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DEPARTMENT OF THE TREASURY 
W~SHINGTON 

dctober 28, 1993 
UNUER SECRETARY 

MEMORANDUM FOR SECRETARY BENTSEN' 

FROM: 	 ROGER ALTMAN 
LAWRENCE SUMMERS 

SUBJECT: 	 PROPOSED MEMORJ~DUM TO THE 
PRESIDENT ON J~~AN 

Attached for your signature is a 
proposed memorandum from you t.o the President 
recommending he send the attached letter to 
the Prime Minister. of Japan. with your 
approval we would like to send this to Bob 
Rubin and Tony Lake today. We need to get 
them on board before we go, to the President. 
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DEPARTMENT OF THE TREASURY 


WASHINGTON, D.C. 


February 2, 1994 	 \ 
SECRETARY OF THE TREASURY 

MEMORANDYM FOR THE PRESIDENT 

FROM: lloyd Bentse~ 
SUBJECf: Japanese Stimulus Package 	 ,\ 

Prime Minister Hosokawa's coalition has reached agreement on a new stimulus package 
which should help tum the economy around ru;td reduce the current account surplus. 
Overall, it's bletter than many expected, but not enough to get the Japanese economy out 
of the woods. 

The package has three main components:, 

o 	 a 6.0 trillion yen ($60 billion) income tax cut (slightly less than expected); 
,­

o around nine trillion yen ($80 billion) in additional public works 
,expenditures, land purchases, government lending programs, and other 
measures; (only four trillion yen ($40 billion) of this latter 
category is real spending that will translate directly into increased 
demand); and 

o 	 to pay for the tax cut, a seven percent sales tax called a "social welfare tax" 
which will replace the current three percent c:onsumption tax" effective 
April 1, 1997; (this three-year lag is substantially longer than the initial 15 
month proposal by the Ministry of Finance, and the delay will help allow 
the economy to recover to a point where it can better sustain the adverse 
impact). ' 

This package would contribute roughly 2.5 percentage points to GDP growth over the 
next two years and take $20 billion off the current account surplus. By itself, however, it 
will not bring the economy back to full potential or reduce the external surplus to the 
range of one to tw.o percent of GDP we have sought in the Framework. .' 

And, it is important to note that the package is only part of the story. We need to see 
what they are doing on the rest of the budget to assess the overall impact. 

For this reason, I issued a fairly qualified statement today. I wanted to give us more 
time to assess the details and to preserve some flexibility for your meeting with the 
Prime Minister on February 11. 
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DEPARTMENT OFTHE TREASURY•
WASHINGTON, D.C. 

I . 

SECRETARY OF THE TREASURY September 26, 1994 
I 

MEMORANDUMEOR THE PRESIDENT 

FROM: Lloyd Bentsen / 

SUBJECT: The Japanese Tax Package 
I 

The Japane:;e coalition government reached agreement on September. 
22 on a tax package which combines a sUbstantial income tax cut 
with an increase in the consumption tax in April 1997. 

This represents a favorable outcome for the. united States.} The 
package is better than the proposals floated last fall, better 
than what 'we heard at the Summit in Naples, and better than the 
options supported by the Finan¢e Ministry over the last severaL 
weeks. 

, 

The boost to disposable income'from the tax cut, on top of the 
three stimulus packages put in place since the fall of 1992, has 
created conditions for growth in domestic demand. The IMF ;, 
expects domestic demand growth: in the year to the fourth quarter 
to reach almost 3.0 percent and to continue roughly at that pace 
in 1995. The tax cut is worth· roughly $1,700 during each of th,e 
first thre:e years for the average Japanese household. An 
equivalent, cut in the United states would amount to $80 billion. 

The recovE~ry in domestic demand and the yen I s appreciation should 
bring the surplus down significantly over the next few years. ­
The consensus of private forec~sts is for a $110 billion current 
account s\lrplus in 1995, equiv~lent to 2.4. percent of GOP ,well 
below the $131 billion or 3.1% of GOP recorded in 1993. 

Japan is s.tilllikely to run a; substantial external surplus for 
some time to come because of i'ts high level of domestic savings 
relative 1:0 d01'(lestic investmen;t. At this point, however I Japan 
is beginning tc\ make progress towards. meetirlg its macroeconomic 
commitments under the Framework. We will continue to keep a 
careful watch o~ policy'as it :evolves .over the next few months 
and beyond. \ . 

On balancla,' I think we can cl~im modest success for ensuring that 
the Japam:!se government used the fiscal cushion it had when we 
took office to stimulate demand. 
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DEPARTMENT OF THE TREASURY .,.. 
WASHINGTON 

UNDER SECRETARY 
September 23, 1994 

ACTION 


I 

MEMORANUU~ FOR SECRETARY BENTSEN ' 

FROM: ~wrence summ~rS~ tA'\ 
I 

SUBJECT: The Japanese T~ Package, 

I ' 

Attached is a inemorandum we propose you send to the President on the Japanese Tax Package. 

RECOMMENDATION: That you sign the. attached memorandum. 

QR,vI~ree 
_____.Disagree ____)..et's Discuss 
o 

. I 

Edward S. ~gnt-... 
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DEPARTMENT OF THE TREASURY 

WASHINGTON, D.C. 


I 

SECRETARY OF THE TREASURY 
I 

O<.::tober 3, 1995 

I 

MEMORANDUM FOR THE PRESIDENT; 
! 

FROM: 	 Robert E. Rubin () .z{L..--­
I Ie 
I 

SUBJECT: Japan's Economic Outlook 
I 
I 

I found the attached note on! the broad economic challenges facing 
Japan quite striking. You m~ght find this useful, given the 
importance of Japan, the many issues we have with' Japan, and your 
upcomingr visit to Japan. 1 

I 

This note provides one view bf Japan and obviously some would 
differ lorith its conclusions.! Nonetheless,I think it provides a 
useful counterpoint to those: that still view Japan as the major 
economic: threat to the united states. 

cc: 	 Laura Tyson 

Ant:hony Lake 


I 
, I 
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Office of Industrial 
Nations and Global 
Analyses 
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International Monetary 
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l 	 October 2, 1995 I 
IIs Japan Ready for the 21st Century? 
I 	 ' 

Summary 

0' 	 After 40 years of rapid growth, Japan is mired in its most serious post-war slump. 
Japan remains a top-rank economic ipower, but it faces serious challenges that go well 
beyond the cyclical downturn. A dear break with the old economic model is needed 
to prepare for the 21st century. In 'the meantime, after four decades of catch up, the 
income gap in favor of the United States will widen over the rest of the decade. 

I 
I 

o 	 The Japanese catch-up phase is over. The economy has weakened, and the gap 
between Japanese and U.S. incomeiand living standards will widen over the rest of 
the decade. ' i ­

o 	 Japan faces numerous challenges ini the period ahead that will test perceptions of 
Japanese resilience and strength. : ' 

I 

o 	 At the same time, Japan will remai~ the world's second largest market, the closing of 
which will have repercussions for the United States. 

, 
o 	 The Japanese economic threat is likely to be much less of a preoccupation for its 

major trading partners in the next decade. 

Recent economic performance. 

o 	 Japan's post-war catch-up phase has come to an end. Japanese growth in the 199Qs 
has 'averaged 2.1 %, down from 1O!5% in the 1960s and 4% in the 1980s. Export 
volume gains -- the traditional engihe of growth -- are the smallest among major 
industrial countries over the last 10, years. 

j 

o 	 The consensus forecast is for a weak recovery reflecting a sense, that more than 
normal cyclical factors are at work~ While Japan has experienced slowdowns before, 
they have never been as long-lasting. 

Japan's growth potential ha$ slowed to about the U.S. level, m'aybe lower. 
The IMF now forecasts trerid, output growth at 2 114 % per year. 

o 	 U. S. living standards -- measured by per capita consumption remain 30 % 'higher 
than Japan's. That gap should wi~en over the rest of the decade. 

, Japan remains one of the most expensive countries in the world. It has fewer 
parks, less housing, and lower housing amenities than any major industrial 
country. Japanese workers:work hard an average of 38 hours a week -- but 
only 3/4 as productively asiU.S. workers. Only lip service is paid to making 
Japan a "lifestyle superpowbr." 

I 
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Japanese economic challenges 

o 	 Financial system duress. Banks facA a massive bad loan problem and are not globally 
competitive in sophisticated products. Securities firms, insurance companies, and' 
private pension funds are also in difncult shape. It will take years for the industry to 
work through these problems. ' 

Banks are disadvantaged by rules funneling consumer deposits into the 
Government-run postal saving system. These funds then are allocated 
administratively by public financial institutions. 

I 
I 

If Japanese banks cannot expand lending, large companies will have 
alternatives. But small firm~ and start-ups who at best have limited access 
to credit and capital markets i-- may not get the funds they need to be 
employment leaders as Japan restructures. 

. 	 I 

Falling asset prices compound the problem. Land prices have fallen 47% in 
I 

four years. The stock market is down 57% from its end-1989 peak. Yet, 
price-earnings ratios for equities are higher today then at the height Of the 
financial bubble in 1989 bec~use earnings have crashed. . 

o 	 Aging labor, declining skills. 1/4 cif Japan's population will be over the age of 65 by 
the year 2020. A declining labor force will face an increasing burden of.social . 
securilty and health payments to the ielderly. 

, 
With slow growth and lifetime employment for older workers, unemployment 
is highest among the young,: denying a generation the skills needed for the 21st 
century. i 

o 	 Companies have not restructured. Japanese firms are burdened by excess labor and 
. 	 I 

outdated organizational structures. A major shake-up is needed. However, resistance 
from inefficient sectors and fear of job losses -- by some estimates on the order of 12 
million -- prevents the deregulation: and market-opening measures that would force 
change. 

A survey shows that firms consider 28 % of their employees excessive. 
t 

Compared to the United Sta~es, Japan has 1/3 the computers and 117 the PC 
users hooked into networks,; per capita. Only 8 % of Japanese executives use 
computers regularly, as aga~nst 64% for Americans. 

I 
i. 

o 	 Failures outside manufacturing. Japan may be at the cutting edge in some visible 
manufacturing sectors, such as stee'l, autos, and consumer electronics. But'the 
Japanese are woefully inefficient in many other areas -- computers, household 
products, chemicals, textiles and apparel, wood and paper products, food processing, 
and a wide range of services. : 
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I 	 .' t

Japan's sheltered computer manufacturers followed government instructions 
that led them down the dea4-end of mainframes. Same story in 
telecommunications, where Japan hides behind an array of barriers. Without a 
strong domestic market and : toughened by international competition, these 
firms cannot compete intenlationally with Microsoft, AT&T or MCL 

. 	 I 

o 	 Bad industries, are driving out good. Resistance to deregulation and ,a wide range of 
barriers protecting import-competirtg firms limits demand for foreign goods, driving 
up the yen and chasing efficient export-oriented firms abroad. 

! 

I At ¥90 to the dollar, Toyota is profitable, but other Japanese producers (e.g., 
Mazda, Honda) are in deep : trouble. NEC already produces half its semi-

I 
conductor memory chips overseas. Japanese electronics makers produce more 
color televisions abroad thah at home. . 

, 
I 

According to the CIA, Japan's share of the global market for manufactures is 
now back to levels of the 1?70s. 

I 

o 	 Investing heavily, but not well. Hi:gh Japanese savings allow high investment rates, 
but d.iminishing returns are setting ;in and easy innovations have been exhausted. The· 
CIA estimates 0-1 % return on dorriestic investment in 1993-94. 

Japan has invested poorly abroad, as well. The net loss on foreign investments since 
the mid 1980s may be as high as $,800 billion: ' 

I 
I 

o 	 Government becomes a barrier. Tpe post-war Japanese growth model relied on 
extensive government intervention ;in the economy through regulation and moral 
suasion. The features that workediwell during the catch-up period: emphasis on 
negotiation and consensus building~ an education system that rewarded rote 
memorization ov:er creative thinking, and an emphasis on commercial applications 
over basic research, are ill-suited for the new global eeonomy that emphases 
"software" capabilities, global integration, and rapid exchange of information. 

I 

The Japan threat? 

o' 	 Japan also has strengths: a high sayings rate, a hard-working and literate wmk-force, 
technological expertise and a record of resilience to shocks, to name a few. But these 
strengths can be overestimated. : ' 

I 
I 

o 	 Strong yen. Those who see Japan:as an economic threat point to the strong yen as a 
sign of strength, rather than a sigrial that policies are off track. 

The strong yen fallacy reca:lls the same argument made in the U. S. case in the 
mid-1980s, a,t the point of greatest U.S. economic imbalances. 

I 
The strong yen has allowed Japan to become an aid superpower, but may 
cause frictions as they seek: expanded influence. 
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o 	 . Sustained Technological Dominance; Some have argued that Japan maintains a 
substantial technological lead in most important manufacturing industries. 

I 	 . 
I 

However, most U.S. manufaicturers believe they have a significant 
technological advantage in most areas over the Japanese. The areas where 
Japan may still have the adv~ntage -- efficiency of manufacturing and 
industrial processes may npt be particularly helpful in a world where the 
capacity to innovate is paramount. 

i 

o 	 Domination ofAsia. Others have argued that Japan is dominating the Asian 
economies at our expense and that the decrease in Japan's industrial capacity reflects 
simply the shift of that capacity to 9ther Asian economies where it remains under 
Japanese control. I 

U.S. ftons are strong compe,titors in Asian markets. For example, 21 % of 
Korean imports, 20% of Philippine imports,.and 22% of Taiwan imports come 
from the United States. ~ 

Concerns about the emergence ofa new co-prosperity sphere now seem 
overstated. 

. I
t 

o 	 High Savings .. While Japan has the: highest domestic savings rate in the 6-7, domestic 
changes will dramatieally reduce these savings in the future. Japan's retirement age 
population will grow rapidly, due ir\ part to a more pronounced !'baby boom" in Japan 
than the United States. 

I 
, I 
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