[19847 AUSTRALIAN INTERNATIONAL LAW NEWS 493

JAPAN-US ECONOMIC RELATIONS - THE INTERNATIONALISATION OF JAPANESE FINANCIAL
MARKETS - '""'DOLLAR-YEN AGREEMENT"

The size of Japan's balance of trade surplus with the US and the EEC,
and the relatively low value of the yen in terms of the US dollar have been
a point of contention between the US and Japan for some months. According to
The Economist 26 May 1984, page 84, the US '"...started to put the heat on Japan
last autumn after American manufacturers, led by Caterpillar Tractor, complained
that the cheap yen was costing them business. They blamed the yen's cheapness
in part on Japanese controls on international use of the yen. Foreign banks'
grumbles about restrictions on access to Japanese financial markets, and general
ideas about the benefits of deregulation also got caught up in the dispute".

The Economist reported that the dispute ended in a draw when in talks
in Rome in May "... a list of Japanese concessions" were adopted-by US and
Japanese representatives. In return, the US agreed to 1lift its veto on
increasing Japan's voting power at the World Bank.

The "final" report referred to by The Economist is published below,
the Report by theWorking Group of Joint Japan - US Ad Hoc Group on Yen Dollar
Exchange Rate, Financial and Capital Market Issues to Japanese Minister of
Finance Noboru Takeshita and US Secretary of the Treasury Donald T. Regan, May
1984. The Report was released simultaneously in Washington and Tokyo on
30 May, 1984, and was generally referred to in the financial press as the
"Dollar-Yen Agreement'. The US Treasury Secretary said it would have far
reaching implications for the world economy: The Australian, 31 May 1984, page
13. Describing the agreement as '"an historic development'", Mr. Regan said it
would elevate the yen to its rightful place as a major world currency and provide
important new access to Japanese capital markets for European and American
financial institutions. The Australian observed:

"
From the US perspective, the most important element of the agreement,

which was announced simultaneously in Tokyo, was the development of the Euroyen
market by creating Euroyen bond and banking markets, which will broaden the range
of yen-dominated financial instruments and allow non-Japanese to borrow in yen
outside Japan.

"The development of this market is the area most important to the
internationalisation of the yen'", Mr. Regan said, while acknowledging the effects
of the agreement would not be felt immediately, perhaps not until 1986. The
main features of the Report, which is in effect an agreement, in relation to
the Euroyen bond market are:-

. Foreign corporations, government and government agencies will be
able from 1 December, 1984 to issue Euroyen bonds on an unsecured

basis: para V.CI
. While the qualifications of foreign issues of Euroyen bonds will be
initially limited, these will be broadened from 1 April 1985: para V.CI

. There will be no restriction on the number and size of these issues:

para V.C2

By the end of 1984, foreign and Japanese banks will be authorised to issue
outside of Japan short term (6 months or less) negotiable Euroyen
Certificates of Deposit: para V.C4.




[1984] AUSTRALIAN INTERNATIONAL LAW NEWS 494

. Japanese and foreign banks will be free to make Euroyen loans with
maturities of one year or less: para V.CS

. However, while Japanese witholding tax will not apply to Euroyen
bond issues by non-residents, the tax will apply to issues by
residents. The US, and foreign observers (see Euromoney, June 1984)
see this as an impediment to the growth of the Euroyen market and a
factor which will lead to its segmentation. This is to be the subject
of a further study: paras. V.C3; V.Al

. A number of other concessions were made in relation to interest
rates, funding and lending, forward exchange and Japanese access to

foreign bank accounts: paras: V.A.

It was anticipatedthat in 1985 foreign banks would be able to partic-
ipate to a limited extent in trust banking business: para V.B.2.

. Access by foreign firms to the Tokyo Stock Exchange is to be
examined: para V.BI (While the rules now permit foreign membership,
"a number of factors, including lack of availability of seats"
preclude entry.)

Both sides affirmed the desirability of providing basically ''national
treatment" for foreign investors to both existing investment, and
most importantly ''new entry'": para V.D.2

On the U.S. side, the following concessions were made:-

. An indication that unitary taxation should be limited to the US
operations of foreign transnationals, the so-called ''water's edge"
rule. The Report comments that the relevant U.S. report
recommending this policy '"... will be submitted to the individual
states under the United States' federal system, implementation of this
agreement will remain the responsibility of the states'': para IV.A
The reference to the limitations of the US federal system is probably
a reference to political rather than legal limitations; otherwise
the report would be stating categorically that neither treaty nor
federal legislation could constitutionally contain state unitary
taxation.

. The US agreed in principle that all banks, US and foreign, should
be able to compete in the US market on equal terms. The US
government then explains some of the particular regulations applying,
and its views thereon: para IV.B (These comments will be of particular
interest to Australian and other foreign bankers)

. However the US continued to refuse further contributions above those
already agreed to the International Development Association, the
IDA, and Japan affirmed that any additional Japanese funding
was conditional upon increased US funding.

In addition to the Report, we are also publishing the text of the
document "External Economic Measures' 27 April 1984, These measures by the
Japanese government involve market opening, import promotion, liberalisation
of financial and capital markets, encouragement of investment to and from
Japan etc. The comments in para VI, entitled '"Foreign Lawyers Activities in
Japan' are still inconclusive.
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Canberr

The text of both documents were supplied by the Japanese
a.

REPORT

the Working Group of
Joint Japan-U.S. Ad Hoc Group on
Yen/Dollar Exchange Rate,
Financilal and Capital Market Issues
to
Japanese Minister of Finance Noboru Takeshita
U.S. Secretary of the Treasury Donald T. Regan

THE JAPANESE MINISTRY OF FINANCE
AND
THE UNITED STATES DEPARTMENT OF THE TREASURY
WORKING GROUP ON YEN/DOLLOR EXCHANGE RATE ISSUES

Japanese Ministry of Finance

Tomomitsu Oba, Vice Minister for International Affairs,
Co-Chairman

Yasutaka Miyamoto, Director General, Banking Bureau

Akira Nishigaki, Director General, Financial Bureau

Kenzo Sakai, Director General, International Finance Bureau

Toru Sato, Director General, Securities Bureau

Masateru Yoshida, Deputy Vice Minister for Policy
Coordination

Masaru Mizuno, Deputy Director General,Tax Bureau

Toyoo Gyohten, Deputy Director General, Banking Bureau

Mitsuo Sato, Deputy Director General, International Finance
Bureau

Hirotake Fujino, Deputy Director General, Securities Bureau

Tsunaaki Oyama, Deputy Director General, Tax Bureau

Yoshiyuki Kamei, Decputy Director General, Financial Bureau

Makoto Utsumi, Minister, Embassy of Japan, Washington, D.C.

U.S. Department of the Treasury

Beryl W. Sprinkel, Under Secrctary for Monetary Affairs,
Co-Chairman

David C. Mulford, Assistant Secretary for International
Affairs

Charles H. Dallara, Deputy Assistant Secretary for
International Monctary Affairs
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