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Abstract

The U.S. administration, negotiating the Trans-Pacific Partnership (TPP), is faced
with a novel trade policy demand by U.S. industry: to include provisions against
currency manipulation. This demand comes mainly from the U.S. car makers and
targets Japanese exchange rate policies. The extraordinary focus of the U.S.
automotive sector on currency disciplines in the TPP is puzzling. The puzzle
cannot be sufficiently explained by Open Economy Politics (OEP), the main
stream IPE approach which deducts domestic sectoral preferences from standard
international trade theory. The car industry does not stand out from other U.S.
manufacturing sectors which are export- and import competing with Japan.
However, it stands out as a sector involved in a unique struggle with its Japanese
counterpart for improving its global investment position. Japanese policies to
weaken the yen have resulted in Japanese firms reaping massive windfall profits.
This allows Japanese auto makers to challenge U.S. manufactures’ market share
by expanding their global and regional production networks through boosting
FDI. The profitability and investment dimension of exchange rate vulnerability is
specific to the automotive sector’s organization of production in global value
chains. Profitability concerns explain why it is especially the U.S. auto makers
which push for an inclusion of currency disciplines in the TPP. OEP analysis
proved insufficient to identify the importance of the global investment-trade link
in this specific case because of its reductionist approach relying on conventional
models of neo-classical trade theory.
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The U.S. administration, currently negotiating the Trans-Pacific Partnership
(TPP), regional trade agreement (RTA) with eleven Pacific Rim countries
including Japan, is faced with a novel dimension of trade policy pressures by U.S.
industry and their backers in the Congress: to include provisions against ‘currency
manipulation’ or risk rejection of the final agreement in the U.S. legislature. The
link between exchange rate policies and trade policy is nothing new. Major
industries in the U.S. manufacturing sector have long pressed for the government
to identify the exchange rate policies of major trading partners such as China or
Japan as “currency manipulation” in order to justify countervailing protectionist
measures. However, the TPP negations are the first instance that key industries
oppose and U.S. Congress threaten to block a major international trade agreement
if currency provisions are not included. Currency manipulation has entered the
policy debate as a potential stumbling block for the TPP.!

The two East Asian nations frequently accused of currency manipulation by
U.S. policy makers are China and, to a lesser extent, Japan. Since TPP
negotiations exclude China, but include Japan, it is Japan’s exchange rate policies
what the currency manipulation issue within the TPP debate is really all about.
Among U.S. manufacturing sectors competing with Japan it is the U.S.
automakers which most forcefully demand those disciplines. Ford executive Joe
Hinrichs, speaking at the 2014 Chicago Motor Show, demonstrates the concerns of
the U.S. auto firms:

“the real elephant in the room now is currency manipulation, and we need to
make sure that it is not ignored. It represents the major trade barrier of the 21st

century — and it must be addressed in any future U.S. trade agreements."

The extraordinary focus of the U.S. automotive sector on currency disciplines
in their lobbying on the TPP is puzzling. Why is the automotive industry, in
difference to other manufacturing industries exposed to trade with Japan,
spearheading this policy demand?

1. See The Washington Post, 13 November 2013, For controversial trade pact, fire from the left,
the right and WikiLeaks. Available from < http://www.washingtonpost.com>. Accessed 20
October 2014.

2. Quoted in MLive. 7 February 2014. Ford exec: Currency manipulation 'real elephant in the
room. Available from http://www.mlive.com.
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“Currency manipulation” is a polemic rendering of “competitive devaluation”,
a monetary strategy of mercantilist trade policy.® Competitive devaluation, the
deliberate intervention by a government to lower the value of its currency,
supports the country’s traded goods sector by acting both as an import barrier and
export subsidy. Such intervention by monetary authorities manipulates the
foreign exchange market in pursuit of beggar-thy-neighbor policies towards a
country’s trading partners. It often triggers demands for countervailing

protectionist measures in the domestic politics debate of these trading partners.*

In International Political Economy (IPE) the Open Economy Politics (OEP)
approach has systematically investigated the exchange rate preferences of
domestic interest groups.® Theoretical arguments on sectoral preferences, derived
from international monetary and trade economics, are put to the test by rigorous
empirical analysis.® OEP analysis establishes that industry sectors exposed to
exchange rate volatility will respond to the depreciation of competitor nation’s
currencies with protectionist demands. Starting from predictions deduced from
international economics, Broz and Werfel, employing rigorous statistical analysis,
confirm a causal link between of protectionist demands of U.S. industry sectors
exposed to exchange rate volatility and U.S. dollar appreciation.” In the first
sections of this paper I apply the OEP approach to explain why it is the U.S. car
industry, in contrast to other industries, which chose to home in on Japanese
currency as a make-or-break issue of the TPP. Surprisingly, the OEP approach
does not solve the puzzle. The unique policy concerns of the U.S. auto makers with
the issue of Japanese competitive devaluations are insufficiently explained by
deducting industry preferences from standard international trade theory. To
explain the unique lobbying profile of the U.S. auto makers they have to be
understood as globally operating MNESs, as international investors focused on
building global value chains (GVCs). I conclude that OEP, as it stands, is limited
in its explanatory power by conceptualizing domestic interest group preferences to

3. See Bergsten and Gagnon 2012.

4. The demands for countervailing duties by members of the U.S. Congress in response to
Chinese interventionist management of the external value of the renminbi are the most obvious
example. See Reuters, 5 June 2013, Senators renew push against China currency 'manipulation'
despite yuan's rise. <http:/www.reuters.com>. Accesses 20 October 2014.

5. The classic OEP-type study is Frieden 1991.
6. For an overview of OEP, see Lake 2006.
7. Broz and Werfel 2014.
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narrowly in national lines. It misses out on the phenomenon of competition for
global market share through global investment and production strategies. The
domestic politics approach of OEP has to take “globalization” more seriously.

The study investigates the puzzle as follows: in the next section I will map
out the political-economy rationale for addressing an international monetary
issue, currency manipulation, within a trade agreement, the TPP. In section three
I will establish the empirical puzzle: that it is specifically the U.S. automotive
sector which lobbies for a currency clause in the TPP, in contrast to other U.S.
industries competing with Japanese counterparts. Section four will apply the OEP
approach to explain the car makers’ specific concern about currency manipulation.
It will demonstrate that OEP analysis, deducing industry preferences on exchange
rate policies from economic theory, cannot explain the preoccupation of the U.S.
auto makers with Japanese currency manipulation. Section five will shift the
focus of the investigation away from theoretical models to the actual concerns
voiced by the car makers. It investigates the idiosyncratic policy demands of the
“Detroit Three” (GM, Ford, Chrysler) by starting from their oligopolistic
competition for global market share. In this process car firms, operating global
value chains (GVCs) of production, compete through large scale international
investment linked in with intra-industry trade, rather than simply through
exports and import penetration. The section finds that Japanese yen depreciation,
because it results in massive windfall profits for Japanese car makers, puts U.S.
auto makers at a disadvantage vis-a-vis their Japanese counterparts in respect to
their global investment position. The profit and FDI-boosting effect of Japanese
exchange rate policies for Japanese car firms explains why America’s automotive
MNEs are focusing on currency manipulation in their TPP lobbying effort. The
conclusion comments on the limitations of the OEP approach.

Demands for currency disciplines in the TPP trade agreement

The link between exchange rate policies and trade policies is at the heart of
the charges of currency manipulation brought against major U.S. trading partners
by U.S. policy makers, legislators and domestic pressure groups. The U.S. Treasury
Department describes currency manipulation as “countries manipulatling] the
rate of exchange between their currency and the United States dollar for purposes

of preventing effective balance of payments adjustment or gaining unfair
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competitive advantage in international trade”.® Economically speaking, the trade
effects of currency manipulation parallel those of a uniform import tariff and
export subsidy (Staiger and Saykes, 2008). Academic research on the problem of
currency manipulation focuses mainly on its contributing role to unsustainable
global imbalances: the growing trade deficits of the U.S., and the growing build-up
of U.S. dollar reserve holdings in the surplus countries.® Especially international
economists associated with the Washington Peterson Institute for International
Economics argue that the massive interventions by mainly East Asian
governments in the foreign exchange markets in recent years was undertaken to
keep their currencies undervalued and thus boost their international
competitiveness. Bergsten (2014a) maintains that without the currency
manipulation of its trading partners “the United States could see its current
account deficit cut by $200 billion to $500 billion per year and its unemployment
rolls drop by 1 million to 5 million” (p. 28).

The question of how the problem of currency manipulation can be addressed
effectively has engendered strong demands for reforms to international economic
governance, especially the governance of international trade. Narrowly defined,
currency manipulation is a monetary issue, falling into the remit of the IMF. More
broadly, as a substitute for import barriers and export subsidies, it is linked to
international trade. The obvious forum to address the issue would be the IMF, in
the context of its monitoring and reporting of currency misalignments, or the
WTO, as a trade-related policy matter. IMF provisions on currency misalignments,
however, are vague and weakly enforced. WTO agreements do not include
currency provisions. However, if currency provisions were included in trade
agreements, they would offer effective enforcement via their disputed settlement
bodies and the threat of countervailing measures.!® Against the backdrop of the
shift of the center of gravity of international trade negotiations from the
deadlocked WTO to regional trade agreements, the current policy debate aims at
the inclusion of a currency clause into the major regional trade agreement

8. Office of International Affairs, U.S. Treasury, 2014, 2.

9. The currency manipulation explanation of global imbalances, defined as large current
account imbalances, emphasises mercantilist behaviour by the East Asian trading partners of
the United States (Bergsten and Gagnon 2012, Gagnon, 2012, 2013; Bergsten, 2014). Other
explanations include trends in saving and investment balances, a U.S. productivity surge, the
global saving glut, and distortions in financial markets (Chinn, 2011).

10. For a review of possible solutions to how to address currency manipulation, see Bergsten,
and Gagnon, 2012.
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currently negotiated by the United States in the Asia-Pacific region, the TPP.

According to the Peterson Institute, currency provisions would fit well into a
TPP agreement. Firstly, the TPP aims to be a “high-quality, 215t century”
preferential trade agreement (PTA). It goes way beyond traditional PTAs by
proposing a state-of-the-art trade liberalization agenda reflecting the growing
linkages between trade, investment, global supply chains and behind-the-border
regulatory issues. TPP would extend to trade-related issues such as the protection
of intellectual property rights, incoming foreign direct investment, provisions
against the preferential treatment of state-owned enterprises, and coherence of
national regulatory regimes.!! In addition, modelled on KORUS, the Korea-U.S FTA
effective since 2012, TPP promises to include trade-related labor and environmental
standards. Given the wide ranging remit of the TPP on complex trade-related issues
makes, why not incorporate a chapter on currency manipulation? As Bergsten
(2014b) argues, “it would thus be anomalous if such agreements failed to include the
currency topic, which is clearly more important quantitatively than any of the other
issues being considered. Currency is politically sensitive in many countries but no

more than other items being negotiated” (p. 9).

A chapter on currency in the TPP would have to offer a clear definition of
what constitutes currency manipulation and practical procedures of how it should
be addressed. The Peterson Institute suggests that the definition of currency
manipulation in trade agreements should meet a two-part test: “maintenance of
significantly undervalued exchange rates inter alia through extensive intervention
in the currency markets.”!? They propose identifying a case of currency
manipulation by three key variables: “excessive” levels of foreign exchange market
intervention, “excessive” current account deficits, and “excessive” accumulation of
reserve.’ Interventions would have to be identified as serving the purpose of
competitive devaluation. Other monetary (and fiscal) policies measures affecting
the exchange rate, such as official interest rate policies and quantitative easing
(QE), would be excluded. QE, even if it results in the depreciation of a country’s
currency, is considered to be a legitimate macroeconomic policy tool, primarily
serving domestic policy purposes such as stimulating growth, employment, or

11. See Elms and Low, 2012.
12. Bergsten 2014a, 20.
13. See Bergsten, 2014a, for a detailed discussion of these variables and of what constitutes

“excessive” in this context.
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raising levels of inflation. However, as Bergsten points out, currency manipulation
has complex dimensions beyond the simple accumulation of foreign exchange
reserves. It can include “oral intervention”, attempting to influence market
sentiment by talking the currency down, or monetary policy measures which
outwardly target domestic variables, but implicitly aim at competitive
depreciation. Obviously, such policies are hard to target with a currency chapter
in the TPP which has to provide contractual clarity. However, they might be
discouraged by the possibility that allegations of currency manipulation could
result in a case being brought against the accused party in a future TPP dispute
settlement mechanism.

The Peterson institute accepts that, by its own definitions, Japan's current
monetary and exchange rate policies do not constitute a case of currency
manipulation. This is in line with the latest report by the U.S. Treasury
investigating major U.S. trading partners for currency manipulation, which
explicitly exonerates Japan (Office of International Affairs, U.S. Treasury, 2014).
Although Japan holds the world’s second largest foreign exchange reserves and
has a history of competitive devaluations through currency intervention, it has
abstained from foreign exchange intervention for three years. In recent G-7 and
G-20 statements, Japanese officials have ruled out intervention as a monetary
policy tool.'* The recent substantial depreciation of the yen on a trade weighted
basis resulted not by intervention but from the massive increase in domestic
money supply via the policy of QE as part of “Abenomics”, initiated by the Abe
administration and the Japanese central bank since 2012. Officially Abenomics
targets domestic inflation and not international competitiveness. However, as
David Pilling put it succinctly in the FT: “It is a truth universally acknowledged
that a weak yen is good for Japan. It is a truth mostly unacknowledged — at least
in Tokyo, where it is nonetheless secretly understood — that a weak currency is a
vital plank of Shinzo Abe’s plans to reflate the economy.”*® Consequently the
Peterson Institute maintains that Japan should be put on the “watch list” as a
potential currency manipulator (Bergsten 2014b).

As to the question of how cases of currency manipulation could be addressed

14. Office of International Affairs, U.S. Treasury, 2014. As of September 2014, the IMF valued
Japan’s currency reserves at U.S. dollar 1.2 billion (IMF, 2014).

15. David Pilling. A weak yen is no panacea but Shinzo Abe needs it all the same. Financial
Times, 15 October 2014. Available from <http://www.ft.com>. Accessed 25 October 2014.
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and remedied, the Peterson Institute offers a range of steps in line with the usual
provisions in RTAs and the WTO for the settlement of trade disputes. First an
aggrieved country would bring a case of alleged currency manipulation by another
member country to the TPP dispute settlement panel. If this country was found to
be in violation of the currency chapter rules and failed to accept the
recommendations by the dispute settlement panel, countervailing measures would
be permitted. Such measures could be countervailing currency intervention or
traditional trade policy measures such as countervailing duties on imports from the
violating country to the aggrieved country (Bergsten and Gagnon, 2012). In short, a
currency clause in the TPP promises not only to rule out clearly defined currency

manipulation policies, but would to provide effective enforcement mechanisms.

U.S. auto makers and their allies in congress have adopted the arguments put
forward by the Peterson Institute and are pushing strongly for an inclusion of
currency rules into the TPP.!* The mobilization of the congress by the auto makers
has been impressive. Since mid-2013, the Obama administration faces increasing
pressure from a bipartisan majority in both Houses, the House Ways and Means
Committee and senior lawmakers in the U.S. Senate, demanding that currency
manipulation is addressed in the TPP.1” In addition, 22 House Republicans and
House Democrats threaten to oppose the renewal of Trade Promotion Authority
(TPA), preciously now as Fast Track Authority (FTA).!® Trade Promotion Authority
(TPA) restricts Congress to a simple up or down vote on a future TPP deal,
increasing the chances for smooth ratification. If the policy demands on addressing
currency manipulation in the TPP prevented a renewal of TPA, it could become a
make-or-break issue for the ratification of the trade pact by the U.S. legislature.

Although the U.S. car industry draws on academic arguments to lobby for a
currency clause in the TPP, the academic debate about the causes of global

16. The Wall Street Journal, 13 November 2013, U.S. Auto Makers Push for Currency
Provisions in Asia-Pacific Trade Pact. Available from < http://online.wsj.com>. Accessed 25
October 2014.

17. See letter by 230 House lawmakers to President Obama of 6 June 2013. Available from
<http://michaud.house.gov/press-release/majority-house-members-push-obama-address-
currency-manipulation-tpp>; Letter by sixty U.S. Senators to Treasury Secretary Lew and U.S.
Trade Representative Forman of 24 September 2013. Available at <http://www.stabenow.senate.
gov/?p=press_release&id=1171>;

18. Financial Times, 12 November 2013, House Republicans oppose fast-track authority on
trade deals. Available from < http://www.ft.com>. Accessed 25 October 2014.
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imbalances the question whether Japan qualifies according to rigorous definitions
of currency manipulation those definitions matters little. Their concerns are of a
practical nature: the competitiveness gains of their Japanese counterparts due to
the recent drastic depreciation of the yen against the dollar by about 40 percent.
From an auto industry point-of view, Japanese monetary policy action resulting in
a weakening yen constitutes a major threat as it manipulates key international
prices, regardless of the wider domestic intentions of Abenomics. As the Financial
Times put it, commenting on the letter on currency manipulation and the TPP
sent by U.S. senators to President Obama: “Although the letter does not
specifically mention Japan, it reflects growing anger on Capitol Hill and among
American manufacturers, particularly US carmakers, at the devaluation of the
yen under the new economic policies of prime minister Shinzo Abe.”?

The industry stance on currency manipulation and Japan has evolved over
time. Until 2013 their case was straightforward: The monetary component of
Abenomics to weaken the yen in an attempt to revive the Japanese economy was
considered to constitute unacceptable currency manipulation which should be met
by reciprocal measures.?’ When the Japanese currency broke through the 100 yen
to the U.S. dollar level in May 2013, the U.S. car makers’ main industry
association, the American Automotive Policy Council (AAPC), did not mince words,
stating that “the depth of Japanese currency manipulation has reached a new low.
Japan’s monetary policies aimed at weakening the yen continue to boost Japan's
economy ... at the expense of its trade partners. Japan should not be included in
the Trans-Pacific Partnership.”!

However, over the last year the U.S. car industry, as a mater of political
expediency, has adopted the narrow definition of what constitutes currency
manipulation proposed by the Peterson Institute which avoids accusing Japan
directly. A key statement of late 2013 by the AAPC demands broadly that the

19. Financial Times, 24 September 2013, Currency manipulation should be part of trade talks.
Available from <http:/www.ft.com>. Accessed 25 October 2014.

20. See interview of Matt Blunt, president of the American Automotive Policy Council, with
Reuters. Reported in Reuters. 17 January 2013. Automakers urge U.S. fight Japan’s action to
weaken yen. Available from <www.reuters.com>. Accessed 10 November 2014.

21. AAPC. May 2013. AAPC Statement on Japan's Currency Hitting 100 Yen to the U.S. Dollar.
Available from <http://s3.amazonaws.com/assets.clients/aapc/aapc/media/906/AAPC%20
Statement%200n%20Japan%E2%80%99s%20Currency%20Hitting%20100%20Yen%20t0%20
the%20U.pdf?1368134524%20target=_blank>. Accessed 10 November 2014.
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manipulation of exchange rates by a TTP member should be prohibited in the TPP
agreement and proposes the inclusion of a text which defines currency
manipulation in terms of large-scale intervention, net accumulation of foreign
exchange reserves and prolonged current account surpluses.?? The new policy
stance brings industry demands in line with the clearly defined proposals for a
realistic currency clause in the TPP suggested by trade negotiation experts.
However, the industries’ main concern remains Japanese exchange rate policies

and yen depreciation.

The puzzle: the U.S. car makers’ unique concern with currency
manipulation

Industry specific concerns about exchange rate policies vary. Exchange rate
volatility matters more for the producers of tradable goods and services than
those of non-tradable goods (Frieden 1991). Movement of the yen vis-a-vis the
dollar affect mainly those sectors which compete strongly with Japan. However,
their policy demands regarding the TPP and currency manipulation map out quite
differently. As the following section will establish, only the automotive sector is
seriously concerned about the issue.

U.S. trade with Japan is dominated by the manufacturing sector. In 2012
manufactured goods accounted for 50 percent of total U.S. exports to Japan and
for 82 percent of total Japanese imports to the United States.2?? The principal U.S.
manufacturing sectors exporting to Japan, were chemicals, aerospace, computers
and electronics/electrical equipment, and machinery and equipment.?* The
principal Japanese manufacturing sectors importing to the United Sates were
cars and car parts, machinery and equipment, computers and electronics/electrical

22. AAPC. To Ensure a Level Playing Field, US Automakers Support the Inclusion of Strong,
Enforceable Currency Provisions in the Trans-Pacific Partnership. Available from <http:/www.
americanautocouncil.org/tpp>. Accessed 10 November 2014.

23. The trade and gross output data in this section (if not sourced otherwise) are from the
following sources: Source of Trade Data: Foreign Trade Division, U.S. Census Bureau, 'Global
Patterns of U.S. Merchandise Trade'. Available from <http://tse.export.gov/TSE/TSEHome.aspx>;
Office of the United States Trade Representative. Japan (29 April 2014). Available from < http:/
www.ustr.gov/countries-regions/japan-korea-apec/japan>; Bureau of Economic Analysis, (BEA),
U.S. Department of Commerce, Gross-Domestic-Product-(GDP)-by-Industry Data, last updated
July 25, 2014. Available from <http://www.bea.gov/industry/gdpbyind_data.htm;> ; Own
calculations. Sources accessed on 15 October 2014.

24. Sectors by North American Industry Classification System (NAICS) industry codes.
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equipment, and chemicals (see Figure 1). The trade pattern represents a typical
picture of intra-industry trade among industrial countries. Trade in the
automotive sector is heavily asymmetrical in favor of Japan.

Figure 1: Manufacturing Trade between the U.S. and Japan by Sector, 2012

Imports from Japan Exports to Japan

Aerospace
3% Other

13%
Electrical

equipment
4%

Other
37%

Chemicals
9%

Electrical
equipment \
3% Motor
vehicles, — 1
Parts Machinery
3% 7%

Source: Foreign Trade Division, U.S. Census Bureau; Bureau of Economic Analysis, (BEA), U.S.
Department of Commerce.

I systemically screened statements by their main industry associations, listed
by the U.S. Department of Commerce to measure to what degree the main U.S.
manufacturing sectors competing with Japan are concerned about currency
manipulation in their policy demands regarding TPP.?> The associations’ web
pages were searched by the key word “TPP” for postings on the TPP. The postings
were then analyzed for content and coded by nodes representing key policy
demands regarding TPP. Nodes indicative of industry demands to address
Japanese currency policies in the TPP are “Currency Manipulation” , “Market
Access” and “Focus on Japan”.?® The coding results are presented in Table 1. They

25. The web pages of the main U.S. Industry Associations listed by SelectUSA were accessed
via the SelectUSA web page on 15 November 2014: U.S. Department of Commerce: SelectUSA:
Industry Snapshots. Available from <http:/selectusa.commerce.gov/industry-snapshots>. Only
industry associations which posted statements addressing the TPP on their web pages were
included in the survey. Although the industry sectors covered by the Department of Commerce
do not match the NAICS sectoral coding used in this paper, they are broadly in concordance.

26. The nodes are: currency manipulation; market access: tariff and non-tariff trade barriers
(NTBs); focus on Japan; opposition to the TPP without Japanese action on market access; high-
quality 21* century agenda; support for TPA.
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indicate a unique concern of the U.S. car industry with the participation of Japan

in the TPP and the issue of currency manipulation.

Table 1: U.S. Manufacturing Industry Associations: Policy Statements on
the TPP (as of November 2014)

Number of TPP Statements which...

U.S. Industry
Associations
(Parentheses: No. of
Statements
addressing the TPP)

demand
addressing
Currency
Manipulation

demand
addressing
Market Access
(Tariffs, NTBs,
Regulatory Issues

focus on
Japan

demand Delay
of the TPP
until Japan
concedes
market access

demand full 21%
Century
Agenda’

(Regulatory
coherence, IPR)

support
Renewal
of TPA

Automotive

American
Automotive Policy
Council (AAPC) (90)

66

43 45

40

Motor & Equipment
Manufacturers
Association

(MEMA) (58)

19 16

Machinery & Equipment

Association of
Equipment
Manufacturers
(AEM) (14)

Association for
Manufacturing
Technology (1)

National Electrical
Manufacturers
Association
(NEMA) (12)

High Tec and Medical Technology

Advanced Medical
Technology Association
(AdvaMed) (4)

TechAmerica (4)

Chemicals

American Chemistry
Council (ACC)(6)

Society of Chemical
Manufacturers and
Affiliates(6)

Semiconductors

No Statements on the TPP

Aerospace

No Statements on the TPP
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The focus by the U.S. automotive sector on issues related to Japan when
commenting on the TPP is extraordinary. Whereas other sectors, when mention
Japan, do this mainly to point out that it is important to support the TPP as a
major project of Asia-Pacific regional trade integration, the U.S. automakers
emphasize that support for a TPP including Japan is conditional first of all on
that Japanese currency manipulation and market access to Japan are sufficiently
addressed. The AAPC, the main industry body of the U.S. car makers, posted 66
statements demanding strong and enforceable disciplines on currency
manipulation, referring either directly or indirectly to Japanese exchange rate
policies. In addition, a substantial number of 43 statements demand that Japan
opens up its domestic market to U.S. car imports by removing the fast range of
hard to specify NTBs, such as regulatory, taxation and structural barriers which
almost completely exclude U.S. cars. An equally significant number of 40
statements oppose any TPP including Japan, insisting that only later, after it has
built a multi-year track record of market opening, can Japan it be admitted to the
agreement. A 2013 petition letter, still distributed by the Chrysler Group to its
employees to be sent to Members of Congress, states the case of the Detroit Three
against TPP concisely. It reads:

“Given Japan's closed market and its unwillingness to reform, a trade
agreement will only lock in one-way trade in Japan's favor. ... We strongly oppose
completing the Trans-Pacific Partnership (TPP) with Japan at this time because:
— Japan has the most closed automotive market in the world; and
— Japan continues to manipulate its currency to unfairly subsidize Japanese
automakers."?’

The AAPC stance matches that of the other main industry association of the
U.S. automotive sector, the car components makers association MEMA, although
they put more emphasis on Japanese NTBs than on Japanese currency
manipulation. Similar to the AAPC, MEMA makes support of the TPP conditional
on the removal of these NTBs.?®

27. Chrysler Group, Petition Letter to Congress, November 2014. Available from < https:/
casemgt-cg.extra.chrysler.com/External Affairs/> . Accessed 10 November 2014.

28. MEMA mentions other broader, not directly Japan related TPP concerns, especially the
protection if Intellectual Property Rights (IPRs) and shows stronger overall support for the TP,
demanding a renewal of Trade Promotion Authority (TPA).
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The strong emphasis on Japanese currency manipulation and market opening
stands out compared to other manufacturing sectors. Other main U.S.
manufacturing sectors competing with Japan (machinery and equipment,
electrical equipment and high-tech industries, and chemicals) display a rather
different profile of policy demands when it comes to TPP. Firstly none of those
industries displays in their postings the singular focus on Japan typical for the
auto makers. Rather than linking support for TPP to an exclusion of Japan, these
sectors do not give the Japan issue much prominence, but instead show broad
support of the TPP. This is indicated by the often fielded demand for a renewal of
TPA by the Congress to assure a smooth legislative passage of a future agreement.
Furthermore, these sectors are, except for one statement by the Association for
Manufacturing Technology (AMT), not concerned about currency manipulation.
Market access to Japan matters to some degree for the machinery sector which
insists that TPP has to remove remaining tariff and non-tariff trade barriers. The
electrical and high technologies industries display similar demands, but go beyond
by strongly supporting the “high-quality, 21% century” liberalization agenda of the
TPP. They demand behind-the-border liberalization through measures such as
regulatory harmonization and coherence, transparency and strong protection of
intellectual property rights (IPRs). Their statements indicate that these industries
are true stakeholders in the proposed trade agreement. They consequently voice
support for a renewal of TPA. The chemical industry is even stronger in their
support for the TPP and TPA renewal. However, their industry’s associations put
more emphasis on traditional market opening targeting Japan and less on the 21+
century agenda, except for IPR protection. Again, currency manipulation is not an
issue. Finally, the semiconductor and aerospace industry associations do not list
any statements concerning the TPP. It seems these industries do not consider the
agreement a major policy challenge. The extraordinary preoccupation, in terms of
quantity and content, of the U.S. auto industry with Japan, and especially
Japanese currency manipulation, compared to the other manufacturing industries
competing with Japan, is puzzling. What distinguishes the competitive struggle
between the Japanese and U.S. automotive sector from other sectors to explain
this unique profile of the car industry’s policy demands? Is the U.S. car industry
specifically vulnerable to yen depreciation?
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The U.S. auto makers’ vulnerability to Japanese currency manipulation:
The limits of the OEP explanation.

OEP predicts the foreign economic policy preferences of domestic interest
groups by deducting those preferences from international economic theory. In this
section I will apply the OEP approach to see whether it can explain why it is
almost exclusively the U.S. car makers who insist on a currency clause in the TPP.
Drawing on International economic models, I will establish the industry-specific
vulnerability to yen depreciation against the U.S. dollar along the lines of OEP
analysis. Differences in vulnerability should provide solid explanations for policy
differences in industry lobbying regarding Japanese currency policies. Are the U.S.
auto makers are specifically vulnerable to an appreciation of the U.S. dollar vis-a-
vis the Japanese yen?

The base line of OEP analysis of exchange rate preferences by sectoral
interest groups draws on standard international trade economics: currency
appreciation against the currency of a major trade partner will harm a country’s
export-oriented and import competing manufacturers. Consequently, in the
tradable-goods sector, industries can be expected to prefer government policies in
international economic cooperation which result in a low and stable level of the
exchange rate.? This expectation is confirmed by the OEP finding that policies
depreciating the real exchange rate of trade partners, perceived as competitive
devaluations by export- and import-competing industries, have on aggregate
resulted in increasing protectionist policies in the affected country (Oatley 2010;
Broz and Frieden 2001). Broz and Werfel (2014) apply the general findings
generated by OEP analysis on the exchange rate-trade protectionism link to the
analysis of specific U.S. industries. They find that exchange rate vulnerability and
subsequent protectionist pressure varies by industry.?® Investigating the response
of U.S. industrial sectors to changes in the real effective exchange rate (REER) of
the U.S. dollar, the authors establish that dollar appreciation resulted in an
increased number of antidumping petitions by industries which are first of all
characterized by high exchange rate pass-through. As they explain, the response
of import competing industries to currency appreciation depends on their
international position and market structure. The position and sensitivity to

29. See Frieden1991, 1994; and Broz and Frieden 2006; Oatley, 2012, Chapter 12.
30. Broz and Werfel 2014, 394.
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exchange rate changes is moderated by three factors: exchange rate pass-through
by foreign competitors to the price of manufacturing goods sold in the United
States, import penetration of the American market relative to domestic
consumption and the degree to which an industry depends on imported
intermediate inputs.3!

Following Broz' and Werfel's framework, I will establish the vulnerability of
the six major manufacturing sectors competing with Japan to yen depreciation. It
can be assumed that industries with the highest vulnerability will most strongly
respond to Japanese yen-policies which weaken the yen with demands for
currency disciplines in the TPP. If these assumptions are correct, the U.S. car
sector should be especially vulnerable to dollar appreciation against the yen. To
rate the degree of vulnerability of the six industries to yen depreciation, I will
assess the three key variables given by Broz and Werfel: the degree of exchange
rate pass-through of a depreciation of the yen vis-a-vis the dollar to lower prices
in the U.S. market by Japanese importers; the U.S. market share, i.e. import
penetration, of Japanese industries import-competing with U.S. firms; and the
degree to which the industrial sectors make use of intermediate inputs from
Japan.

Exchange rate pass-through of yen depreciation by Japanese importers to the
U.S. can be incomplete. Depending on product type, corporate strategy, and market
structure, firms may be more concerned about profits than market share and
abstain from lowering prices in the United States in line with yen depreciation.3?
Low pass-through rates are also referred to as ‘pricing-to-market’ (PTM), a
practice which has been found to be common for specialized manufacturing
trade.?® From an U.S. import-competing industry point of view, sectors
distinguished by high pass-through should be most concerned about possible
currency manipulation by Japan, since depreciation of the yen would translate
immediately into a threat to domestic market share by Japanese importers.
Sectors with low pass-through rates should be less concerned, since yen
depreciation without matching price reductions in the U.S. will not result in a
direct threat to market share, although the Japanese competitors gain an indirect

31. Broz and Werfel 2014, 397. The following is based on Broz' and Werfel's elaboration of these
three factors.

32. See Krugman and Obstfeld 2009, 449.
33. See Ibid., 395.
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advantage in terms of increased revenues from exports to the United States.

The import penetration rate is the 