e 
grounds tha t risin g cost s ha d mad e lif e mor e difficult . 
Japanese companie s use d th e crisi s t o strengthe n 
themselves, bu t U.S . companies wer e weakene d b y it . 
If we factor i n the developmen t o f energy-conservatio n 
technology, the n i t i s obviou s wh y Japa n rapidl y be -
came a  credito r superpowe r i n th e 1980 s whil e 
America slumpe d t o th e statu s o f th e world' s bigges t 
debtor nation . 
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Can Japan  Avoid 
International Isolation? 

The Folly of  Voluntary  Restraint  A s an economis t I  am 
an advocate o f free trade , but I do not believe that trad e 
is everything. Top priority must be given to a country' s 
overall prosperit y an d it s continue d survival . Consid -
ered from thi s perspective, Japan must avoid alienatin g 
itself fro m th e internationa l communit y b y incurrin g 
resentment fo r behavio r tha t is considered undesirabl e 
or unacceptable t o the communit y a t large. To preven t 
international isolation , Japa n wil l probabl y hav e t o 
change it s ways , an d thi s ma y entai l a  fai r amoun t o f 
pain. Circumstance s ma y eve n aris e tha t wil l requir e 
some sacrifice s i n the are a o f trade. The foremos t con -
cern i s repairin g an d stabilizin g U.S.-Japa n relations . 
Ways must be found tha t will take a  form acceptabl e t o 
both the United States and Japan and that will not leave 
Japan isolated . 

America's idea s o n th e subjec t ar e quit e clear . Th e 
United State s wants t o maintain a  system tha t allow s i t 
to buy whatever i t wants without any restraints whatso-
ever an d t o sel l freel y whateve r i t want s t o sell ; t o 
achieve a  trad e balance ; an d t o preserv e it s super -
power status . The lon g history o f U.S.-Japan trad e dis -
putes ha s alway s bee n on e o f conflic t ove r ho w t o 
achieve a  bilateral balanc e o f trade. The Structural Im -
pediments Initiativ e talk s i n 1989-9 0 too k th e for m 
they di d becaus e Americ a ha d learne d it s lesso n fro m 
its long-standing dispute s with Japan . 

Take, fo r instance , th e disput e ove r automobiles . 
During th e lat e 1970 s an d earl y 1980 s friction s aros e 
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between th e tw o countrie s ove r ca r imports . The deci -
sion in 198 1 that Japan shoul d adop t a policy of "volun-
tary restraint " o n automobil e export s wa s th e wors t 
possible optio n fo r th e Unite d State s no t onl y becaus e 
it was contrary to the American policy of free trade , bu t 
because th e situatio n demande d policie s t o strengthe n 
an industr y tha t ha d grow n weak . Instead , th e Unite d 
States chos e a  policy o f balanced contractio n tha t pro -
gressively weakene d th e industr y eve n further . A s a 
result o f cut s i n supply , th e pric e o f Japanes e car s 
skyrocketed, an d Japanes e carmaker s pockete d th e 
windfall. 

If a  particula r compan y o r industr y seem s o n th e 
verge o f collapse, what option s ar e possible ? From th e 
economist's poin t o f view , th e correc t answe r i n th e 
long ru n i s t o jettiso n tha t compan y o r industry . Bu t 
such a  policy would no t be politically expedient , s o th e 
short-term alternativ e i s t o hav e th e governmen t ste p 
in t o sav e it . I n th e cas e o f the aut o industry , th e bes t 
policy i n th e shor t ter m woul d hav e bee n t o giv e fi -
nancial ai d an d preferentia l ta x treatmen t t o Chrysler . 
But, if for some reason that was impossible, the second -
best polic y would hav e bee n t o sav e th e aut o industr y 
as a  whole . Sinc e tha t woul d hav e cos t to o much , th e 
third-best metho d woul d hav e bee n t o protec t th e 
American aut o industr y b y slapping tariff s o n car s en -
tering fro m Japan . Th e wors t possibl e choic e wa s t o 
have Japanese carmaker s voluntarily agree to limit th e 
number o f cars they exported . 

From th e perspectiv e o f economics , thes e ar e th e 
four availabl e option s in descending orde r o f desirabil -
ity. But fro m th e politica l perspectiv e th e orde r i s jus t 
the reverse . To the economist , a  Chrysler bailou t i s the 
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best an d leas t expensiv e policy , bu t give n th e natur e 
of American society , choosin g tha t optio n woul d rais e 
serious problem s politically . America n publi c opinio n 
would no t tolerat e th e government' s us e o f tax mone y 
on behalf o f a particular commercia l enterprise . 

Japanese find  thi s al l very puzzling . I f a compan y i n 
the privat e secto r i s in a  bi t o f a  slump , what i s wron g 
with usin g America n taxpayers ' mone y t o bai l i t out ? 
The answe r t o thi s questio n i s simple . I f Presiden t 
Reagan ha d ignore d th e America n people' s antipath y 
to th e ide a o f a  bailout , h e woul d no t hav e bee n re -
elected. The second-bes t policy , saving the entire auto -
motive industry , wa s als o unacceptabl e t o th e Ameri -
can public because o f the huge expense that this would 
entail. Th e third-bes t optio n wa s raisin g tariffs , bu t 
Reagan, bein g b y natur e a  fre e trader , resiste d aban -
doning his own policies and placing tariffs o n Japanes e 
cars. Fre e trade , which ha s bee n U.S . policy sinc e th e 
end of the war, has come to symbolize the very essenc e 
of th e America n way . Reaga n coul d no t disow n it , s o 
that option too was out . 

That lef t onl y wha t economist s woul d conside r th e 
worst possibl e choice—voluntar y restriction s o n ex -
ports. Th e actua l phras e used , "voluntar y restraint, " 
sounded quit e good . Afte r all , i f Japan wante d t o limi t 
its automobil e export s o f it s ow n fre e will , ther e wa s 
nothing mor e t o b e said . Politically , i t wa s th e mos t 
expedient option , an d Reagan , o f course , jumpe d a t 
it. Bu t i n th e final  analysi s voluntar y restrain t wa s a 
restriction o n fre e trade , nonetheless . An d i t ha s ha d 
the wors t possibl e consequence s fo r th e Unite d States . 
First, a s suppl y contracted , ca r price s doubled . Thi s 
price rise breathed ne w life into Chrysler and the othe r 
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American carmakers , but consumers found themselve s 
having t o pa y hig h price s fo r cars . Secondly , whe n 
prices ros e an d America n carmaker s bega n t o mak e 
money again , the y di d no t bothe r t o capitaliz e o n th e 
situation. Instead o f laying plans to increase their com -
petitiveness while the supply of Japanese car s was lim -
ited, they were conten t to sit back and relax . 

Japan's voluntary restraint on exports, therefore, ha d 
no beneficia l result s whatsoever . American s soo n 
learned tha t encouragin g voluntar y restrain t wa s a 
form o f economi c suicide . Fo r tha t reason , durin g th e 
last round o f trade talks , the U.S . side shifted gear s an d 
began t o sa y t o Japan , "w e wil l no t pu t restriction s 
on Japan' s exports , s o don' t pu t an y restriction s o n 
American exports. " I n short , Japa n ha s t o ope n it s 
markets. 

When th e disput e ove r automobile s arose , Japa n 
ought t o hav e sai d "no " t o voluntar y restraints . I t 
should hav e explaine d al l th e disadvantage s an d 
pointed ou t tha t adoptin g suc h a  polic y woul d furthe r 
undermine America n competitiveness . Thank s t o Ja -
pan's obligin g "yes, " effort s t o solv e th e underlyin g 
problems were postponed , an d th e resul t was a  furthe r 
deterioration i n U.S.-Japanes e relations . Wha t make s 
the situatio n eve n wors e i s tha t Japanes e carmaker s 
profited fro m th e voluntar y restrain t agreemen t be -
cause the y coul d sel l thei r allotte d quot a practicall y 
without an y effort . Negligibl e marketing costs , coupled 
with th e lo w yen/high dolla r exchang e rat e curren t a t 
the time , meant tha t Japanese carmaker s coul d jus t si t 
back and rake in the profits . 

Voluntary restraint s als o mean t th e creatio n o f a n 
export cartel . Toyota , Nissan , an d Hond a wer e abl e t o 
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export a  predetermine d numbe r o f car s withou t com -
peting wit h on e another . Bu t instea d o f relaxing thei r 
efforts the y decided to make even more money by shift -
ing t o th e hig h en d o f th e line , tha t is , fro m car s fo r 
the masses to luxury automobiles . This decision mean t 
even greate r losse s for the U.S. car industry . 

America no w realize s thi s an d ha s decide d t o fight 
Japanese export s with American exports . It may not b e 
able t o win with cars , but there ar e othe r area s wher e 
American competitivenes s i s stil l strong . Threatenin g 
to invok e th e Supe r 30 1 claus e whil e launchin g a n 
export offensive i n the areas of satellites, supercomput -
ers, and lumbe r i s probably a  natural turn o f events. 

Now Is  the  Time  to  Create  a Japan with  a  Human Face. 
Since th e mi d t o lat e 1980 s th e ke y word i n Japa n ha s 
been kokusaika  (internationalization) . Bu t thoug h th e 
word i s on everyone' s lips , Japan's internationalizatio n 
has hithert o bee n directe d exclusivel y outward , an d 
few peopl e i n Japa n see m t o hav e reflecte d o n th e 
frictions thi s ha s caused . I  recal l readin g a  New  York 
Times articl e abou t five  year s ag o whic h mad e th e 
scathing commen t tha t th e internationalizatio n th e 
Japanese tal k s o muc h abou t i s nothin g mor e tha n 
young peopl e eatin g Italia n past a o n th e Ginza , datin g 
gaijin (foreigners) , an d payin g hig h price s t o se e Mi -
chael Jackso n an d Madonn a live ; worst o f all, they bu y 
condominiums i n Manhatta n an d thin k thi s i s interna -
tionalization—an observatio n no t far of f the mark . 

Japan i s becomin g mor e an d mor e isolated . I f thi s 
trend i s to b e reversed , th e kokusaika  tha t Japan mus t 
now aspir e t o i s th e secon d stag e i n th e process : a 



Japan's Future  Course  20 1 

true internationalizatio n fro m within . Just a s Japanes e 
goods, money , an d peopl e hav e hithert o flowe d freel y 
overseas, Japa n wil l no w hav e t o accep t th e influ x o f 
goods, money , an d peopl e fro m abroad . I f a n interna l 
internationalization ca n b e full y realized , Japan-bash -
ing, U.S.-Japan trad e disputes , and th e Japan-is-differ -
ent argument wil l al l evaporate . 

Allowing Japanese companie s to go on buying Amer-
ican companies , bu t no t allowin g Japanes e companie s 
to b e sol d t o Americans—b y virtu e o f th e fac t tha t 
institutional investors , especiall y cross-shareholders , 
are unwillin g t o sel l thei r holding s a t an y price—is i n 
the sam e spiri t a s Japan' s refusa l t o impor t a  singl e 
grain o f rice. As Japan proceeds with the second hal f of 
its internationalization process , i t must remembe r tha t 
as long a s its economi c logic does no t correspond wit h 
that o f the res t o f the world, international isolatio n wil l 
be unavoidable . 

One extrem e scenari o fo r th e futur e i s tha t trad e 
frictions wil l continu e unti l Japa n become s America' s 
fifty-first state . This may be a gross exaggeration, bu t if 
Japan accede s t o al l o f America' s demands , tha t i s i n 
essence wha t wil l happen . Makin g th e flo w o f people , 
money, and goods between the United States and Japa n 
absolutely fre e an d imposin g exactl y th e sam e socia l 
and economi c rule s o n bot h countrie s woul d amoun t 
to jus t that . Unde r thos e circumstances , wha t woul d 
happen t o Japan' s cultur e an d traditions ? Woul d Sili -
con Valley s sprin g u p i n th e rice-producin g district s 
of Akit a an d Niigata ? Woul d th e ric e fields  becom e 
overgrown wit h weed s an d th e festival s i n whic h vil -
lagers pra y fo r a  goo d harves t b e replace d wit h high -
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tech inspire d holidays ? Perhap s so . Tha t woul d cer -
tainly pu t a n en d t o U.S.-Japa n dispute s an d preven t 
Japan fro m becomin g isolated internationally . 

But whethe r suc h change s woul d b e a  goo d thing , 
whether the y would mak e th e Japanes e peopl e happy , 
is a  differen t question . A country tha t doe s not have it s 
own cultur e an d tradition s canno t survive . What, then , 
is to be done ? I  believe Japanes e shoul d compl y firml y 
and willingl y i f no t t o America' s demands , the n t o th e 
intentions that underlie them . 

Japan-bashing i n Americ a i s inevitabl e becaus e th e 
United State s ha s tw o seriou s dissatisfaction s wit h Ja -
pan. Th e first  i s it s trad e defici t wit h Japa n tha t run s 
close t o $5 0 billio n a  year . Th e secon d i s th e over -
presence o f "Japa n money " tha t i n th e lat e 1980 s 
flooded int o th e countr y buyin g u p America n compa -
nies an d rea l estate . Th e Unite d State s woul d lik e t o 
make thes e two complaints disappea r b y fighting  Japa -
nese export s with U.S . exports and b y countering "buy -
ing America " wit h "buyin g Japan. " I f thi s happens , i f 
the two countries achiev e a  bilateral trade balanc e an d 
parity i n thei r direc t investmen t activities , disputes be -
tween th e Unite d State s an d Japa n woul d spontane -
ously disappear . These goal s should no t be too difficul t 
to achieve . 

For example , Japan' s trad e surplu s wit h th e Unite d 
States i s now clos e to $50 billion a  year, roughly three -
quarters o f which, som e $37. 5 billion , come s fro m ca r 
sales alone . I f car export s stopped , th e American trad e 
deficit woul d immediatel y shrin k t o one-quarte r o f it s 
present size . The impact would be enormous. Japanes e 
carmakers woul d b e furious , o f course , bu t Japa n ha s 
gone o n exportin g manufacture d good s fo r to o long , 
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and th e Japanes e industria l worl d ha s mad e to o muc h 
conspicuous profi t fro m automobiles . I t seems a  smal l 
price t o pa y compare d wit h exchangin g Japan' s tradi -
tional culture fo r "high-tec h inspire d holidays. " 

In othe r words , i f Japa n i s no t willin g t o submi t 
tamely t o becomin g America' s fifty-first  state , i t mus t 
sharply reduc e it s export s t o th e Unite d State s an d 
sharply increas e it s imports . Then , whe n a  trad e bal -
ance i s achieved , i f Japanes e wan t t o bu y propert y i n 
America, Japa n shoul d recogniz e th e righ t o f Ameri -
cans to buy an equivalen t amoun t i n Japan. A relation-
ship in which on e neighbo r i s free t o g o into another' s 
yard an d rearrang e th e shrubber y an d pavin g stones , 
but tell s hi s neighbo r t o "sta y ou t o f m y yard " ca n 
no longer b e sanctioned . Moreover , Japa n shoul d star t 
moving i n a  mor e consumer-oriente d direction . I t 
needs t o rais e it s standar d o f livin g t o Wester n level s 
and giv e th e Japanes e peopl e a n "affluenc e dividend " 
so they do not have to save so much. I t needs t o refor m 
its mone y game s suc h a s lan d speculatio n an d it s 
money politics—th e politica l scandal s ove r influenc e 
peddling suc h a s th e Recrui t affai r an d mor e recentl y 
the Sagaw a Ryubi n incident—tha t hav e give n th e 
country suc h a  ba d imag e abroad . An d finally  i t need s 
to put a stop to the self-aggrandizement o f those myste-
rious legal entitie s that cal l themselves corporations . 

Although no t the "Amerippon " concep t tha t Brzezin -
ski proposed, suc h move s would graduall y help t o cre -
ate a  human fac e fo r Japa n tha t would facilitat e coop -
eration wit h th e Unite d States . I t certainl y woul d hel p 
keep Japan fro m internationa l isolation . But as long a s 
the Japanes e peopl e identif y themselve s mor e closel y 
with th e corporation s the y wor k fo r tha n wit h thei r 
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country as a whole; as long as they regard th e corpora -
tion an d no t th e stat e a s th e ultimat e sourc e o f thei r 
"life, liberty , an d th e pursui t o f happiness, " the n th e 
corporations will continue to speak for Japan, the Japa -
nese peopl e wil l remai n disassociate d fro m interna -
tional politics , an d Japa n wil l fin d itsel f increasingl y 
isolated fro m th e rest o f the world . 

Japan in  the  World:  Global You-ism.  No t onl y mus t Ja -
pan tak e u p th e domesti c tas k o f enacting interna l re -
forms, i t mus t als o mee t th e challeng e o f dealing wit h 
global issues . Japa n ha s lon g bee n a  silent , faceles s 
nation i n international affairs . Fe w Japanese ar e eithe r 
willing or able to speak to the world. Whenever a majo r 
crisis arises, there is a great deal of irresponsible, unre -
alistic discussio n i n Japan bu t few substantiv e propos -
als o f how Japa n migh t becom e involve d i n a  solution . 
Usually th e governmen t come s u p wit h th e fund s t o 
make u p fo r it s paucit y o f effor t an d imagination . N o 
wonder peopl e regar d Japa n a s a  countr y tha t deal s 
with diplomati c issue s wit h high-soundin g word s an d 
checkbook in hand. Japan mus t reverse the main caus e 
for it s negativ e image , it s parochialism . Toda y th e 
"group" upo n whic h th e happines s o f th e Japanes e 
people ultimatel y depend s i s a  fa r cr y from th e villag e 
of ol d o r th e corporatio n o f yesterday ; i t i s th e worl d 
community—all th e countrie s on the face o f the globe . 

In th e fiel d o f economics , Japanese-styl e capitalism , 
the so-calle d "Japanes e model, " i s frequentl y cite d a s 
an exampl e o f unprecedente d economi c success . Th e 
Japanese economy , however , i s no w bein g force d t o 
make majo r polic y change s an d wil l hav e t o mak e a 
gradual shif t awa y from th e Japanese mode l t o a  mor e 
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mature Wester n styl e o f capitalism. I f that i s the case , 
will th e Japanes e mode l tha t ha s wo n suc h acclai m 
simply vanish int o thi n air ? I s i t nothing mor e tha n a n 
idle flowering  tha t can only bloom in the soi l of a coun -
try other s regar d a s "different " an d "unfair" ? I  do no t 
think so . 

The Japanes e mode l shoul d functio n quit e effec -
tively i n Sout h America n countrie s lik e Brazi l an d Ar -
gentina, fo r example , tha t canno t see m t o escap e fro m 
their enormous internationa l debt . Or in Eastern Euro -
pean countrie s lik e Hungary , Czechoslovakia , an d Po -
land tha t hav e renounce d communis m an d rushe d 
headlong int o fre e trad e bu t hav e ye t to discove r way s 
to rebuil d thei r economies . O f course , i t coul d als o 
be introduced an d applie d i n the five dragons—Korea , 
Taiwan, Singapore , Hong Kong , and Thailand : then, i n 
Indonesia an d th e Philippines ; an d perhap s i n th e fu -
ture eve n i n China . In fact , i t is probably reasonable t o 
believe tha t th e mode l woul d wor k eve n mor e effec -
tively in these Asian countries because their values an d 
ways o f thinkin g ar e simila r t o Japan's . Bu t i f Japa n 
does tr y t o introduc e th e principle s o f Japanese-styl e 
management int o Asia , i t must procee d cautiousl y an d 
with th e ful l understandin g an d cooperatio n o f thes e 
countries s o tha t i t does no t repea t th e mistake s o f th e 
old Greater Eas t Asia Co-prosperity Sphere . 

Even i f the presen t Japanes e mode l ca n continu e t o 
live on in othe r countries , in what directio n shoul d th e 
Japanese econom y itsel f proceed ? T o pu t i t bluntly , 
Japan ha s gotte n to o muc h o f a  fre e rid e fro m th e 
international system . Althoug h i t ha s becom e a  majo r 
economic power, it has also acquired an image in inter -
national societ y a s a n egocentri c countr y tha t i s onl y 
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concerned wit h it s ow n interests . I f Japa n i s t o wi n 
world approval , i t mus t she d it s parochia l imag e an d 
start showin g a  spiri t o f altruism . I n contras t t o th e 
traditional group-mindednes s o f Japan—it s "we -
ism"—it must develop a new spirit of "global you-ism." 

The first  ke y are a i n a  program o f global you-is m i s 
the environment . Japa n shoul d pla y a  leadin g rol e i n 
efforts t o protect against , control , and revers e environ -
mental damage . By contributing money and manpowe r 
to environmenta l problems , Japa n woul d emerg e a s 
the guardia n o f ou r planet . I f i t doe s no t pla y a  rol e 
of thi s magnitude , i t wil l no t b e abl e t o revers e it s 
unfavorable image . There ar e five major problem s fac -
ing the globa l environment : globa l warming, acid rain , 
the thinnin g o f th e ozon e layer , th e disappearanc e o f 
the rai n forest s an d th e ecologica l disruptio n thi s i s 
causing, an d th e pollutio n o f the oceans . What make s 
matters mos t difficul t i s tha t thes e five  problem s ar e 
intricately interrelated . I f Japan coul d mee t th e enor -
mous challeng e o f solvin g thes e problems , o r a t leas t 
make seriou s effort s t o d o so , th e world' s imag e o f 
Japan would chang e from negativ e to positive. 

The secon d ke y are a i s hunger. I t is unconscionabl e 
in thi s da y an d ag e tha t s o man y peopl e stil l di e o f 
hunger worldwide . No w i s th e tim e fo r Japa n t o de -
velop a  foreign ai d policy that treats rice a s an interna -
tional publi c good . T o b e mor e precise , Japa n shoul d 
buy larg e quantitie s o f foreign ric e an d shi p i t directl y 
from th e United States or elsewhere to countries wher e 
people ar e starving , thereb y circumventin g th e Stapl e 
Food Contro l Ac t that forbid s ric e import s t o Japan. By 
so doin g Japa n woul d b e abl e t o respon d t o criticis m 
on tw o counts : it s effort s t o ope n it s market s an d it s 
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contributions t o internationa l society . Japa n i s no w a 
major provide r o f officia l developmen t assistance . Bu t 
Japan's financial  ai d i n thi s are a i s actuall y use d b y 
recipient nations to buy plant, technology, and product s 
from Japan . Th e beneficiarie s o f Japan's OD A policies 
have bee n Japanes e tradin g house s an d manufactur -
ers. However , i t is now time t o review Japan' s agricul -
tural polic y wit h tw o objective s i n mind : first,  permit -
ting th e purchas e o f ric e fro m Thailand , th e Unite d 
States, an d othe r countrie s t o b e use d abroa d fo r hu -
manitarian purposes ; and , second , usin g OD A to assis t 
the domesti c agricultura l secto r b y moving awa y fro m 
the curren t syste m o f paying farmer s no t t o gro w ric e 
and instea d allowin g the m t o produce a s muc h ric e a s 
they wan t an d usin g an y surplu s a s par t o f Japan' s 
overseas ai d program . Thi s woul d indee d b e a  plus -
sum solutio n tha t woul d pleas e th e Unite d State s an d 
other rice-exporting countrie s and help Japanese farm -
ers increase thei r productivity . 

The thir d ke y are a i s basi c research . Afte r th e war , 
the Japanes e governmen t an d Japanes e corporation s 
sent larg e number s o f thei r mos t talente d engineer s 
and researcher s t o stud y i n th e lab s a t MI T an d othe r 
American universities . Japa n wa s abl e t o d o thi s be -
cause Americ a willingl y accepte d foreig n students . I n 
Japan, however, mos t research i s done not in universi -
ties bu t i n th e laboratorie s o f Japan's leadin g corpora -
tions, which ar e reluctant to open their doors to receive 
the world' s student s an d researcher s o r t o shar e re -
search informatio n o n th e ground s tha t suc h informa -
tion constitute s trad e secrets . Suc h a  one-wa y stree t 
will no t b e tolerate d muc h longer . Japa n wil l hav e t o 
make u p fo r th e research-relate d losse s tha t Americ a 
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has suffered . I t will hav e t o b e magnanimous an d giv e 
the world a  "free ride " on Japanese research . 

Unless Japan i s isolated internationall y an d shu t ou t 
of the internationa l marketplace , i t will probably g o on 
making mone y an d runnin g u p surpluses . Th e futur e 
of Japan wil l b e determine d b y how i t use s thos e sur -
pluses. Japan's egocentri c attitudes must change a s the 
world grow s smalle r an d al l countrie s shar e th e sam e 
fate. 
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