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Preface

Over the past several years, U.S. business people, concerned with problems
of declining productivity in their own industries, have been impressed with
Japan’s phenomenal success in various sectors of its economy. This has led
to a proliferation of literature on why Japanese management styles and
practices are conducive to higher productivity, and how U.S. businesses can
emulate the Japanese success story.

One aspect of U.S.-Japan trade relations has remained largely unre-
searched, however—namely, business negotiations between entities from
the two countries. A desire to share in the Japanese economic miracle, cou-
pled with Japan’s attempts to ease its remaining restrictions on foreign im-
ports and investment, has made more and more U.S. firms eagef to enter
into cooperative arrangements, such as joint ventures, with Japanese en-
tities. To secure favorable terms in such joint ventures and to benefit fully
from them, U.S. business people must become familiar with the Japanese
approach to business negotiations. Given the vast sociocultural differences
between the two nations, a U.S. businessman could not approach a business
negotiation with a Japanese partner with the same attitude and perspective
he would assume for a domestic or West European counterpart. The Japa-
nese businessman benefits from being better versed in U.S. business prac-
tices than vice versa. This familiarity has been acquired through assiduous
study of U.S. industry by the Japanese since World War II. U.S. business-
men, on the other hand, have only recently discovered the Japanese way of
doing business.

~"This book will examine Japanese attitudes and values with respect to
business negotiations, and will provide guidelines for practitioners prepar-
ing for business negotiations with the Japanese. The information presented
has application also for firms in other countries that trade with Japan. Even
companies that have had previous business relationships with the Japanese
will benefit from the information presented here. This is important in light
of the dismal finding of a 1981 survey conduetél by the Japanese Ministry
of International Trade and Industry—namely, that one out of every seven
foreign companies ‘‘retrenched and eventually pulled out of Japan’’ (For-
eign Companies, 1982, p. 8).

This book should also be of interest to researchers in international busi-
ness. Little research has been done on factors that could affect the success
or failure of international business negotiations. This book does not
develop a theoretical model of international business negotiations, but its
analysis of the dynamics of the relationships between certain variables may
be useful in such a theoretical effort. Such a theoretical model in turn can
help improve the quality of future international business negotiations.

xiii
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The book examines the processes involved in U.S.-Japan business nego-
tiations and the general problems of doing business in Japan. Specifically,
the book studies and identifies: (1) the mechanics of such business negotia-
tions; (2) how U.S. companies prepare for the negotiations; (3) the factors
that contribute to success or failure of such negotiations; (4) how U.S. com-
panies organize for trade with Japan; and (5) how a select number of U.S.
firms from different industries have negotiated with Japanese companies to
establish joint-venture arrangements or other forms of economic coopera-
tion. The information provided is based on a survey of 114 U. S. firms that
have entered into various types of business negotiations with the Japanese:
for import and export agreements; to establish manufacturing facilities in
Japan; to establish manufacturing facilities in the United States; for coopera-
tive contracts such as joint ventures, licensing agreements, and commercial
and service contractual arrangements; for change of equity position in ex-
isting joint ventures; and to terminate joint-venture agreements. In addition,
in-depth interviews were conducted with a select sample of U.S. firms on their
preparation for such negotiations, their experiences, and the outcomes. These
are presented as case studies. They include firms that have entered into
negotiations on such matters as joint ventures for the manufacture of main-
frame computers, production and distribution of ethical drugs in both the
United States and Japan; production of automotive chemicals; the dissolu-
tion of a joint venture producing industrial equipment and instruments as a
result of irreconcilable differences between the parties; and a joint program to
manufacture. components used in the production of commercial aircraft.

I would like to thank all those individuals who have given their time
willingly and generously toward the successful completion of this project.
Because respondents to the questionnaire survey were not required to dis-
close the names of their organizations, I cannot cite them here by name.

I am particularly grateful to those individuals who gave their time gen-
erously by taking part in the interviews to provide a more comprehensive
picture of their companies’ business negotiations with the Japanese. Specif-
ically, I would like to thank Mr. Thomas Bacher, director, International
Business, Boeing Commercial Airplane Company; Mr. Louis J. Casanova,
vice-president, joint ventures-Japan, Sperry Univac; Mr. William M.
Kinch, executive vice-president-operations, Pacific-Interamerican Division,
W.R. Grace and Company; Mr. P. Reed Maurer, vice-president, Merck,
Sharp and Dohme International; Mr. Shiro Omata, former president of
Nippon Univac Kaisha, Ltd., who is now retired; Mr. Peter Sears, vice-
president, corporate development, SmithKline Beckman Corporation; Mr.
Gary L. Snable, vice-president and chief operating officer, Fujisawa Smith-
Kline Corporation; and Mr. Quincy N. Williams, vice-president, planning
and development, Smith Kline & French Laboratories. Interviews for the
book were also conducted with Mr. W.F. Corkran, vice-president, inter-
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national operations, Preformed Line Products Co.; and Mr. Stanley Ep-
stein, president, Anglo American Aviation Company.

I would like to thank the Office of the Dean at The Wharton School and
the Wharton Center for International Management Studies for providing
partial funding for the research project. I would also like to thank Linda
Mitchell, a M.B.A. candidate at The Wharton School, for assisting with
statistical analysis of portions of the data.

Last. but not least, I would like to thank my husband, Byron, for his
moral support and understanding, and my daughter, Michele, for keeping
my spirits up throughout the project. ' )
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An Overview of
U.S.-Japan Trade

Ever since July 8, 1853, when four warships under the command of Com-
modore Perry of the U.S. Navy steamed into the bay at Uraga, Japan, the
issue of trade has been an important subject of contention and hence of
bilateral negotiations between the United States and Japan.

In 1853 Commodore Perry hand-delivered a letter from the president of
the United States to the governor of Uraga, requesting the opening of cer-
tain Japanese ports to U.S. trade. In February 1854 Commodore Perry
again entered Edo Bay, accompanied by a larger and more formidable
squadron to demonstrate U.S. might and determination (Sadler, 1963).
After a month of negotiations, a treaty was signed at Kanagawa with vague
provisions for limited trading activities (Gubbins, 1911). Nothing substan-
tive relating to the actual conduct of trade was achieved until a later mission
headed by Townsend Harris. Under Harris, the United States finally ob-
tained a treaty of commerce with the Bakufu government, one provision
being the opening of Yokohama to trade in 1858. After that trade between
the two nations flourished and expanded. _

December 1982 represented another milestone in U.S.-Japan trade rela-
tions. A high-ranking official of the U.S. government stated that trade be-
tween the two countries had become a ““political issue’’ (Wall Street Jour-
nal, 3 December 1982, p. 36).

What prompted this U.S. official to remark that ‘‘for the first time”’
trade tensions between the two countries have taken on political dimen-
sions? (This statement should actually read “‘for the first time since 1853.%)
This chapter examines.trade between the United States and Japan since the
late 1950s, and discusses the ‘problems and prospects of future trade rela-
tions between the two countries. This review will provide a backdrop for
discussion of the specific issues of U.S.-Japan business negotiations in
subsequent chapters.

Table 1-1 presents statistics on two-way trade between the United States
and Japan for selected years prior to 1956 and for the period from 1956 to
the first eigh. months of 1982. Specifically, the statistics for three selected
years prior to 1956 were included: 1938, shortly before the outbreak of hostil-
ities between the two countries in World War II; 1948, during the U.S. Occu-
pation; and 1953, the first year after the formal ending of Allied Occupation.
Tables 1-2 and 1-3 provide a breakdown of the composition of Japanese ex-
ports to and imports from the United States between 1972 and 1980.
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On the basis of two-way trade statistics over the years, several observa-
tions could be made about trade between the United States and Japan:

1. Before 1968—except for two years, 1965 and 1966—the United States
enjoyed a balance-of-trade surplus over Japan. The specter of a chronic
U.S. balance-of-trade deficit with Japan did not emerge until the 1970s. The
gloomy picture of huge trade deficits has sometimes been exacerbated by
the different standards employed by the two nations in accounting for ship-
ping costs. For example, U.S. sources of information are generally
measured on a fast-along-ship (f.a.s.) basis for both imports and exports,
whereas Japanese sources are generally based on a customs-clearance basis
(White Paper, 1981). Thus for 1980 Japanese sources recorded a trade
surplus of approximately $6.96 billion over the United States, but the latter
reported a $9.9-billion trade deficit with Japan—a difference of nearly
$2.94 billion. Furthermore, the size of the trade imbalances may have been
dramatized through inconsistent accounting practices on the part-of the
United States. Although U.S. sources of information are generally
measured on a f.a.s. basis for both imports and exports, this practice was
abandoned in 1981. In that year U.S. sources measured exports on a f.a.s.
basis, but imports were calculated on a cost-insurance-freight (c.i.f.) basis.
Based on these different standards, the balance-of-trade deficit with Japan
was calculated at $18.0 billion. Had the usual f.a.s. basis been applied to
both imports and exports, the balance-of-trade deficit would have been only
$15.8 billion (Lincoln 1982, p. 29).

2. Trade tensions between the two nations may have been exacerbated
by an undue focus on import and export statistics, with insufficient atten-
. tion to those areas in which the United States excels. A study conducted by
the U.S.-Japan Trade Study Group, which includes representatives of
government agencies and the private sectors of both countries, found that
the goods and services sold by subsidiaries of U.S. multinationals in Japan
were valued at $20 billion a year, compared with $5 billion in sales of goods
and services by subsidiaries of Japanese multinationals in the United States.
Furthermore, oil produced by U.S. petroleum firms outside the United
States and sold to Japan was not reflected in the merchandise trade

statistics. In 1980, for instance, it was estimated that U.S. petroleum com-
panies sold $21 billion worth of crude oil to Japan via third countries (Wall
Street Journal, 16 February 1983, p. 35). These statistics were nowhere
reflected in the -balance-of-payments figures. Consequently, the perfor-
mance of the United States vis-a-vis Japan may not be as dismal as the
balance-of-payments figures suggest.

3. The volume of two-way trade betw.en the United States and Japan
has grown dramatically since the formal end of the Allied Occupation in
April 1952. Except for five years—1958, 1961, 1962, 1971, and 1975—in
which Japanese exports to and imports from the United States declined by
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several percentage points, the volume of trade between the two countries
has expanded steadily, from a mere $233.9 million in Japanese exports in
1953 to a staggering 451.367 billion in 1980. Japanese imports from the
United States increased from $757.5 million in 1953 to $24.408 billion in
1980.

4. Over the years the value of Japanese exports of textile products has
declined, and that of its exports of automobiles and sophisticated electronic
goods and equipments has increased. In 1980 the United States was the
largest importer of Japanese products and services, accounting for 24.2 per-
cent of Japan’s total exports (Nippon, 1982, p. 111). This shift in export
patterns has accompanied the changing focus of Japanese industrial policy.
Immediately after World War II Japan relied on the export of textiles and
other light-industrial products that used a fairly low level of technology. In
the 1980s the government’s emphasis is on the export of high-quality prod-
ucts with a higher added value per unit that would use Japan’s own
“‘original technology’’ (White Paper, 1981, p. 40). In the coming decades
Japanese exports will compete more directly with U.S. products both in the
United States and elsewhere.

5. Conversely, Japanese imports of manufactured products and ma-
chinery from the United States have declined over the years, and its imports
of foodstuffs and other raw materials have increased. This reflects Japan’s
continued dependence on raw materials from abroad to fuel its industrial
growth, and the need to import foodstuffs and other agricultural products
to feed its 117 million people. The latter area offers prospects for U.S. ex-
porters. In 1980 the United States was the major supplier of products and
services to Japan, accounting for 17.3 percent of total Japanese imports for
the year (Nippon, 1982, p. 111).

Problems and Prospects for U.S.-Japan Trade

This cursory review of trade between the United States and Japan indicates
that since the early 1970s Japan has enjoyed a growing balance-of-trade
surplus with the United States at a time the latter’s economy has been falter-
ing in various sectors. This has led to trade tensions between the two na-
tions, centered around two broad categories. First, the United States alleges
that the Japanese market is closed to U.S. imports and foreign investment
because of high tariffs and restrictive nontariff barriers. Second, Japan’s
policy of industrial targeting (government protection and incentives to
Japanese exporters and manufacturers) places their U.S. counterparts at a
distinct disadvantage in both the Japanese and the world markets.

These allegations will be examined through discussion of the following
subjects: (1) Japan’s efforts to liberalize trade since the 1950s—what has



