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EXECUTIVE SUMMARY

Since the early 1980s, the US has worked to persuade Japan to open its wood products market to US products
through various channels including bilateral talks, multilateral negotiations, and regional alliances. In response
Japan has reluctantly liberalized and deregulated its wood products imports through tariff reductions, building
standards revisions, and foreign product standards recognition over the last fifteen years. Although the US-Japan
trade dispute has been a widely discussed topic in general, the dispute over trade liberalization and market
deregulation of the wood products sector has been often neglected or seldom mentioned. At a time when
discussions of new multilateral trade talks are beginning within the WTO, and Japan is reevaluating its stance
toward liberalized wood products imports by initiating a preliminary investigation to the possible implementation
of a safeguard action against softwood lumber imports, it will be useful to look back and understand the process
through which the US-Japan wood products trade dispute has progressed, the outcomes it has achieved, and the
lessons that can be drawn from this experience.

The objectives of this study are 1) to describe the historical development of the US-Japan wood products trade
dispute, 2) to summarize the trade liberalization and market deregulation measures taken in Japan as aresult of
these trade negotiations, 3) to analyze the performance of US products in Japan’s mix of wood productsimports,
and 4) to conduct a preliminary evaluation of US trade liberalization and market deregul ation initiatives on Japan’s
wood products market.

HISTORICAL DEVELOPMENT OF THE US-JAPAN WOOD PRODUCTSTRADE DISPUTE

The US-Japan wood products trade dispute began in the early 1980s under the conditions of a growing US trade
deficit with Japan, the economic recession in the US, and the rel ative decline of the wood products industry in the
western US. In 1985, Japan's wood products sector was chosen as a target for the MOSS talks, mainly due to
Japan’s strong opposition to the reduction of tariffs onveneer and plywood. Both countries reached an agreement
to reduce specific wood product tariffs and to modify product standards so asto meet the requests of the US.

In spite of the trade policy changes achieved in 1985, US legislators remained dissatisfied with the growing trade
deficit with Japan and legislated the Omnibus Trade and Competitiveness Act of 1988, including the Super 301
provision. Dueto USindustry frustration with Japan’s reluctance toward continuing the MOSS process, Japan’s
wood products sector was identified as a “priority practice” under the Super 301 provision in 1989. Under the
threat of retaliation, both countries concluded the “1990 Agreement on Wood Products.” Although the Agreement
did not deal with tariff issuesdirectly, it required an overhaul of Japan’s building standards and products standards.

After the completion of Super 301 negotiations, the US wood products industry turned to a new trade issue: the
zero-for-zero initiative in the GATT Uruguay Round, by forming the Zero Tariff Coalition in cooperation with
other industrial sectors. Although several industrial sectors achieved mutual tariff elimination during the Uruguay
Round, the wood products sector failed to achieve tariff elimination primarily due to Japan’s opposition.

Following the end of the GATT negotiations in December 1993, the US continued its pressure on Japan to
eliminate tariffs on wood products. Due to Japan’s resistance, coupled with the failure of the Framework talksin
February 1994, the US revived the Super 301 provision to name Japan's wood products sector in the watch list,
forcing Japan to compromise With Japan’s promise to fully implement the 1990 Agreement and new initiatives in
Japan’s housing sector that was partly stimulated by the Kobe Earthquake disaster, the US industry finally allowed
theremoval of Japan from the Super 301 watch list in 1996.

Although the tariff elimination issue was al so discussed during the bilateral negotiations following the Super 301
revival, it was eventually transferred to the regional discussions held within APEC. While the elimination of wood
products tariffs was successfully included in the EV SL initiative, Japan refused to participate in the wood products
tariff measure citing the APEC principle of voluntarism. Finally, APEC members agreed to move the renamed
ATL initiative to the WTO, hoping to reach agreement during the Third WTO Ministerial Meeting in Seattle.
However, no progress was made on the ATL initiative, or on theinitiation of the WTO New Round.



RESULTSOF TRADE LIBERALIZATION AND MARKET DEREGULATION

The USindustry succeeded in the trade liberalization and market deregulation initiativesin Japan’s wood products
sector. Astheresult of fifteen years of negotiations, Japan reduced tariffs on wood products, changed its building
standardsfrom prescriptiveto performance-based, and recognized wood products graded in the USfor construction
use in Japan.

First, regarding tariffs, the MOSS agreement reduced tariffs on specific products including veneer and plywood,
and the Uruguay Round Agreement reduced tariffs on most wood products by approximately 30% from the applied
level in 1993. Thefinal bound rates wereimplemented in 1999following afive-year staging period. However, due
to shiftsin Japan’ s wood products imports from logsto processed products, the trade-weighted average of wood
productstariffs increased slightly during the 1985-1999 period.

Second, in 1999, Japan revised its Building Standard Law from a prescriptive to a performance-based system, as
promised in the 1990 Agreement on Wood Products and the 1996 Emergency Priority Program. Additionally,
Japan immediately implemented specific building standard measures listed in the ANNEX of the 1990 Agreement.
It is expected that the revised BSL will increase the number of 2x4 wood frame housing starts and promote the use
of imported value-added wood products for post and beam homes.

Third, Japan introduced new systems, which recognized imported wood products for construction use in Japan.
Regarding JAS, MAFFimplemented the FT O system, which permitted the use of test dataconducted byrecognized
foreign testing organizations for the mill certificationand product testing process as aresult of the MOSS
agreement. Later, in 1999, MAFF revised the JASLaw to incorporate the RCO/RFCO system which authorized
specific (foreign) certification organizations to certify (foreign) manufacturersto test their own products and
self-label them as JAS approved. At the sametime, MOC reached amutual recognition agreement with the US
industry which recognized the use of dimension lumber, M SR lumber, and finger-jointed lumber bearing the
grademark of US testing agenciesfor 2x4 wood frame construction in Japan.

These measures will surely provide easier access for foreign products, not limited tojust US products, in Japan’'s
wood products market.

EFFECTSOF TRADE LIBERALIZATION AND MARKET DEREGULATION

In spite of its success in the trade liberalization and market deregulation initiatives, the US wood products industry
has been losing market share in Japan’s imports of softwood lumber, softwood plywood, softwood veneer,
structural laminated lumber, wood doors, and wood windows. 1n some cases, the USincreased its exportsto Japan,
but exports from other countries, mostly Canada and EU, increased more rapidly than thosefrom the US, resulting
in alower market share for the US. Thistrend indicatesthat asthe US industry was negotiating trade liberalization
and market deregulation initiatives in Japan, structural changes were occurring that would adversely impact the
competitiveness of the USwood productsindustry. These structural and market changesinclude changing material
preferences in Japan toward kiln-dried products, the strength of the US dollar relative to Canadian and European
currencies, and higher transportation costs from the USto Japan than from the EU. In addition, it should be noted
that some studies indicated that other successful countries made substantial efforts to develop a better
understanding of Japanese market conditions and accommodate Japanese customers extra requirement for
products and services.

PRELIMINARY EVALUATION

The declining share of US productsin Japan’s wood products importscan be attributed to two factors: an increase
in US domestic consumption of wood products, and the reduced international competitiveness of US wood
products. First, wood products exports have become less important to the USindustry with the increasing
consumption of wood productsunder the strong economic growth of the 1990s. Second, the US industry has been
slow to develop its advantage relative to its competitors in Japan, where some market conditions, including a shift
in material preferencestoward kiln-dried products, less favorable changing exchange rates, and higher



transportation costs, have adversely impacted the competitiveness of USwood products.

If the USindustry wants to increase itswood products exports, it would be advisable for the industry to develop its
advantagesrelativetoits competitors inaddition to improving market access. |mportant factorsfor successinclude
developing a better understanding of the market, making stronger efforts to match product offerings with changing
customer preferences, accommodating customers' extra requirements for products and services, improving product
quality, and offering competitive prices. Additionally, the US industry may wish to reconsider their export
strategies in response to increasing domestic consumption and constrained resource availability and the impact of
these factors on their ability to commit tolong-term relationships with their foreign customers.

At thistime, it istoo early to reach afina conclusion regarding the competitiveness of the US wood products
industry. Given Japan’s changing market conditions, new opportunitiescould emerge for the US wood products
industry to further penetrate Japan’s import market. Inthat case, future successis dependent upon the US
industry’s efforts to devel op its advantages relative to their competitors.
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1 INTRODUCTION

Japan has historically been the largest importer of USwood products. Although Japan’simportance to the US
wood productsindustry is declining with the diversification of US exporting partners, the rapid increasein US
domestic demand, and the loss of US market share to other foreign countries, Japan’s share in US wood
products exportsin value was still 26% in 1999 (USDA FAS 2000).

Since the early 1980s, the US has worked to persuade Japan to open its wood products market to US products
through various channels including bilateral talks, multilateral negotiations, and regional alliances. In
response, Japan hasreluctantly liberalizedand deregul ated itswood productsimportsthrough tariff reductions,
building standards revisions, and foreign product standards recognition over the last fifteen years.

Although the US-Japan trade dispute, in general, has been a widely discussed topic, the dispute over trade
liberalization and market deregulation of the wood products sector has often been neglected or seldom
mentioned, while attention has been focused on the major industrial sectors, such as automobiles,
semiconductors, and agricultural products. In the US, there has been no consistent study describing the
historical development of the US-Japan wood products trade dispute. At a time when discussions regarding
theinitiation of new multilateral trade talks are beginning to occur within the WTO, and Japan isreevaluating
its stance toward liberalized wood products imports by initiating an preliminary investigation to the possible
implementation of a safeguard action against softwood lumber imports, it will be useful to look back and
understand the process through which the US-Japan wood products trade dispute has progressed, the outcomes
it hasachieved, and the lessons that can be drawn from this experience.

The objectives of this study are the following:

To describe the historical development of the US-Japan wood products trade dispute,

To summarize the trade liberalization and market deregulation measures taken in Japan as aresult of
these trade negotiations,

To analyze the performance of US products in Japan’ smix of wood products imports, and

To conduct a preliminary evaluation of US trade liberalization and market deregulation initiatives on
Japan’ swood products market.

It should be noted that this study does not intend to conduct acomprehensive competitive assessment of theUS
wood products industry in Japan. Rather, it provides a historical perspective on the UStrade liberalization and
market deregulation initiatives, intending to derive some policy implications.

Theremainder of this paper isorganized asfollows: Chapter Twosummarizesthe economic background in the
US during the early 1980s, and then follows the historical development of the US-Japan wood products trade
dispute from the early 1980s to 1999, dividing the dispute into five periods: 1) 1983-1986: the
Market-Oriented Sector-Selective talks (MOSS); 2) 1989-1990: Super 301 phase |; 3) 1986-1994: the
Zero-For-Zero Initiative in the Uruguay Round; 4) 1994-1996: Super 301 phase I1; and 5) 1997-1999: the
Early Voluntary Sectoral Liberalization (EVSL)/Accelerated Tariff Liberalization (ATL) initiative. Chapter
Three summarizes the measures taken in Japan as a result of the US trade liberalization and market
deregulationinitiatives, including tariff reductions, building standards revisions, andforeign product standards
recognition. Chapter Four analyzes the performance of US wood products in Japan’s mix of wood products
imports during the period of the disputes and thereafter, primarily by using market share as a proxy for the US
industry’s competitiveness. Finally, Chapter Five provides a preliminary evaluation of the US trade
liberalization and market deregulation initiatives on Japan’s wood products market, based upon the earlier
discussions.






2 HISTORICAL DEVELOPMENT OF THEUS-JAPAN WOOD PRODUCTS TRADE DISPUTE

Since the early 1980s, the US government has consistently pressured Japan to open its wood products market
to foreign suppliers, responding to pressure from the wood products industry in the US. Although US trade
liberalization initiatives targeting Japan probably date back to the time when the US imposed log export
restrictions on western federal lands in 1968, a move which drove the US industry to expand exports of
softwood lumber and plywood (Boston Consulting Group 1968: 1), the pressure for trade liberalization
intensified after 1980 with the accumulation of the large US trade deficit with Japan. This section will be
covered in two parts. First, the economic background in the US during the early 1980s will be explained.
Second, the historical development of the US-Japan wood products trade dispute will be explained, breaking it
into five periods: 1) 1983-1986: the MOSS taks; 2) 1989-1990: Super 301 phase I; 3) 1986-1994: the
Zero-For-Zero Initiative in the Uruguay Round; 4) 1994-1996: Super 301 phase I1; and 5) 1997-1999: the
EVSL/ATL initiatives.

2.1 ECONOMIC BACKGROUND IN THEUS

US Economy

In the early 1980s, pressure for protectionism was gaining momentumin US politics. Although the US had
been strongly promoting the concept of free trade under the General Agreement on Tariffs and Trade (GATT)
regime since the end of World War |1, the situation surroundingthe UStrade policy had begun to changein the
early 1970s toward aregulative trade policy. Thischangein policy direction can be attributed to a variety of
factors including the increased exposure of the US economy to international trade, the relative declinein the
competitiveness of US industry, the rise of new competitorsin East Asia, the worsening of “stagflation” and
the resultant slow economic growth, the high unemployment and price increases, the move from fixed to
floating exchange rates, and the emergence of atripolar economic world (Destler 1992: 44). These changes
undermined the competitive position of the US industry in the world economy and focused US attention on the
unfair trade practicesimplemented by other countries, especially Japan.

Japan’s trade surplus with the US in the 1970s became an important issue in US trade policy. Given the
changesin the US economy discussed above, the US trade deficit began to increase rapidly inthe late 1970s as
aresult of adecreasein exportsand anincreaseinimports (Figure 1). 1n 1980, thetrade deficit was $26 billion,
41% of which was incurred through trade with Japan. Although the US trade deficit was partly areflection of
US asset salesto foreign countries stimulated by the low level of domestic savings (Krugman 1997: 47), it was
generally perceived as evidence of unfair trade practices by foreign countries. Accordingly, the US began to
assert that Japan wasexporting productstoo aggressively with government assistance whilelimiting imports of
foreign goods through a combination of both tariff and non-tariff barriers.

Although many industry and labor |eaders argued for the imposition of import restrictions to offset unfair trade
practices, the final regulations were often implemented as “voluntary export restraints,” or VER (quotas on
trade imposed from the exporting country’s side instead of the importers) because the imposition of import
restrictions would have violated the GATT principle of free trade. The most notable example is the VER
imposed on Japanese automobile exports to the USin 1981. The first agreement in 1981 limited Japanese
automobile exportsto the US to 1.68 million units. In 1984, it was revised to allow 1.85 million unitsin both
1984 and 1985 before it was terminated in 1985 (Krugman and Obstfeld 2000: 204). This protectionist
sentiment was later deflected toward* pro-trade” initiatives under the new trade policy stance adopted by the
Reagan Administration.
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Figurel. USTradeD¢ficit, 1976-1998.
Source: United States (1981-2000).

US Wood Products I ndustry

For the US wood products industry, the early 1980s was a hard time. 1n 1980, the Federal Reserve Bank began
to reduce the money supply to attack inflation which had begun to rise in the late 1970s, partly due to the Qil
Shocks. Asaresult, economic activity began to decline, displaying zero percent growth in 1980 and sliding to
negative growth by 1982. At the same time, the bank prime interest rate skyrocketed to as high as 19% in
1981. Due to the economic slowdown and high mortgage interest rates, the number of new housing starts
decreased by 47%, from 2.0 million unitsin 1978 to 1.1 million unitsin 1982. This devastated the domestic
demand for wood products. Lumber consumption during this period decreased by 26%, from 44 billion board
feet (bbf) to 32.4 bbf.

Hardest hit by this economic slowdown was the western softwood lumber industry. While total US softwood
lumber production decreased by 25%, from 32.1 bbf in 1978 to 23.8 bbf in 1982, production in the West
declined by 34% from 20.8 bbf to 13.7 bbf. Similarly, employment in the western wood products industry
during this period declined by 30%, from 257,000 jobs to 179,000 jobs, devastating the regional economy
(WWPA 1979, 1983). In contrast, softwood lumber production in the South declined only marginally. Asa
result, the share of the West in total US softwood lumber production declined from 65% to 58%, while the
Southern share increased from 29% to 37% during the period 1978-1982 (Figure 2).

This decline of the western industry can be partly attributed to the overbidding of national forest timber during
the period 1979-1981. Under the optimistic projection of wood demand described in the 1979 timber
assessment report and the relatively short supply of timber in the West, western mill-owners dependent upon
national forests, rushed to secure their timber supply. This overbidding of federal timber resulted in a
skyrocketing of timber pricesat arate exceeding 20% per annum over theperiod 1979-1981. Unfortunately, as
wood demand declined with the drop in the number of new housing starts, both timber pricesand lumber prices
fell sharply. Thisboom-and-bust movement of timber prices forced many small lumber millsinto default, as
they found themselvesunableto process high priced timber profitably. Responding tothesituationinthe West,
the Forest Service allowed the extension of timber contracts severa times. Finally, in October 1984, the
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Federal Timber Contract Payment Modifications Act of 1984 (FTCPMA) was signed by President Reagan.
The FTCPMA permitted qualifying federal timber contract holders to be cleared of their liabilities upon
payment of abuyout fee, a process that saved many wood products firms from bankruptcy (Mattey 1990).
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Figure2.  US Softwood Lumber Production by Region, 1970-1999.
Source: WWPA (1975-1999); AF& PA (2000).

In addition to the relative decline of the western industry, the volume of Canadian softwood lumber exports
into the US was rapidly increasing. The appreciation of the US dollar caused by asset salesto foreign buyers,
coupled with favorable stumpage pricesand lower processing costs in Canada, provided Canadian producers
an opportunity to further penetrate the US softwood lumber market (Adams et a. 1986). By 1982, the
Canadian share of the US softwood lumber market reached 28%. Accordingly, the Northwest Independent
Forest Manufacturers, a coalition of Pacific Northwest softwood lumber manufacturers, alleged that
subsidized Canadian lumber imports were a major cause of unemployment in the Pacific Northwest sawmill
industry. This complaint marked the beginning of the ongoing Canada-US dispute in softwood lumber trade
(Fukuda 2001).

From this discussion, it is reasonable to conclude that the slowdown of the western US wood products industry
as a result of the economic recession and the timber contract defaults, coupled with the protectionist
atmosphere in the US towards Japan's alleged unfair trade practices, encouraged the US wood products
industry to look to further open Japan’s wood products market.

2.2 MOSSTALKS: 1983-1986.

In response to the continued US demand for increased market access, the Japanese Governrrent introduced a
series of economic “packages,” which contained a wide range of economic measures. In December 1981, the
first package, called “taigai-keizai-taisaku” (the international economic measures), was announced. This
package consisted of five major actions, including market-opening measures, import promotion, export
restraint, industrial cooperation, and development assistance. Among these actions, the most important
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measure was atariff reductionin April of 1982 that accelerated by two years the eight-year reduction schedule
agreed to in the Tokyo Round of Multilateral Trade Negotiations (MTN) for all bound products, including
wood products (Nihon Keizai Shinbun 1981; Kawada 1986: 26-32).

In 1983, the National Forest Products Association (NFPA), the largest association of wood products
manufacturers in the US, identified the reduction of high Japanese tariffs on hardwood and softwood veneer,
softwood plywood and particleboard as its key trade priority for the year (NFPA 1983a). These four wood
products were selected for primary consideration because the NFPA believed that exports of these products
were hindered by high tariffs in Japan (NFPA 1983b). This allegation was reinforced by the fact that Japan
imported a huge volume of logs from the US without imposing tariffs. The NFPA charged that Japan’s tariff
structure for wood products exhibited atrend of “tariff escalation,” that is, lower tariffs were applied on raw
materials (logs, chips) with higher tariffs being applied on processed products. The NFPA lobbied the US
Congress, sent missions to Japan, and distributed a brochure describing the benefits of tariff elimination for
Japanese consumers titled “ Eliminating Japanese Tariffs on Processed Wood Products: Twenty Relevant
Questions and Answers.” Accordingly, this initiative gained momentum among the Office of the US Trade
Representative (USTR), Department of Agriculture (USDA), Department of Commerce, State Department,
and White House (NFPA 1983c). However, the Japanese Government and Japan’s wood products industry
strongly resisted the idea of further tariff reductions, rejecting the call for wood products to be included in the
economic packages.

In October 1983, the Japanese Government introduced its fourth economic package, called
“sogo-keizai-taisaku’ (the comprehensive economic measures) that included domestic demand expansion,
market-access revisions, import promotion, encouragement of capital inflow, promotion of international yen
transactions, liberalization of financial markets, and increased international cooperation (JEI 1983a; Kawada
1986: 26-32). Although the market-access revisions included atariff reduction for particleboard from 13.1%
to 12%, US trade negotiators continued to be frustrated by Japan’s reluctance to address a number of tariff
issuesincluding the high duties on plywood and veneer (JEI 1983b).

In April 1984, President Reagan stopped in Tacoma, Washington on his way to China to demonstrate the
Administration’sstrong interest in promoting the expansion of wood products trade with Pacific Rim countries
(NFPA 1984). Although President Reagan’s visit encouraged the wood products industry, Japan’s fifth
economic package, introduced in the same month and called *“taigai-keizai-taisaku’ (the international
economic measures), was disappointing for the US industry. In spite of strong lobbying by the US, wood
products were again excluded from the list of 76 products identified for tariff reduction or elimination. The
chief US trade negotiator labeled Japan’s continued unwillingness to reduce the high duties on plywood,
veneer and particleboardas” particularly disappointing” (JEI 1984). Inresponseto the strong frustrationof the
wood products industry, Vice President Bush visited Japan the following month to explain that the new
economic package, without the inclusion of wood products, was unsatisfactory to the US (NFPA 1984).

In January 1985, President Reagan and Prime Minister Nakasone initiated the Market-Oriented
Sector-Selective (MOSS) talks. The MOSS talks were designed to deal with all identified trade barriers within
specific Japanese industries where US firms were competitive in the international market, but had achieved
relatively poor resultsin exporting to Japan, rather thanindividually target specifict rade barriers (Cohen 1998:
27). On this basis, four industry sectors were selected for the MOSS talks: 1) telecommunications, 2)
microel ectronics, 3) medical equipment and pharmaceuticals, and 4) forest products including wood and paper
products. Initially, the Japanese Government strongly resisted the inclusion of wood products tariffs in the
agenda. In contrast, negotiations on the technical standards for lumber and plywood progressed relatively
smoothly (NFPA 1985a). In April, the Japanese Government announced the seventh economic package
“taigaikeizai-taisaku’ (the international economic measures), covering a wide range of market access
measures including tariff reductions for wood products. The announcement stated that the Japanese
Government waswilling to“ consider” tariff cutson plywood, veneer and particleboard, contingent upon anew
program to revitalize the Japanese wood products industry (JEI 1985). At this point, tariffs on plywood had
become a sensitive political issue in Japan, but this revitalization program succeeded in deflecting, at least
partly, the industry’s opposition through the appropriation of new budget funds (Ando 1992: 249). Later, in



July, the new revitalization program was introduced as“ shinrin, ringyo, mokuzai-sangyo k atsuryoku kaifuku 5
nen keikaku (5-year revitalization program for forest, forestry, and wood products industry),” consisting of 50
billion yen in subsidies and 100 billion yen in loan programs. It wasdesignated to stimulate demand for wood,
promote restructuring of the wood products industry, and provide assistance for forestry operation including
thinning and road building (Rinsan Gyosei Kenkyu-kai 1986: 64-69).

In July 1985, the Japanese Government introduced a comprehensive three-year foreign economic policy,
called “shijo-kaiho-kodo-keikaku” (market opening action program), which covered six areas: tariffs, import
restrictions, standards and certification procedures, government procurement, financial market liberalization,
and services (Kawada 1986: 26-32). Asfor thetariffs on wood products, the program clearly stated that “as
regards to the reduction of tariff rates on softwood and hardwood plywood and other panel products, the
Government of Japan shall implement the reduction as of April 1987° (NFPA 1985b). However, the US
continued to push Japan to clarify the extent of the tariff reductions.

Finally, in January 1986, the two countries reached an agreement through the MOSS talksttitled the “ US-Japan
Joint Report on Sectoral Discussions.” The details of the agreement on wood products tariffs and non-tariff
issues were as follows (for the text of the Report, see Appendix A):

Tariffs

Tariff reductions for veneer, plywood, reconstituted board, unfinished pine lumber, fiber building
board, finished lumber, laminated lumber, and wooden beadings & moldings from April 1987 (See
Table1).

Non-tariff issues

Implementation of the necessary tests in order to adopt lodgepole pine and ponderosa pine as
materialsfor structural laminated lumber.

Discussion of possiblejoint promotional activities to expand wood products demand in Japan.

Commencement of tests to establish product standards for structural panel products including OSB
and waferboard.

Admission of representatives of foreign interests as members to the agricultural and forest standard
committee.

Institutionalization of the process for designating “ Foreign Testing Organizations.”
Review of fire and building codes.

The Agreement also stated that each sectoral group would continue to meet in order to eview the
implementation of the agreements.

It should be noted that thetariff reductions covered pinelumber and finished lumber in addition to the products
of interest to the US: plywood, veneer, and other panel products. This is because the Japanese Government
considered tariff reduction requests by Indonesia, Canada, and New Zealand, aswell asthe US. In particular,
Indonesia had been insisting that Japan reduce the tariffs on hardwood plywood, which were higher than those
on softwood plywood, largely because the Indonesian plywood industry was anxious for new markets
following the imposition of the log export ban in Indonesia in 1985 (Rinsan Gyosei Kenkyu-kai 1986: 60).
The MOSS agreement promised to equalize tariffs on softwood plywood and hardwood plywood by April
1988. Similarly, Canadahad requested that Japan reducetariffson veneer, surface-worked plywood, softwood
plywood, finished lumber of SPF species, and laminated lumber in March 1985 (Rinsan Gyosei Kenkyu-kai
1987: 55-56). All of these products were included in the tariff reduction measure contained in the MOSS
agreement.

During the course of negotiations, both countries agreed to devel op ademonstration wood structure to promote
increased wood utilization in Japan. In May 1986, the “Summit House,” athree -story multipurpose structure
incorporating the latest US wood frame construction techniques and products, was built asamodel buildingin



Tokyo. The Summit House served as a center for US wood promotion activities in Japan for three years
(NFPA 19863).

Tablel. Japan'sWood Products Tariff Reduction in the M OSS Agreement.

Product Description Tariff Reductions
Jan. 1986 Apr.1987 Apr. 1988
Veneer (for plywood) 150 50 5.0
Veneer (others) 15.0 5.0 5.0
Plywood (processed) 16.3 125 100
Plywood (softwood, not |ess than 6mm) 15.0 125 10.0
Plywood (hardwood, |ess than 3mm) 200 175 150
Plywood (hardwood, 3-6mm) 20.0 175 150
Plywood (hardwood, 6-12mm) 170 135 100
Plywood (hardwood, not less than 12mm) 17.0 135 10.0
Reconstituted Wood 120 80 80
Unfinished Pine Lumber 7.0 48 48
Fiber Building Board 5.2 35 35
Finished Lumber (SPF, larch) 100 80 80
Laminated L umber 20.0 15.0 150
Wooden Beadings & Mouldings 7.2 48 48

The response of the US industry to the MOSS Agreement was mixed. Although the American Plywood
Association (APA) was dissatisfied with the results as “too little and far too long delayed” and “of no
significant benefit to the plywood industry,” the NFPA expressed satisfaction with theagreement asa“ positive
development.” The NFPA estimated that the tariff reduction, coupled with the product standard revisions and
increased domestic demand, could result in a $100 to $150 million increase in US wood products exports to
Japan annually, with more than half of the increase expected to come from veneer exports (NFPA 1986b).

2.3 SUPER 301 PHASE I: 1989-1990

During the MOSS talks, the US altered the focus of itsforeign trade policy. On September 22, 1985, the Plaza
Agreement was implemented, effectively depreciating the US dollar relative to other currencies. On the
following day, President Reagan gave a"“ freetrade” speech at the White House, emphasizing his determination
to fight for the rights of American producersin foreign markets by aggressively employing Section 301 of the
1974 Trade Act, signaling a new “pro-trade” policy. Section 301, titled the “ Enforcement of United States
Rights under Trade Agreements and Response to Certain Foreign Trade Practices,” provides for retaliatory
actions against foreign countries that unjustifiably burden or restrict US commerce or deny US rights under
trade agreements. Under Section 301, the US can suspend or withdraw trade agreements, or impose retaliatory
tariffs or quotas (Lash 1998). Since theintroduction of Section 301 in 1974, only two of the 48 petitions filed
by private firms had resulted in retaliatory actions. However, in September 1985, the USTR self-initiated
(without an industry petition) three Section 301 investigations, marking a substantial departure from its earlier
passive stance (Destler 1992: 126).

Mainly dueto the strong yen resulting from the Plaza Agreement, Japan’'simports of US wood products began
toincrease. Asthe exchange rate appreciated from 238 yen/$1 USD in 1985 to 145 yen/$1 USD in 1987, US
exports of wood products into Japan increased from $1.1 billion to $1.8 billion (Figure 3). However, most of
thisincrease can be attributed to increased exports of logs and lumber, rather than processed wood products.
Contrary to the NFPA expectation, Japanese imports of veneer and structural panel products increased only
marginaly.
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Figure3.  USSolid Wood Product Exportsto Japan by Product, 1982-1999.
Source: USDA FAS(1995-2000).

Although the US pushed for further liberalization of wood products trade by continuing the MOSS process as
provided in the 1985 agreement, the Japanese Government resisted. Inthe MOSS wood products trade talks
held in August 1988, the US proposed a continued commitment to the MOSS process, but the Japanese
negotiators were noncommittal, saying only that they would* consider” this proposal (NFPA 1988a).

Despite the trade policy changes enacted by the Reagan Administration, USlegislators remained dissatisfied
with Japan’s huge trade surplus, insisting that the US should take stronger actions. Then, after four years of
negotiations, President Reagan finally signed the Omnibus Trade and Competitiveness Act of 1988 into law in
August 1988. The Act amended Section 301 of the 1974 Trade Act in two important ways. First, the authority
to determine whether foreign trade practices were unfair and to decide upon specific retaliatory action was
transferred from the President to the USTR, whose office was more aggressive in pursuing market-opening
policies. Second, the USTR was required to identify specific countries and practices for investigation and
negotiation (‘priority countries” and “priority practices”) based upon the annual report on foreign trade
barriers, and impose retaliatory actionsif negotiations failed, during the period 1989-1990. (In the case of the
year 1989, the USTR had to identify priority countries and practices by May 31). This second provision is
commonly referred to as* Super 301" (Destler 1992: 132).

In March 1989, the NFPA asked the USTR to target Japan's barriers to US wood products for trade
liberalization under the Super 301 process. The NFPA identified a variety of practices in Japan’s wood
products sector as unfairly restricting trade, including tariff escalation, tariff misclassification, counter
liberalization subsidies, subsidies, discriminatory standards and building code restrictions, unfair competition
and tolerance of cartels, high distribution costs, and discriminatory government procurement practices (NFPA
1989).

In April 1989, the USTR released the annual “National Trade Estimate Report on Foreign Trade Barriers.”
The report targeted Japan’s wood products sector, stating “Japan’s tariffs on and misclassification of wood
products as well asitsbuilding codes and product standards that favor other non-wood construction materials
continue to dampen the demand for wood in general including many competitive US wood products. Industry



claims of government assistance, Fair Competition Codes, toleration of anticompetitive practices, counter
liberalization measure, Japanese government procurement policies and unnecessarily restrictive building and
fire codesinhibit US exports of wood productsto Japan.” The report continued, stating “ Despite repeated US
requests for consultations on further wood and paper product tariff reductions under the market-oriented,
sector-selective (MOSS) framework, Japan has stated further talks are not necessary” (USTR 1989: 98).

In May 1989, the USTR identified six specific “priority practices” in three “priority countries” under the Super
301 process, including the following:

Technical barriersto trade in the wood products sector in Japan, which impose unnecessary obstacles
to imports.

Exclusionary government procurement practices in the satellite and supercomputer sectors in Japan
which bar foreign suppliers.

Quantitative import restrictions, including import bans and restrictive licensing, imposed in Brazil.
Trade-related investment measuresin Indiathat prohibit or burden foreign investment.
Closure of India’sinsurance market to foreign insurance companies (NFPA 1989b).

Regarding the priority practices of Japan’s wood products sector, the USTR explained, “ Access to Japan’s
market for forest products is impeded by a variety of tariff and non-tariff measures, including technical
standards which favor Japanese producers. These practices include wood grading requirements which
discriminate against US wood products as well as a variety of testing standards which impede US exports”
(NFPA 1989b). The NFPA estimated that if the practices cited in the Super 301 decision were eliminated or
substantially reduced, US exports of processed wood products to Japan could increase by as much as $1.2
billion annually (NFPA 1989c)

The determination of these priority countries and practices was a compromise between domestic interests
pressing the administration to implement the law fully and vigorously and foreign interests concerned about
the law’s negative effects on foreign relationships. Although Japan was the main target of the Super 301
process, the US administration, being sensitive to Japan’s concern about being identified as the only unfair
country, ultimately named two other countries: Brazil and India. In addition, the administration targeted
explicit trade barriers (e.g., exclusionary government procurement practices and technical barriers) that could
be easily changed through the governmental actions, rather than structural barriers, which were deeply
embedded in Japan’s culture and economic structure (Ahearn et a. 1990: 10-19). Japan’s structural barriers
(such as the extended distribution system and anti-competitive practices) were left to be dealt with in a new
round of bilateral trade negotiations, the “US-Japan Structural |mpediments Initiative (SI1) talks”, which were
proposed on the same day as the priority country announcement. The S| talks, initiated in September 1989,
dealt with six structural issues, including 1) savings and investment patterns, 2) land policy, 3) the distribution
system, 4) exclusionary business practices, 5) keiretsu relationships, and 6) pricing. It should be noted that the
agendafor the S| talksal soincluded adiscussion of the structural problemswithin the US economy, including
the large budget deficits, because Japan insisted on equal treatment for both countries (Sato 1991: 171-198).

In response to the announcement of the priority countries, the Japanese Government initially refused to
negotiate under the threat of possibleretaliations, but later agreed to hold bilateral talks on the three identified
sectorson the condition that thetalkswereirrelevant to the Super 301 process (NFPA 1989d). Negotiationson
the wood products sector began in September 1989 under the framework of the existing US-Japan Trade
Committee. Although the USTR's initial announcement named only technical standards, both countries
agreed to a broader agenda including tariffs, tariff misclassification, technical standards, and building codes
(NFPA 1989¢). After aseriesof intensive monthly meetings, both countries reached afinal agreement on the
wood products issues in April 1990, a month before the next scheduled announcement of priority countries
under the Super 301 process (NFPA 1990a). Given the successful completion of negotiations in the other
sectors, coupled with an announcement of the interim report on the Sl1 talksin April, the USTR decided not to
name Japan as a priority country in 1990. Later in June 1990, the “1990 Agreement on Wood Products” was
announced. (For the text of the 1990 Agreement, see Appendix B).
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The 1990 Agreement addressed six specific issues: 1) tariffs, 2) building standards, 3) Japanese Agricultural
Standards (JAS), 4) the classification of laminated wood products, 5) the establishment of a wood products
subcommittee, and 6) subsidies. First, it stated that the Japanese Government would adopt a positive stancein
the Uruguay Round negotiations regarding tariff reduction/elimination for the following specified wood
products: sawn wood, veneer sheets, continuously shaped wood, particleboard, fiberboard, plywood, builders’
joinery and carpentry, and others. Further, it specified that the tariff reduction would be “at least as ambitious
asthat achieved inthe Tokyo Round,” the same expression contained in the commitments madein the Uruguay
Round Mid-Term Review of April 1989.

Second, as for building standards, the 1990 Agreement called for a change from prescriptive to
performance-based standards and an open and expeditious recognition of new products and building systems.
The proposed revision of the building standards is the most prominent issue in the 1990 Agreement,
differentiating it from the MOSS report, which only mentioned, “review of fire and building codes to identify
possible measures which could stimul ate greater use of wood and wood panel products.” The 1990 Agreement
identified prescriptive standards that specified the physical properties of structural materials, rather than their
performance characteristics, asfactors discouraging wood products usein Japan.

Third, regarding JAS, the 1990 Agreement required simplification of the certification process (including the
Foreign Testing Organization (FTO) system), adoption and revision of the JAS standards with respect to OSB,
machine stress rated (M SR) lumber, and nails, recognition of test data provided by foreign testing methods as
equivalent to those in the JAS standards, and the establishment of a JAS Technical Committee.

Fourth, the 1990 Agreement reclassified structural |aminated wood products, including glulam and structural
LVL, from HS 4412 with a 15-20% tariff to“builder’s joinery and carpentry,” HS 4418.90, with a 3.9% tariff.
Fifth, the 1990 Agreement established a “Wood Products Subcommittee” under the US-Japan Trade
Committee to meet biannually and review the implementation of the measures specified in the Agreement.
Finally, the 1990 Agreement stated that all subsidies should be consistent with GATT provisions and OECD
guidelines. Thisfinal statement reflected the US industry’s concerns about Japan’s subsidiesto the domestic
wood products industry, in particular the revitalization program established to counteract the tariff reductions
enacted during the MOSS talks (USTR 1991: 123). The USTR estimated that US wood product exports to
Japan would increase by more than $1 billion as aresult of the 1990 Agreement (NFPA 1990a).

2.4 ZERO-FOR-ZERO INITIATIVEIN THE URUGUAY ROUND: 1986-1994

The Uruguay Round of trade negotiations under the GATT was launched at Punta del Este, Uruguay in
September 1986. The new round had been proposed by the US in 1982 to moderate domestic protectionist
pressure caused by the mounting US trade deficit, to enhance access to foreign markets for US industries, and
to reverse the declining support for the multilateral trading system in the world (Schott 1994: 4). Initialy, the
deadlinefor the negotiationswas set for December 1990, althoughit waslater postponed until December 1993.

During the Uruguay Round negotiations, the US wood products industry strongly advocated the elimination of
tariffs on wood products. The “US Wood Products Industry Position on Multilateral and Bilateral Trade
Negotiations,” issued during the early stages of the negotiations, stated ten principles for trade negotiations.
Regarding tariff elimination, it declared “ That all major developed countries shall have zero tariffs on all wood
products, regardless of the level of processing” (NFPA 1988Db).

At the midterm review of the Uruguay Round in April 1989, the ministerial agreement called for “overall
reductions at | east as ambitious as that achieved by the formula participantsin the Tokyo Round,” meaning an
average one-third cut in tariffs (Schott 1994: 60). In March 1990, the US proposed a program of tariff cutsin
the Uruguay Round, which included duty-free access to the US market for wood products and paper, chemical
products, steel, aluminum, construction equipment, lift trucks, bicycle parts, electronic products, furniture, and
toys and dolls, contingent upon the same duty-free treatment by al GATT participants (NFPA 1990b).

Subsequently, astheinitial deadlinefor the Uruguay Round approached, the USwood productsindustry began
enthusiastically lobbying for the tariff elimination initiative, probably because the completion of Super 301
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talkswith Japan in April 1990 enabled the industry to redirect its efforts towards a new trade issue. However,
by October 1990 there had been little interest in the US tariff elimination proposal displayed by the other
foreign negotiators (NFPA 1990c).

In order to ensure a higher level of priority and signal support for the US trade negotiator's zero tariff position,
several US industry associations and companies formed a lobbying organization, named “Zero Tariff
Cadlition.” The industrial sectors which joined the coalition included aluminum, beer, construction
equipment, copper, diesel engines, furniture, gas turbine engines, lead, lift trucks, paper, semi-conductors,
toys, and wood products (NFPA 1990c). As for the wood products industry, over seventy-five major wood
products companies and nineteen wood products associations, representing more than seven thousand
companies, joined the coalition to support the US zero-for-zero tariff initiative. At the Zero Tariff Coalition
press conference, the NFPA International Trade Council Chairman advocated the initiative based upon the
recognition of the US wood products industry as “state of the art manufacturing industries” with strong
competitiveness, and mentioned that the success of the initiative could mean a two to four billion dollar
increase in annual export sales, and the creation of an additional twenty to forty thousand jobs within the US
wood products industry (NFPA 1990d).

In December 1990, theinitial deadline for the GATT negotiations, the Uruguay Round was suspended, mainly
due to the disagreement between the US and the EC regarding the final agricultural proposal. In July 1991 at
the G-7 Economic Summit in London, in an effort to resume the stalled negotiations, the leaders of the seven
major industrialized countries stated that they would seek “ in particular, to cut tariff peaks for some products
while moving to zero tariffs for others, as part of a substantial reduction of tariffs andparallel action against
non-tariff barriers” The NFPA welcomed this statement as a formal recognition of the zero-for-zero tariff
initiative (NFPA 1991a). Following the Blair House Agreement on Agriculture between the US andthe EC in
November 1992, the disagreements between the two countries began to be resolved. In July 1993 at the Quad
Trade Ministerial Meeting in Tokyo, the four major countries (Canada, the EC, Japan, and the US) agreed to
the elimination of tariffs on pharmaceuticals, construction equipment, medical equipment, steel, beer,
furniture, agricultural machines, and spirits, as a result of the efforts by the Zero Tariff Coalition. Although
Canada and the US urged Japan to support the zero tariff initiative for wood products, Japan expressed
difficulty with the wood products tariff elimination (Rinsan Gyosei Kenkyu-ka 1993 73-77).

As the final deadline for the negotiations approached, the US wood products industry began to push the
Clinton Administration to make progress on the zero tariff initiative, frustrated by the exclusion of wood
products from the Quad agreement. The President of the American Forest and Paper Association (AF&PA,
renamed from the NFPA) and 120 member CEOs sent a letter to President Clinton and his trade advisors,
strongly insisting that* Any Uruguay Round package which does not include zero tariff coverage for wood and
paper would mean that an industry that is globally competitive today would be rendered permanently,
structurally disadvantaged as aresult of atrade policy decision by the US government” (AF&PA 1993a).

Finally, in December 1993, the 117 member countries of the GATT reached a final agreement. As for
“zero-for-zero” commitments, tariffs on pharmaceuticals (subject to immediate elimination), construction
equipment, distilled spirits, certain furniture, medical equipment, steel, agricultural equipment (subject to a
phase-in period of five years), beer (subject to a phase-in period of eight years), and toys and paper (subject to
aphase-in period of ten years) were eliminated (Schott 1994: 6 2). In spite of the USindustry effortsto achieve
tariff elimination for wood products, agreement was not reached, primarily due to Japan’s opposition. The
President of the AF& PA expressed frustration with Japan’s resistance, stating, “We are very disappointed that
Japan refused to agree with the consensus among the major devel oped countriesto eliminateall tariffson wood
products. Failureto reach agreement on thisissue deprivesthe US forest productsindustry of the bulk of the
benefits we had expected to derive from the round and underscores the global impact of Japanese
protectionism. It also denies Japanese consumers any relief from high housing costs, and does nothing to stop
Japan’s growing trade surplus with the United States and the rest of the world” (AF&PA 1993b).

In fact, Japan offered to reduce tariffs for wood products by approximately 50% from the pre-Uruguay Round
level (1986), and by approximately 30% from the applied level at that time (1993). Wood products whose
tariffs were reduced included lumber, plywood, veneer, particleboard, fiberboard, and laminated lumber
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(Rinsan Gyosei Kenkyu-kai 1994: 74) (Table 2). These products covered all of the products specified by the
US in the 1990 Agreement on Wood Products. In comparison, the fina offers for wood products tariff
reduction by the EC, the US, and Canada were 44%, 44%, and 37% (from the pre-Uruguay Round level)
respectively (Rinsan-Gyosei Kenkyu-kai 1994: 77). (However, the comparable average of final tariff ratesfor
each country is unavailable).

Table2. Japan’sWood Products Tariff Reductionsin the Uruguay Round Agreement.

Description Tariff Reductions
Pre-UR 1994 1999
Lumber (SPF, planed) 100 80 4.8
Lumber (pine, not planed) 6.0 48 48
Lumber (spruce and fir, not planed) 6.0 6.0 48
Lumber (larch, planed) 10.0 80 6.0
Lumber (larch, not planed) 100 100 6.0
Lumber (diptero carpace) 10.0 10.0 6.0
Veneer (softwood) 150 5.0 5.0
Veneer (tropical wood) 150 50 50
Veneer (other hardwood) 15.0 5.0 5.0
Particle board (sheets or boards) 120 80 6.0
Particle board (other) 10.0 10.0 5.0
Plywood (tropical wood, less than 6mm) 200 150 100
Plywood (tropical wood, not less than 6mm) 170 100 85
Plywood (softwood, less than 6mm) 150 150 6.0
Plywood (softwood, not less than 6mm) 15.0 10.0 6.0
Laminated lumber (excluding structural laminated lumber) 200 150 6.0
Other laminated wood 20.0 200 6.0
Fiberboard (density exceeding 0.8g/cm3) 6.5 52 26
Fiberboard (density not exceeding 0.8g/cm3) 6.5 35 26

Source: Rinsan Gyosei Kenkyu-kai (1999).

At the conclusion of the GATT negotiations, the US administration stated that the final result on wood
products and non-ferrous metal was subject to further negotiation and that the US intended to pursue the
elimination of import tariffsin these sectors (AF& PA 1993b). Indeed, the USTR pledged to representatives of
the wood products industry that it would continue negotiations with Japan on wood products and hoped to
achieve a zero tariff agreement by February 15, 1994 (AF&PA 1994a). Through newspaper and press
conferences, the USindustry continued to press Japan to removetariffson wood products. Although President
Clinton and Prime Minister Hosokawa discussed wood products tariffs, as well as the US-Japan Economic
Framework, during their Summit meeting in Washington DC in February 1994, no progress was made on this
issue (AF& PA 1994b).

In April 1994, 108 countries signed the GATT Agreement in Marrakech, Morocco, without the elimination of
wood products tariffs. The AF& PA press release on that day stated, “ The US forest productsindustry derives
very little benefit from the agreement. Despite the strenuous efforts of many members of Congress and
officialsin the administration, the US was not able to convince our trading partnersto give our forest products
the same treatment in the markets that we give them in the US” The AF&PA claimed that twenty-four
countries, including the US, the EU, New Zealand, Sweden, Singapore, Hong Kong, Thailand, Korea, and
Australia, indicated support or interest in the wood products zero tariff offers, but withdrew when Japan failed
to agree (AF& PA 1994c).

This strong sense of frustration with Japan’s resistance to adopting the zero tariff initiative on wood products,
coupled with the failure of the US-Japan Economic Framework talks, led to an executive order to extend the
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Super 301 provision contained in the 1988 Omnibus Trade and Competitive Act for the period of 1994 and
1995.

2.5 SUPER 301 PHASE 11: 1994-1996

In the early 1990s, the US economy entered a mild recession caused by accumulating structural imbalances, a
tight money market, and an oil price increase following Irag’s invasion of Kuwait in 1990 (United States 1992:
21). GDP growth slowed from a high of 4.2% in 1988 to minus 0.2% in 1991. New housing starts, strongly
correlated with GDP growth, declined from 1.8 million units in 1986 to 1.0 million units in 1991, reducing
lumber consumption from ahigh of 50.5 bbf in 1987 to 42.0 bbf in 1991.

When President Clinton took office in January 1993, he implemented an economic policy to revitalize the US
economy from the recession and to makethe US industry competitive again in the world market. The Clinton
Administration initially took a tough attitude toward Japan with respect to foreign trade issues, under the
influence of “geo-economics,” an approach which was widely accepted among the Administration following
the end of the Cold War. The geo-economics theory claimed that economic issues had now become more
important for national security than military security concerns following the end of the Cold War. Supporters
of this approach often cited Japan’s growing trade surplus with the US as the most serious threat to the US
economy. Those influenced by geo-economicsinsisted that, since Japan was playing the game by a different
set of rules than other countries, the US should take strong economic measures to encourage Japan to follow
the rules adopted by other major countries (Gilpin 2000: 250-264).

In July 1993, President Clinton and Prime Minister Miyazawa initiated a new approach for dealing with
structural barriers and problems in both Japan and the US, formally named the “US-Japan Framework for a
New Economic Partnership.” The Framework covered fiveissues: 1) government procurement, 2) regulatory
reform and competitiveness, 3) other major sectors (e.g., automotive industry), 4) economic harmonization,
and 5) implementation of existing bilateral agreements and arrangements, including the 1990 Agreement on
Wood Products. Among these issues, government procurement, the insurance market, and the automotive
industries were identified as high priority areas for negotiations (JEI 1993).

The Framework differed from previous negotiations, such as MOSS and SlI, in that it emphasized the
establishment of “ objective criteria” to assess the progress of the agreements (United States 1994: 221). (This
approach is often referred to as a “results-oriented” trade policy.) However, even before the announcement of
the new initiative, there was a substantial disagreement between the two countries. While the US strongly
insisted that the final pact should include numerical criteria, such as the export volume or market share of US
products, Japan strongly opposed the establishment of numerical targets (JEI 1993). Although it was referred
to as“sets of objective criteria, either qualitative or quantitative or both” in the Framework announcement, the
US continued to argue that Japan should establish numerical criteriato assess progress, only to meet Japan’'s
strong opposition to quantitative measures. US legislators, frustrated with the slow movement of the
Framework talks and Japan’s continued opposition to numerical targets, began to call for retaliatory trade
actions against Japan (JEI 1994a). Finaly, at the Summit meeting in February 1994, the Framework talks
temporarily broke down due to the divergent interpretations of “ objective criteria.”

In March 1994, in response to dissatisfaction in the US with the failure of the Framework talks, and probably
coupled with Japan’ sresistance toward the elimination of wood product tariffs, President Clinton called for the
revival of the Super 301 provision of the 1988 Omnibus Trade and Competitiveness Act for the period of 1994
and 1995, apparently intended to pressure Japan into making concessions. The new version of Super 301 was
slightly different from the original one in that it allows six months after the release of the National Trade
Estimate Report for the USTR to identify priority trade practices (JEI 1994b).

Following intensive negotiations, the two countries reached agreements in the priority Framework areas of
insurance and government procurement on October 1, 1994, the deadline for identifying unfair trade practices
under the Super 301 provision. Although the issue on the automotive industries was not resolved by the
deadline, the US chose to take aless politically influential course of action by initiating an investigation of the
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regulatory barriers to the sale of foreign automobile replacement parts under Section 301 of the 1974 Trade
Act, rather than Super 301. In contrast, Japan’'s market access for wood and paper products was listed as the
only priority area to be watched in the List A (‘foreign country practices that may in the future warrant
identification”) under the Super 301 (AF& PA 1994d). (The USTR did not identify any priority practicesthis
time). The USTR report stated, “In the 1990 US-Japan Wood Products Agreement, Japan agreed to
substantially reduce tariffs, to reduce subsidies, to speed up product certification, and to adopt
performance-based standards and building codes. Progress has been made, but new or existing barriers
continue to impede market access. Tariffs, although reduced in the Uruguay Round, remain a significant
impediment” (AF&PA 1994¢€). In September 1995, the US extended the Super 301 provision for two more
years, covering the period of 1996 and 1997. Subsequently, the USTR announced the renewal of the “Watch
List” status for Japan’s wood products sector, indicating that it was prepared to remove Japan from thelist as
soon as the two countries reached agreement on implementing the objectives of the 1990 Agreement on Wood
Products (USDA FAS 1995).

Beginning in 1995, the two countries had been intensively discussing specific technical issuesin the US-Japan
Wood Products Subcommittee, which was established by the 1990 Agreement. Although the US repeatedly
argued during these meetings that Japan should eliminate tariffs on wood products, Japan rejected this request
insisting that tariff negotiations had already been concluded in the Uruguay Round Agreement. Subsequently,
the discussions moved from the tariff elimination issue to housing construction and technical issues. Finally in
July 1996, the chairmen of the subcommittee exchanged letters regarding Japan's commitments, including
data exchange, establishment of experts meetings on technical matters, and criteria for reclassification of
laminated lumber, as well asasummary of the past accomplishments (Rinsan Gyosei Kenkyu-kai 1997: 71).

At thistime, the reduction of the cost of new housing construction had become amajor policy issuein Japan.
In March 1994, the Ministry of Construction (MOC) implemented an action program aimed at reducing
residential construction costs, primarily through promotional activities (MOC 1994: 266). Unexpectedly, the
K obe Earthquake in January 1995, which killed 6,400 people and destroyed nearly 440,000 buildings, focused
public attention on housing quality and performance. In February 1996, Prime Minister Hashimoto informed
President Clinton of an initiative to reduce housing costs in Japan through increased imports of wooden
housing and wooden building materials and through the removal of regulatory obstacles in the construction
sector (USDA FAS 1996a). In March 1996, this initiative was implemented as the joint-ministerial
“Emergency Priority Program for Reducing Housing Construction Cost” which aimed to reduce residential
construction costs by 33% by FY 2000 and to stimulate the housing market by deregulating building standards
and promoting imported housing and building materias (USDA FAS 1996b). (For the text of the Emergency
Priority Program, see Appendix C).

The Program consisted of five components: 1) the comprehensive review of building regulatory framework, 2)
the facilitation in induction of imported housings and foreign materials and components, 3) the promation of
leading projects for reducing housing construction costs, 4) the preparation of positive support organizations
for consumers, and 5) the promotion of a housing production rationalization program. There are three
important issues for the wood products sector that were mentioned in the Program: the introduction of a
performance-based building standard, a mutual recognition of foreign wood materials for use in 2x4 wood
frame housing, and the promotion of imported housing. First, the Program stated that the performance-based
building regulation system was to be prepared in FY 1996 for later implementation. Additionally, it stated that
technical standards for the 2x4 wood frame construction method were to be precedentially performance-based
in FY1996. At thistime, little progress had been made regarding the revision of the Building Standard Law,
despite the 1990 Agreement stating that building standards should be performance-based. The Program
clearly outlined the implementation of performance-based building standards by showing the time schedule.
Second, along with the mutual recognition on building codes and international harmonization of building
standards, the Program specifically proposed the recognition of structural wooden materials certified by
overseas standards for use in 2x4 wood frame construction. Third, the Program proposed various promotional
activitiesfor housing imports, including trade barriersidentification, promotional exhibitions and conferences,
and consultation and information provision through JETRO and other organizations. Theintentions of mutual
recognition and housing importswereto reduce housing costs throughtheinjection of foreign competitioninto
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the domestic housing industry and to provide broader alternatives for Japanese consumers. It seemsthat MOC
successfully used public awareness of housing issuesraised by the Kobe Earthquake disaster to their advantage
and accelerated the structural reform of the domestic housing construction market, with the help of “gaiatsu ”;
the market-opening and deregulation pressures from the US.

Subsequently, MOC began to implement the actions specified in the 1996 Emergency Priority Program. In
April 1996, MOC recognized lumber bearing the grademark of the WWPA for use in 2x4 construction in
Japan, without requiring re-grading to JAS standards (USDA FAS 1996¢). Later, this recognition was
extended to ten other rule writing and grading agencies accredited by the American Lumber Standard
Committee (ALSC) (ALSC 1998).

Responding to Japan's positive commitments to bilateral negotiations upon the opening of the housing
construction market, which was shown in the exchange of letters in the US-Japan Wood Products
Subcommittee and the 1996 Emergency Priority Program, AF& PA asked the USTR to remove Japan from the
Super 301 Watch List in September 1996 (USDA FAS 1996d). In October, the USTR removed Japan’s wood
products sector from the Watch List, stating that, “1n an exchange of lettersin July 1996, Japan confirmed that
it has taken important additional steps toward an implementation of the agreement. Japan has also made
deregulation of the housing sector and improved market access for building materials ahigh national priority”
(USTR 1996).

The deregulation of the housing sector is still under discussion in the “US-Japan Enhanced Initiative on
Deregulation and Competition Policy,” initiated by President Clinton and Prime Minister Hashimoto in June
1997. The objectives of this Initiative are to improve market access for foreign goods and services and to
provide Japanese consumers with a greater choice of products and services at a lower cost. The Initiative
covers ten sectors including telecommunications, housing, medical devices and pharmaceuticals, financial
services, energy, distribution, antimonopoly act and competition policy, legal services, transparency and other
government practices, and motorcycles.

2.6 EVSL/ATL INITIATIVE 1997-1999

While the housing sector issues were generally discussed during bilateral negotiations following the listing of
Japan’s wood products sector under the Super 301 Watch List, the tariff elimination issue was transferred to
discussions in the Asia-Pacific Economic Cooperation (APEC). APEC was established in 1989 through an
Australian initiative intended to increase the bargaining position of the East Asian/Pacific region in the
Uruguay Round negotiations. The goal of APEC is to build the Asia-Pacific community through economic
growth and development. In order to achieve this goal, APEC focuses upon three activities: trade and
investment liberalization, business facilitation, and economic and technical cooperation. As of February 2001,
APEC membership included 21 countries including the US, Japan, Korea, China, Hong Kong, Taiwan, the
Philippines, Thailand, Vietnam, Indonesia, Malaysia, Singapore, Brunei, Papua New Guinea, Australia, New
Zedland, Peru, Chile, Mexico, Canada, and Russia (APEC 2001; Gilpin 2000: 288-291). Although the US was
initially reluctant to take a leadership role in APEC, the Clinton Administration recognized that the
organization could be useful in promoting further trade liberalization in East Asia and the Pacific. In
December 1993, at the APEC Summit meeting in Seattle, President Clinton acknowledged the importance of
the Asia/Pacific region to the US, hoping to transform APEC into a negotiating forum rather than a
consultative body. Subsequently, at the APEC Summit meeting held in November 1994 at Bogor, Indonesia,
member countries adopted an initiative to achieve “free and open trade and investment in the Asia-Pacific by
2010 for developed member economies and 2020 for developing ones.” In November 1996 at the APEC
Summit meeting held in Subic Bay, the Philippines, the APEC leaders instructed their trade ministers to
identify potential sectors that were suitable for early voluntary liberalization to achieve the Bogor initiative
(APEC 2001; Gilpin 2000: 288-291). In November 1997 at the APEC Trade Ministerial Meeting in
Vancouver, Canada, the APEC Ministers selected fifteen sectors including nine priority sectors for early
voluntary sectora liberalization (EVSL). The priority sectors included environmental goods and services,
energy, fish and fish products, toys, forest products, gems and jewelry, medical equipment and instruments,
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chemicals, and telecommunications mutual lecognition arrangement. Each sectoral initiative consisted of

three measures: tariff and non-tariff measures, facilitation, and economic and technical cooperation. The
forest products sector proposal, which proposed eliminating tariffs on wood products by January 2002 and
tariffs on pulp and paper by January 2000, was co-sponsored by the US, Canada, Indonesia, and New Zealand.
Although Japan opposed the inclusion of the forest products sector in the EV SL, it eventually agreed because
the Minister’s Joint Statement stated that “the process of early liberalization is conducted on the basis of the
APEC principle of voluntarism, whereby each economy remains free to determine the sectoral initiatives in
which it will participate” (APEC 2001; Rinsan Gyosei Kenkyu-kai 1999: 57-65).1n the following meetings,
however, the wood exporting countries, led by the US, argued that participation in the nine priority sectors and
implementation of the three measures were*“ packaged” and mandatory for each member. Japan rejected this
argument based upon the principle of voluntarism and reserved its participation in the forest products and fish
and fish products sectors (Rinsan Gyosei Kenkyu-kai 1999: 57-65). The US wood products industry insisted
that Japan fulfill its role as a regional leader, especially given the Asian financia crisis which began in July
1997, and open its wood products market (AFPA 1998a).

Finally in November 1998 at the APEC Trade Ministerial Meeting held at Kuala Lumpur, Malaysia, the APEC
Ministersagreed to movethetariff reductioninitiativeto the WTO process and broaden the participationinthe
initiative beyond APEC members with the goal of concluding an agreement in 1999. The statement also said
that the members could begin immediate implementation of tariff commitments on a voluntary basis. Japan
insisted that it would not participatein tariff initiativesfor thewood products and fish and fish products sectors
because the principle of voluntarism had been recognized by the APEC Ministers (Rinsan Gyosei Kenkyu-kai
1999: 57-65).

In January 1999, the renamed “Accelerated Tariff Liberalization” (ATL) initiative was introduced into the
WTO by New Zealand. In June 1999 at the APEC Trade Ministerial Meeting at Auckland, New Zealand, the
Ministers reemphasized that the ATL initiative should be concluded in the WTO Ministerial Meeting in
Seattle, based upon the agreement in Kuala Lumpur (APEC 2001). Japan stated that it would not participate in
the ATL initiative but would commit to the WTO New Round considering various factors including global
environmental problems (Rinsan Gyosei Kenkyu-kai 1999: 57-65). Although the US industry’s expectation
for the ATL initiative to be concluded in Seattle was very high, the WTO Ministerial Meeting in Seattle in
December 1999 made no progress on this issue and the WTO member countries even failed to issue a joint
statement announcing the beginning of the WTO New Round. The future of the ATL initiative in the WTO
New Round is still unclear at thistime.

2.7 SUMMARY

The US-Japan wood products trade dispute began in the early 1980s under the conditions of a growing US
trade deficit with Japan, the economic recession in the US, and the relative decline of the wood products
industry in the western US. In 1985, Japan’s wood products sector was chosen as atarget for the MOSS talks,
mainly due to Japan’s strong opposition to the reduction of tariffs on veneer and plywood. Both countries
reached an agreement to reduce specific woodproduct tariffsand to modify product standards so asto meet the
specific reguests of the US. In spite of the trade policy changes achieved in 1985, US legislators remained
dissatisfied with the growing trade deficit with Japan and they legislated the Omnibus Trade and
Competitiveness Act of 1988, including the Super 301 provision. Due to the US industry’s frustration with
Japan’s resistance toward continuing the MOSS process, Japan’s wood products sector was identified as a
“priority practice” under the Super 301 provision in 1989. Under the threat of retaliation, both countries
concluded the “1990 Agreement on Wood Products.” Although the 1990 Agreement did not deal with tariff
issues directly, it required an overhaul of Japan’s products standards and building standards. After the
completion of Super 301 negotiations, the US wood products industry turned to a new trade issue: the
zero-for-zero initiative in the GATT Uruguay Round, by forming the Zero Tariff Coalitionin cooperation with
other industrial sectors. Although several industrial sectors achieved mutual tariff elimination during the
Uruguay Round, the wood products sector failed to achieve tariff elimination, primarily due to Japan’s
opposition. Following the conclusion of the GATT negotiations in December 1993, the US continued to press
Japan to eliminate tariffs on wood products. Due to Japan’s resistance, coupled with the failure of the
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Framework talks in February 1994, the US revived the Super 301 provision, forcing Japan to compromise
With Japan’s promise to fully implement the 1990 Agreement, and new initiatives in Japan’s housing sector
which were partly stimulated by the Kobe Earthquake disaster, the US industry allowed the removal of Japan
from the Super 301 watch list in 1996. Although the tariff elimination issue was also discussed during the
bilateral negotiations following the Super 301 reviva), it was eventually transferred to the regional discussions
held within APEC. While the elimination of wood products tariffs was successfully included in the EVSL
initiative, Japan refused to participate in the wood products tariff measure citing the APEC principle of
voluntarism Finally, APEC membersagreed to movetherenamed ATL initiativetothe WTO, hoping to reach
agreement during the Third WTO Ministerial Meeting in Seattle. However, no progress was made onthe ATL
initiative, or on the initiation of the WTO New Round.
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3 RESULTSOF TRADELIBERALIZATION AND MARKET DEREGULATION

Following fifteen years of discussion between the two countries, Japan’strade barriers, both tariff and non-tariff, in
the wood products sector have been reduced substantially. In this section, the details of the trade liberalization and
market deregulation measures accomplished during the course of the US-Japan trade dispute are summarized
regarding tariffs and non-tariff measures including building standards and product standards.

3.1 TARIFFS

Japan’s tariffs on wood products were substantially reduced following the MOSS agreement and the Uruguay
Round Agreement (Table 3).

Asaresult of the MOSS talks, tariffs on veneer, plywood, and other wood products were reduced substantially in
response to requests from Canada, Indonesia, New Zealand, and the US. Similarly, the Uruguay RoundA greement
promised to reduce the average tariff rate for wood products by approximately 50% from the pre-UR level (1986)
and by approximately 30% from the applied level at that time (1993), with a five-year staging period. The final
bound tariff rates were implemented inJanuary 1999. In addition to the MOSS andthe UR, the 1990 Agreement on
Wood Productsreduced thetariff rate on structural laminated wood products, including glulam andstructural LVL,
by reclassifying them from HS 4412 with a 15-20% tariff to “ builder’s joinery and carpentry,” HS 4418.90, with a
3.9% tariff.

Paradoxically, the trade-weighted average of tariffs on wood products (Chapter 44 of the Harmonized System)
increased from 0.9% in 1985 to 1.9% in 1999, in spite of substantial tariff reductions for each product (Table 3).
The trade-weighted average of tariffs is calculated by dividing the sum of estimated tariff revenue for each tariff
item (import valuetimestariff rates) by thetotal import value. Thisincrease can beattributed to astructural change
in the composition of Japan’s wood products imports, that is, the decrease in imports of lowtariff products
(particularly logs with zero tariffs) and the increase in imports of high-tariff products (particularly lumber and
plywood).

Whilethetotal import valuewasfairly similar for 1985and 1999 (1,092 billionyenin 1985and 1,171 billionyenin
1999), log imports decreased (from 668 billion yen to 264 billion yen) and lumber and plywood imports increased
(lumber from 218 hillion yen to 340 billion yen, plywood 15 billion yen to 162 hillion yen). This shift from log
imports to product imports could be attributed to log export bans in South East Asia and federal timber supply
reductions in the US Pacific Northwest. When the tariff reductions are taken into account, the estimated tariff
revenue increased from 4.0 billion yen to 7.2 billion yen for lumber and from 2.8 billion yen to 9.9 billion yen for
plywood during the same period. This increase in the estimated tariff revenue for lumber and plywood, coupled
with a constant total import value, leads to the increase in the trade-weighted average tariff rate.

3.2 NON-TARIFF MEASURES

Although the MOSS agreement and the 1990 Agreement on Wood Products covered various issues regarding
non-tariff measures which included the simplification of certification processes, the adoption of an open and
expeditious recognition process for new products and building systems, the participation of foreign experts in
technical committees, and the establishment of bilateral committees, it would be reasonable to say that the most
important changes in Japan’s wood productssector as aresult of the various USiinitiatives were the revision of the
Building Standard Law (BSL) and the recognition of foreign product standards since these standards directly
influence the wood productsusein Japan. This section discussesthe measures proposed in the MOSS agreement
and the 1990 Agreement on Wood Products and its implementation with respect to building standards and product
standards.
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Table3. Tariff Reduction of Major Wood Products, 1985 vs. 1999.

Description 1985 1999
Logs (Kiri, roughly squared) 25 0.0
Logs (Kiri, excluding roughly squared) 5.0 35
L ogs (others) 0.0 0.0
Softwood lumber (SPF, less than 160mm thick, planed) 100 48
Softwood lumber (SPF, less than 160mm thick, excluding planed) 80 48
Softwood lumber (larch, less than 160mm thick, planed) 100 6.0
Softwood lumber (larch, less than 160mm thick, excluding planed) 100 6.0
Softwood lumber (others) 0.0 0.0
Hardwood lumber (Dipterocar paceae) 100 6.0
Hardwood lumber (Kiri) 25 0.0
Hardwood lumber (others) 0.0 0.0
Veneer (incense cedar and teak) 0.0 0.0
Veneer (others) 15.0 5.0
Plywood (at least one tropical wood surface, surface-worked) 175 100
Plywood (at least one tropical wood surface, less than 6mm thick) 20.0 100
Plywood (at |east one tropical wood surface, more than 6mm thick) 185 85
Plywood (at |east one hardwood surface, surface-worked) 175 6.0
Plywood (at |east one hardwood surface, less than 6mm thick) 20.0 6.0
Plywood (at least one hardwood surface, more than 6mm thick) 185 6.0
Plywood (both softwood surface, surface-worked) 175 6.0
Plywood (both softwood surface, others) 15.0 6.0
Particle board (in boards) 120 6.0
Particle board (others) 100 50
Fiber board 6.5 2.6
Laminated lumber (non-structural) 20.0 6.0
Laminated lumber (structural) 20.0 39
Trade-weighted average (chapter 44) 0.9 19
Trade-weighted average (chapter 44, excluding logs) 23 25

Source: Japan Tariff Association (1985- 1999a).
Note: Trade-weighted averages were calculated by the author.

3.21 Building Standards

During the early stage of the trade dispute, the importance of building standards was not well recognized by the US
industry, probably dueto itsfocusonthetariff issue aswell asthe complexity of Japan’ sbuilding standards system.
The MOSS agreement only proposed a “review of fire and building codes to identify possible measures which
could stimulate greater use of wood and wood panel products” without any specifications. In contrast, the 1990
Agreement on Wood Products covered a broad range of building standard issuesin detail. In particular, the 1990
Agreement clearly stated that it was the policy of the Japanese Government that the BSL should be
performance-based. Additionally, ANNEX B of the 1990 Agreement proposed specific building standard
measures to be implemented, including deregulation of structural restrictions on wood frame construction and
building code approval for three-story multi-family wood housing. In this section, the BSL revision will be
discussed first, followed by the other minor issues listed in ANNEX B of the 1990 Agreement.



Building Standard Law

The Building Standard Law, the foundation of building regulationsin Japan, was overhauled in June 1998 for the
first time since its introduction in 1950 and the revisions were fully implemented in June 2000. These revisions
included thefollowing: 1) consigning building confirmations and building inspectionsto private organizations, 2)a
revision of the building regulatory system to incorporate performance-based building regulations, 3) the adoption
of proceduresfor building regul ationsthat promote effective land use, 4)the adoption of interim inspections, and 5)
the public perusal of documents concerning confirmation and inspections (Ministry of Construction 1998). These
revisions reflected the trend towards deregulation and clear policy implementation in Japan, as well as rising
concerns over building safety following the Kobe Earthquake in 1995 (Y amaguchi and Sato 1999).

Among them, the performance-based building regulations had been advocated by the US wood products industry
sincethe 1990 Agreement of Wood Products, and itsimplementation was promised inthe 1996 Emergency Priority
Program. Before the revision, the BSL and related Cabinet Orders specified the types of materials that could be
used in various end-use applications, the sizes of components, and the types of structural systems for building
construction, without specifying the expected performance levels. This “prescriptive” standard was often
identified as abarrier to the introduction of new technologies and material developments inthe construction sector.
In contrast, the revised BSL clearly identifies the performance requirements for each structural component (e.g.,
structure, roofs, and exterior walls), related Cabinet Orders determine the performance criteria, and other Cabinet
Orders and Notifications specify the verification methods. The revised BSL permits the use of materials and
systems of any kind aslong as they satisfy specific performance criteria. However, the old prescriptive standards
are till included in the Cabinet Order as examples which satisfy the performance-based standards and are
permitted for use (Ministry of Construction 1998).

For example, regarding the structural requirements for buildings within a specified size, the old BSL and its
Cabinet Order prescribed a specific structural construction method, while the revised BSL and its Cabinet Order
allow other structural construction methods which satisfy specific durability requirements and are confirmed to be
safe by structural calculations, in addition to the existing specific construction method (BSL Article 20; BSL
Cabinet Order Article 36(2)). Similarly, theold BSL prohibited the use of wood productsfor large buildings, roof s,
and external wallsin principle, while the revised BSL permits the use of wood products for these applications as
long as they satisfy specific technical standards (BSL Articles 21; 22; 23).

As for the 2x4 wood frame housing system, which is of particular interest to the US industry, the
performance-based standards were implemented in June 1997, prior to the revision of the BSL, as promised in the
1996 Emergency Priority Program. The technical standard for 2x4 wood frame housing is stipulated in the 1982
MOC Notification 56 as an exception of the BSL for buildings with special structural systems(BSL Cabinet Order
Article 80-2). The notification prescribes specifications for materials, foundation, floor, structural walls, and
trusses, but it was revised to exempt buildings confirmed to be safe by structural calculations from this prescriptive
standard.

Although the impact of the regulatory reform has not been realized yet, Cohen and Gaston (2001) argue that the
revised BSL is likely to accelerate changes in the housing market, including the dramatic increase in the use of
pre-cut building components for post & beam homes (including the use of glulam and kiln-dried lumber), and the
growing popularity of North American-style 2x4 platform-frame homes.

Other issues

Besides the BSL revision to a performance-based standard, the 1990 Agreement on Wood Products al so promised
to implement the specific building code revisions listed in ANNEX B. These relatively minor issues were
implemented prior to the BSL revision. In this section, six of the minor issues proposed in ANNEX B and
subsequently adopted, are discussed.

21



1) Deregulation of Structural Restrictionson 2x4 Wood Frame Construction.

Regarding structural restrictions on 2x4 wood frame construction, the 1990 Agreement promised to loosen the
restrictions on the floor area, the distance between load bearing walls, the width of openingsin walls, the nailing
requirements, and the use of memb ers of different structures (ANNEX B-I1-1-b).

In March 1992, the 1982 MOC Notification 56 stipulating the technical standardsfor 2x4 wood frame housing was
amended to incorporate these changes and to exempt some requirements under the condition that structural safety
could be demonstrated through structural calculations. Further, in June 1997, Notification 56 was again amended
to include a performance-based standard for wood frame construction. The new Notification states that aslong as
the building is confirmed to be safe by structural calculations, it is exempted from the prescriptive requirements of
the Notification. Therefore, structural restrictions on 2x4 wood frame construction were modified to alow any
style of 2x4 wood frame housing aslong asiit is confirmed to be structurally safe.

2) Wood Buildings as Quasi-fir epr oof Buildings.

The 1990 Agreement promised torecognize some large size wood buildings as quasi-fireproof buildings and permit
the construction and use of them (ANNEX B-I1-2, 7). When the 1990 Agreement was signed, any building with a
total floor area between 500-1,500 nf located in a quasi-fire protection district was required to be at least a
“quasi-fireproof building” (BSL Article 62 (1)), and special buildings (including department stores, shops, hotels,
and dormitories) in many districts were also required to be at least “quasi-fireproof buildings” (BSL Article 27
(2)). At that time, a quasi-fireproof building was defined as a building with structural components made from
noncombustible materials. Since wood was not recognized as a noncombustible material, it was impossible to
build wood buildings of these types.

In June 1992, the BSL was amended to redefine “quasi-fireproof buildings’ as buildings with specific fire
durability, which may include wooden buildings. Accordingly, this revision allowed the construction and use of
wood buildings with atotal floor area between 500-1,500 nf in quasi-fire protection districts and special buildings
made of wood in any districts.

3) Wood Interiorswith Ceilings of Noncombustible or Semi-noncombustible M aterials.

The 1990 Agreement promised to permit wood interiors with ceilings of noncombustible or semi-noncombustible
materials (ANNEX B-11-3). In special buildings and buildings exceeding certain criteria, the pre-revised BSL and
its associated Cabinet Order mandated the use of noncombustible materials (which did not include wood products)
inwallsand ceilings (BSL Article 35-2; BSL Cabinet Order Article 129 (12)). In March 1992, MOC Notification
548 was issued, permitting the use of wood in walls (but not in ceilings) as an exception under Article 38 of the
BSL, aslong asthey satisfy specific requirements. (Article 38 was the special provision which allowed the use of
building materials and systems that did not meet the prescriptive standards in the BSL, as long as they were
recognized as having an equivalent performance level by MOC.)

4) Deregulation of Log Construction.

The 1990 Agreement promised to loosen the restrictions on log construction, such as total floor area, height of
bearing walls, and number of dowels (ANNEX B-11-5). Thetechnical standard for log constructionwes stipulated
in the 1986 MOC Notification 859 as an exception under Article 38 of the BSL. In December 1990, the
Notification was amended to incorporate the changes listed in the 1990 Agreement.

5) Three-story Multi-family Wood Housing.

The 1990 Agreement promised to allow the construction of three-story multi-family wood housing in areas outside
of fire protection districts and quasi-fire protection districts (ANNEX B-11-6). At that time, it was impossible to
build multi-family wood buildings in excess of two storiesin any area since such buildings were required to be a
“fireproof building” which could not be built using wood materials (BSL Article 27 (1)).

In 1991, aspart of apromotion for USwood frame housing, “ Super House’ (amodel three-story multi-family wood
building) wasbuiltin'Y okohama, Japan, asan exceptionto the BSL, showingitssafety and efficiency (Noga1997).
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In June 1992, the BSL was amended to allow three-story multifamily buildings to be “quasi-fireproof buildings’
that may be built of wooden materials, rather than fireproof buildings, as long as such buildings were located
outside of fire protection districts and quasi-fire protection districts. Further, in September 1997, construction of
three-story multi-family wood buildings was allowed in quasi-fire protection districts as an exception under Article
38 of the BSL, if it was shown that the necessary level of fire resistance had been met (USDA FAS 1997). Finaly,
in May 1999, the construction of three-story multi-family wood housing in quasi-fire protection districts was
incorporated in the BSL revision.

6) Wood External Walls of Fireproof and Quas-fireproof Buildings.

The 1990 Agreement promised to permit the use of wood for external walls of fireproof buildings and
quasi-fireproof buildings in areas outside of fire protection districts and quasi-fire protection districts (ANNEX
B-11-9). Under the pre-revised BSL, wood buildings were required to have earth-plaster walls or wall structures
with equivalent fireproof performance asearth-plaster walls, even if they are located outside of these fire-sensitive
areas (BSL Article 23).

In June 1992, the BSL was amended to exempt quasi-fireproof buildings from this earth-plaster wall requirement.
Coupled with the simultaneous re-definition of quasi-fireproof buildings, which permitted the use of wood in
quasi-fireproof buildings, it became possible for wood buildings to have wood external walls outside of these
fire-sensitive areas. (However, fireproof buildings were not exempt from this requirement because wood buildings
were still not recognized as fireproof buildings).

3.22 Product Standards

Since the pre-revised BSL stipulated that building materials had to meet the Japan Industrial Standards (JIS) or the
Japan Agricultural Standards (JAS) specifications (BSL Article 37), it was critical for foreign wood products
manufacturersto receive JAS approval for their productsif they hoped to export their products to Japan as building
materials. In order to improve its access to the building materials market in Japan, the US wood products industry
adopted two strategies during the course of the trade disputes: 1) asimplification of the JAS approval for foreign
producers, and 2) an exemption of the JAS approval for foreign products with equivalent quality. In thissection,
the recent changes in the JAS system regarding foreign products are described first. Then, the alternative
recognition system for 2x4 wood frame housing materialsis explained, followed by abrief explanation of the new
recognition system under the revised BSL.

Japan Agricultural Standards

The JASis acertification system for agricultural products in Japan. The JAS standard for each product specifies
the physical/chemical properties that are required for labeling it as JAS-approved. Asfor wood products, atotal of
twenty-four products, including lumber, laminated lumber, MSR lumber, finger jointed lumber, plywood, and
veneer, had JAS standards as of February 2001 (Japan Agricultural Standards Association 2001). Until recently,
only a Registered Grading Organization (RGO) or aMAFF agency could test and label products as JA S-approved
(Agriculture and Forest Materials Standardization/ Proper Quality Designation Law (JAS Law) Article 14 (1)),
except when a special certification by MAFF was given to manufacturers to self-label their products as
JAS-approved (JAS Law Article 15 (1)). But, eveninthat case, the products still had to be tested and approved by
an RGO or MAFF agency before they were sold (JAS Law Article 15 (2)).

The same system applied to foreign manufacturers, except that they were able to submit test data conducted by
registered Foreign Testing Organizations (FTO) in foreign countries to an RGO or MAFF agency for their
application for special certification or product approval, instead of having their production process or products
tested directly by an RGO or MAFF agency. This FTO system was implemented in 1986, in response to the MOSS
Agreement which promised “institutionalization of the agreed-upon method for designating ‘ Foreign Testing
Organizations (FTOs).”” Later, it was revised to meet specific requests from the US, which were included in the
1990 Agreement on Wood Products, that the documentation requirement and time period for the special

certification process should be reduced and that foreign quality control methodologies should be recognized as
providing equivalent guarantees of a product’s quality and safety. Following these revisions, the US and Canada
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subsequently began to argue that Japan should recognize foreign testing organizations as RGO eligible to approve
products, since RGO registration was restricted to domestic public corporations.

After along period of discussion, the JASLaw was finally revised in July 1999 to introduce a new system of JAS
approval. Under the new system, Registered Certification Organization (RCO), an independent organization
registered by MAFF, is authorized to certify manufacturers (“certified manufacturers”) to test their own products
and self-label them as JAS-approved. Thisnew system isasubstantial departure from the pre-revised JAS Law in
which testing was conducted solely by an RGO or MAFF agency and labeling by producers was permitted in
exceptional cases. In addition to the RCO system, the existing system, in which an RGO or MAFF agency testsand
|abels products submitted by manufacturers, is still available.

The same system appliesto foreign manufacturers, that is, 1) foreign manufacturers can test andself-label their own
products under the certification by an RCO or a Registered Foreign Certification Organization (RFCO) (JAS Law
Article 19-3), or 2) an RGO or a Registered Foreign Grading Organization (RFGO) can test and label products
which are submitted by foreign manufacturers (JAS Law Article 19-2). Further, the registration of RCO/RGO was
opened to private companies as well as public corporations. These revisions are based upon the idea that public
intervention should be minimized in private business and that domestic organizations and foreign organizations
should be treated equally. The revised law has ensured the equivalency of the JAS gproval process to both
domestic and foreign manufacturers and testing organizations (Kojima 2000).

However, it should be noted that the JAS Law stipulates that only the organizations located in specific countries
recognized by MAFF as having product standards equivalent to the JAS system can be recognized as RFCO/RFGO
(JAS Law Article 19-6-2 (1); 19-6-4 (1)). Asof March 2001, only Canada has beenrecognized as a country having
equivalent product standards for lumber, plywood, laminated wood, flooring, laminated veneer lumber, structural
panels, and finger-jointed lumber for wood frame construction (JASLaw Enforcement Ordinance Article 78). Itis
uncertain whether the US will move to be recognized as having equivalent product standards for wood productsin
the future. (Nevertheless, US manufacturers can be certified by an RCO in Japan or RFCO in Canada.)

As of April 2001, the BC's Council of Forest Industries (COFI) members associations, including the Canadian
Plywood Association (for lumber, glulam, finger-jointed lumber, LVL, structural panels, and plywood), the
Canadian Mill Services Association (lumber, glulam, and finger-jointed lumber) and the Northern Forest Products
Association (for lumber, glulam, and finger-jointed lumber), have been registered as RFCOs. These RFCOs are
authorized to certify manufacturers in the US as well as Canada (2001 MAFF Notification 584). In Japan, the
Japan Plywood Inspection Corporation (for plywood, glulam, flooring, laminated veneer lumber, and
finger-jointed lumb er), the Japan Federation of Wood Industry Associations (for lumber), and the Hokkaido Forest
Products Testing Association (for lumber) have been registered as RCOs as of April 2001. JPIC and JFWIA are
authorized to certify foreign manufacturers as well as domestic manufacturers while HFPTA can certify
manufacturers in Hokkaido only (Center for Food Quality, Labeling and Consumer Services 2001; 2001 MAFF
Notification 583).

Dueto the introduction of the new system, all manufacturers certified under the pre-revised JAS Law must reapply
to the RCO/RFCO for certification under the revised law before June 2003. Otherwise, they will be unable to ship
their products with the JAS trademark thereafter.

Mutual Recognition Agreement

Although certified foreign manufacturers can now self-label their own products as JA S-approved, the US wood
products industry also explored another system for their graded products to be recognized by the BSL standards,
targeting solely building materials used for 2x4 wood frame construction.

Regarding 2x4 wood frame construction, he 1982 MOC Notification 56 stipulates the specifications of
construction and requires that structural materials for such construction satisfy the JAS or JI S standards. However,
as discussed earlier, the Notification also has a provision that the requirements are exempted when the structural
materials are recognized to be structurally sufficient by the MOC. The US industry sought recognition for 2x4
wood frame construction under this exceptional provision.
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The recognition of foreign graded wooden materials for the use in 2x4 wood frame construction wasincluded as a
measure to reduce housing construction costs in the Emergency Priority Program in March 1996. Subsequently, in
April 1996, M OC and the USindustry reached a mutual recognition agreement (MRA) in which MOC recognized
lumber bearing the grademark of the Western Wood Products Association (WWPA) for use in 2x4 wood frame
construction (USDA FAS 1996¢). Later in January 1997, this recognition of US lumber grademarks was expanded
to include ten rule writing and grading agencies including the California Lumber Inspection Service, Northeastern
Lumber Manufacturers Association, Northern Softwood Lumber Bureau, Pacific Lumber Inspection Bureau,

Redwood Inspection Service, Renewable Resource Association, Southern Pine Inspection Bureau, Timber

Products Inspection, West Coast Lumber Inspection Bureau, and WWPA. These agencies are all accredited by the
American Lumber Standard Committee (ALSC), a US organization which formulates and enforces lumber grading
rules and design values in the US and Canada. The MOC recognition was further exended to include
machine-stress-rated (MSR) lumber in February 1998 and finger-jointed lumber in June 1998 (AL SC 1998).

Under the MRA, lumber, MSR lumber, and finger-jointed lumber with the grademarks of recognized US
organizations can be used in 2x4 wood frame construction, even if they havenot received aJAS stamp. Therefore,
the MRA provides US wood products with easier access to Japan’ s 2x4 wood frame construction market.

However, it should be noted that the RCO/RFCO system under the new JAS Law and the MRA are essentially the
same system regarding the recognition of foreign products for use in 2x4 wood frame housing. While the
RCO/RFCO system allows certified foreign manufacturers to ship their JAS-stamped products to Japan, the MRA
system allows any US manufacturer to ship their products with grademarksfrom recognized grading organi zations.
Theonly difference is the coverage of the two systems. While the RCO/RFCO system is open to twenty -four wood
products for any construction use, the MRA system currently covers the three lumber products for 2x4 wood frame
construction. Thereasonfor the existence of two overlapping systemsisthat they are administered by two different
ministries: MOC and MAFF. Although MOC ntroduced the MRA system earlier, MAFF put the more

comprehensive RCO/RFCO system into effect later. There is a view that the JAS system has a strong market
advantage over the MRA system in 2x4 wood frame construction, given the JAS mark's wide brand name

recognition and the Japanese unfamiliarity with the many US grademarks (Boardman 2001).

New Building Standard Law

Although the pre-revised BSL stipulated that building materials had to meet JIS or JAS standards, the revised BSL
allows the use of other materials as long as they are certified by MOC as satisfying specific technical standards
(Article 37). In addition, thereis aprovision of “type approvals” (Article 68-10) which allow the acceptance of a
system or component that could be used either by more than one builder or by a single builder in more than one
home. Thetype approval system isasubstitute for the earlier Article 38 provision that provided exemptions from
the old BSL requirements (Cohen and Gaston 2001). (The exemptions given under Article 38 are set to expirein
May 2002). These new provisionswill allow foreign wood products manufacturersto export their products without
applying for JASapproval, but it isuncertain at the time of writing how these new systems will be implemented.

3.3 SUMMARY

The USindustry succeeded in the trade liberalization and market deregulation initiativesin Japan’s wood products
sector. As aresult of fifteen years of negotiations, the Japanese Government reduced tariffs on wood products,
changed its building standards from prescriptive to performance-based, and recognized wood products graded in
the US for construction use in Japan. First, regarding tariffs, the MOSS agreement reduced tariffs on specific
products (including veneer and plywood), and the Uruguay Round Agreement reduced tariffs on most wood
products by approximately 30% from the applied level in 1993. The final bound rates were implemented in 1999
following a five-year staging period. However, due to shifts in Japan’s wood products imports from logs to
processed products, the trade-weighted average of wood products tariffs increased slightly during the 1985-1999
period. Second, in 1999, the Japanese Government revised its Building Standard Law from a prescriptive to a
performance-based system, as promised in the 1990 Agreement on Wood Products and the 1996 Emergency
Priority Program. Additionally, the Japanese Government immediately implemented the specific building standard
measures listed in ANNEX of the 1990 Agreement. It isexpected that the revised BSL will increase the number of
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2x4 wood frame houses and promote the use of value-added wood products for post & beam homes. Third, the
Japanese Government introduced new systems which recognized imported wood products for construction use in
Japan. Regarding JAS, MAFF implemented the FTO system which permitted the use of test data conducted by
recognized foreign testing organizations for the JAS certification and approval process as a result of the MOSS
agreement. Later, in 1999, MAFF revised the JAS Law to incorporate the RCO/RFCO system which authorized
specific (foreign) certification organizations to certify (foreign) manufacturers to test their own products and
self-label them as JAS approved. At the same time, MOC reached a mutual recognition agreement with the US
industry which recognized the use of lumber, MSR lumber, and finger-jointed lumber bearing the grademark of US
rule writing and grading agencies accredited by ALSCfor 2x4 wood frame construction in Japan. These measures
will surely provideeasier accessfor foreign products, not limited to US products, to Japan’ swood products market.
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4 EFFECTSOF TRADE LIBERALIZATION AND MARKET DEREGULATION

In spite of the long-lasting efforts and success of the US wood productsindustry to achieve trade liberalization and
market deregulation in Japan, the US share of Japan’s wood products imports has been continuously decreasing.
Since the MOSS talks, the US industry has targeted processed wood products, including softwood lumber,
softwood veneer, softwood plywood, structural laminated lumber, and other panel products, for export to Japan.
Through bilateral and multilateral negotiations, the US industry succeeded in reducing tariffs on processed wood
products, deregulating building standards, and gaining recognition of its product standards as equivalent to
domestic standards, asdiscussed previously. Althoughthepotential of these changes has not yet beenfully realized
due to the delay in their implementation, especially for measures regarding building standards and products
standards, the share of the USindustry in Japan’ swood productsimports has been decliningover thepast decade as
other countries export more to Japan in response to the liberalized market conditions. In this section, the trend of
the US share in Japan’s imports is discussed regarding softwood lumber, softwood plywood, softwood veneer,
structural laminated lumber, wood doors, and wood windows. (The following discussion covers the period
1988-2000, because Japan’ stariff classification system was changed to the Harmonized System in 1988).

4.1 SOFTWOOD LUMBER

The US share of Japan’ s softwood lumber imports has been consistently decreasing since 1988 (Figure 4). Japan’s
imports of softwood lumber (4407.10.110-399) increased from 6.5 million n? to 10.7 million m® during the period
1988-1997, but the US share of imports declined from 35.5% to 12.2%. This declining trend continued even after
the sharp fall in Japan’ simportscaused by the economic recession in 1997, reducing the US share down to 6.5% in
2000. In 2000, 51.3% of Japan’s softwood lumber imports were supplied from Canada and 23.1% from the EU,
including Finland, Sweden, and Austria. EU countries increased their share of Japan’s softwood lumber imports
very rapidly, fromessentially 0% in 1988.

Regarding softwood lumber for 2x4 wood frame construction, which is of particular interest to the US industry, the
market is dominated by Canada. According to a survey by the Japan 2x4 Homebuilder's Association, Japan
imported 3.4 million n? of framing lumber in 1996, 87% of which (3.0 million nf) was from Canada, 12%
(434,000 n?’) was from the US, and 2% was from Northern Europe (Jenkins 1997a).

Canadian lumber has alonger history in the Japanese market than US lumber. While the US industry historically
concentrated on log exports to Japan, Canadian manufacturers tended to export processed lumber due to the log
export restrictions in Canada. Therefore, Canadian manufacturers studied the preference of Japanese customers
and succeeded in penetrating the softwood lumber market (Cox 1990). Additionally, given Canada’'s large
domestic production capacity and a small domestic market, Canadian manufacturers have traditionally been
export-oriented, while the US industry has been more focused upon their domestic market.

The recent success of the European countries can be attributed to several factors, including changing material
preferencesin Japan, favorable exchange rates relative to $US, lower transportation costs from the EU, and better
customer service. First, egarding changing material preferences, European producers took advantage of the
material preference shift in Japan toward kiln-dried lumber among builders, precut housing manufacturers, and
glulam manufacturers. This shift was caused by two factors: an effort for higher housing quality and lower costs
and the aging and declining number of carpenters (Eastin and Fukuda 2000). In particular, the Kobe Earthquake
disaster raised the level of public awareness toward housing quality and performance issues, resulting in the
revision of the Building Standard L aw and the higher demand for building materials with higher quality and better
performance level, such as kiln-dried lumber and glue-laminated lumber. Similarly, lower availability of skilled
carpenters led to the higher demand for precut lumber produced from kiln-dried lumber dueto its easy handling a
the construction site. This material preference shift to kiln-dried lumber will be further strengthened by the
implementation of the Housing Quality Assurance Law in April 2000 which requires home builders to provide
home buyerswith a 10 year warranty against structural defects and low durability (Eastin and Boardman 2000).
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Figure4.  Japan’'sSoftwood Lumber Importsand US Share, 1988-2000.
Source: Japan Tariff Association (1988-20000).
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Second, European currencies have depreciated relative to the Japanese yen more than the US dollar during the
period 1988-2000 (Figure 5). While the yen/US$ exchange rate index (1990 = 1.0) dropped to 0.65 in 1995 before
returning to 0.90in 1998, the yen/Sweden kronor and yen/Finland markkaa exchange rate indexes remained around
0.6 after depreciating in 1993. This relative depreciation of European currencies has certainly provided an
advantage of lower product price for European manufacturers exporting to Japan.

Third, transportation costs from Europe to Japan were lower than those from the US in the late 1990s, in spite of its
longer time of transportation. Asof 1998, it cost $800 and took 30-35 daysto transport a 40-foot container from
Hamburg and Rotterdam to Japan, while it cost $1,000 and took 10-14 days from the US West Coast to Japan. This
lower transportation cost from Europe was attributed to the economic slowdown in the region, which reduced
exports from Europe while imports from Asiaremained relatively stable, thus providing cheap back haul rates for
European exporters (Asami 2001).

Finally, European countries are gaining market share by accommodating Japanese customers whenever possible.
European mills, which provide kiln-dried lumber in metric dimensions, have made special efforts to meet Japanese
customers’ extrafabrication and product packaging requirements (USDA FAS 1999; Eastin and Fukuda 2000).

4.2 SOFTWOOD PLYWOOD

The US share for Japan’s softwood plywood imports (4412.19.011-022) declined from 26.6% in 1988 tojust 1.1%
in 2000 (Figure 6). In 2000, 65.9% of softwood plywood imports were supplied from Canada, 13.6% from New
Zealand, and 8.8% from China.

Since the early 1990s, consumption of softwood plywood has been increasing in Japan and in 1998 approximately
20% of the plywood consumed in Japan was softwood plywood. Just 17.2% of the softwood plywood consumed in
Japan isimported, while the balance is produced domestically, mostly from imported softwood | ogs and softwood
veneer (Rinsan Gyosei Kenkyu-kai 1999: 184). Thisincrease in softwood plywood consumption can be attributed
to the lower availability of tropical logs from South East Asia caused by the imposition of the log export bansin the
region. In response, the plywood manufacturing industry and construction industry implemented initiatives to
substitute softwood plywood for hardwood plywood. In May 1991, the Japan Plywood Manufacturers Association
adopted an initiative to increase the production of softwood plywood by 30% over fiveyears. Similarly, in 1992,
the Japan Building Contractors Society announced an action program to reduce the use of tropical plywood
concrete panels by 35%, partly through substitution to softwood plywood (JAWIC 1993: 19-20).

Although Japan’s imports of softwood plywood have increased substantially since the early 1990s, imports from
the US have increased marginally. The fact that Canada, with a similar resource base, exported more to Japan
during this period (3.2 million m2 in 1988 to 14.6 million m2 in 2000) shows that the US industry failed to
capitalize on the changes in Japan’ s market environment.

4.3 SOFTWOOD VENEER

Softwood veneer was identified as the product with the greatest export potential during the MOSS talks. The US
industry estimated that more than half of the expected increase in wood products exports resulting from the MOSS
agreement would come from increased softwood veneer exports (NFPA 1986b). In reality, the US share of Japan’s
softwood veneer (4408.10.021-029) imports exhibited substantial losses during the 1988-2000 period. Although
the US dominated Japan’ s softwood veneer imports in 1988 with a share of 81.4%, the US share was down to 6.9%
by 2000. 1n 2000, 40.8% of softwood veneer imports were supplied from Chile, 15.7% from New Zealand, 13.9%
from China, and 11.29% from Canada. The total volume of imports from the US declined by nearly 90% from 12.4
million nf in 1988 to 1.4 million N in 2000 (Figure 7).
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44 STRUCTURAL LAMINATED LUMBER

The classification of structural laminated lumber (including glulam and structural LVL) was an important issuein
the 1990 Agreement on Wood Products. Upon therequest of the US, Japanreclassified structural laminated lumber
from HS 4412 with 15-20% tariffsto HS 4418.90 with a 3.9 % tariff in 1991. In spite of this substantial de facto
tariff reduction, the US share of Japan’s structural laminated lunber imports declined from 91.6% in 1991 to 9.0%
in 2000. Although the volume of imports from the US increased during the period 1991-1996 from 16,000 m3 to
119,000 m3, importsfrom other countriesincreased morerapidly, resulting in aconsistent declinein the US market
share (Figure 8).

As of 2000, EU countries including Austria, Germany, Finland, and Sweden had a 67.3% market share of Japan’s
imports of structural laminated lumber. The success of these countries could be attributed to the same factors as
discussed in the softwood lumber section: changing material preferencesin Japan, favorableexchangeratesrelative
to $US, lower transportation costs from the EU, and better customer service. In particular, the European
light-colored species are preferred by Japanese customers (Jenkins 1997b).
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Figure8.  Japan’'sStructural Laminated Lumber Importsand US Share, 1991-2000.
Source: Japan Tariff Association (1988-2000b).

4.5 WOOD DOORS

Unlike the other processed products disaussed above, US exports of wood doors (4418.20.000) were performing
well in Japan’s import market until 1996. The US share, as well as the export volume, continued to increase,
reaching 42% in 1996. However, it began to decline rapidly thereafter, reaching 21.3% in 2000 (Figure 9). The
sameyear, 21.7% of wood door imports were supplied from Indonesia, 13.5% from Malaysia, 13.0% from Canada,
and 12.5% from EU countries, mainly Sweden and Italy. Indonesia’s share increased rapidly from 9.7 % in 1991,
because many Japanese door manufacturers shifted production of doors to Indonesia due to the high labor and
manufacturing costs in Japan. While domestic manufacturers, presumably including those in Indonesia, supply
various sizes of doors for use in Japan’s traditional post-and-beam houses due to the lack of standardization, US
producers export doors of the standard US sizefor usein 2x4 wood frame construction (Jenkins 1997c). Therefore,
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at least apart of the declinein the US share can be attributed to the fixed size of US wood doors, although Japan’'s
distribution system which presumably favors domestic producers may also be an important factor.
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Source: Japan Tariff Association (1988-2000b).
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4.6 WOOD WINDOWS

The US export of wood windows (4418.10.000) is one of the few successes for US wood products exported to
Japan. The US maintained its market share at around 50% throughout the last decade (Figure 10). Although the
market share of wood windows is 2% of the total residential window market in Japan (90%: aluminum windows,
8%: vinyl windows), imported wood windows dominate Japan’s wood window market with an 81% share in 1996.
Due to the dominance of aluminum windows, Japanese manufacturers started manufacturing wood windows only
recently in response to the increasing window imports for use in 2x4 wood frame housing. Because of their lack of
experience and small size, they have been |ess competitive than foreign manufacturers (Jenkins 1997c). It could be
said that the US industry succeeded in developing a new market for wood windows and keeping its market share,
although the US share declined significantly in 1999 and 2000.

In 2000, 33.7% of wood window importswere supplied from the US, 26.6% from EU countries, primarily Sweden
and Denmark, and 13.1% from Canada. While Canadian wood windows are similar to US products, European
wood windows are very high quality with a narrower range of end uses (Jenkins 1997c).

4.7 SUMMARY

In spite of its success in the trade liberalization and market deregulation initiatives, the US wood products industry
has been losing market share in Japan’s imports of softwood lumber, softwood plywood, softwood veneer,

structural laminated lumber, wood doors, and wood windows. In some cases, the US increased the volume of its
exports to Japan, but exports from other countries, mostly Canada and the EU, increased more rapidly than those
from the US, resulting in a loss of market share for the US. This trend indicates that as the US industry was
negotiating trade liberalization and market deregulation initiatives in Japan, structural changes were occurring that
would adversely impact the competitiveness of US wood productsindustry. These structural and market changes
include changing material preferencesin Japan toward kiln-dried products, the strength of the US dollar relative to
Canadian and European currencies, and higher transportation costs from the USto Japan than from the EU. In
addition, it should be noted that some studies indicated that other successful countries made substantial effortsto
develop a better understanding of Japanese market condition and accommodate Japanese customers extra
requirement for products and services.






5 CONCLUSION

As discussed previously, the US wood products industry put substantial effort into the trade liberalization and
market deregulationinitiativesin Japan’ swood products sector through tariff reduction, building standard revision,
and foreign product standard recognition. Although the trade-weighted average of tariffs on wood products in
Japan dlightly increased and the potential effects of measuresin building standards and product standards have not
been fully realized, US wood products are losing their share of Japan’s import market. This failure in market
penetration could be attributed to two factors: an increase in US domestic consumption of wood products, and a
decreaseininternational competitiveness of the US wood productsindustry.

Increasein Domestic Consumption

The US has been a net importer of wood products (in value) since 1993, mainly due to its increasing wood
consumption during a period of grong economic growth (Figure 11). Since 1991, the US economy has been
expanding at an average annual growth rate of 3.6%, reaching as high as 4.6% in 1998. Under this strong US
economy, new housing starts increased from 1.01 million unitsin 1991 to 1.67 million unitsin 1999. Asaresult,
softwood lumber consumption increased from 41.9 billion board feet (bbf) to 54.3 bbf, or by 29.6%, during the
period 1991-1999. However, domestic production of softwood lumber increased by only 10.5% from 33.2 bbf to
36.7 bbf, resulting in a sharp increase in softwood lumber imports, primarily from Canada. Similarly in the wood
panel sector, the US has also become dependent upon imports from Canada. As of 1998, nearly 20% of the wood
panels consumed in the US were supplied by Canada.

With the increase in domestic consumption of wood products under the strong economic growth, wood products
exports have become relatively less important to the US industry in the late 1990s. Exports of softwood lumber
declined from 7.1 million n?* in 1991 to 3.0 million n? in 1999, partly redirected toward domestic processing and
consumption. This decline has been further exacerbated by the economic downturn in Asia, particularly in Japan,
since mid-1997.

18

=
(o]

[EnY
D

Imports

=
N

=
o

Value ($billion)

F g & & FHE &L

Figure1l. USWood ProductsIimportsand ExportsValue, 1982-1999.
Source: USDA FAS (1995-2000).



US exports of wood products decreased by nearly 20% from 1997 to 1998, approximately 70% of which can be
attributed to the decline in exports to Japan. It isironic that the accomplishments of the trade liberalization and
market deregulation initiatives, including tariff reduction, building standard revision, and foreign product standard
recognition, began to materialize inthe late 1990s when the export potential of US wood products exports began to
decline.

Competitiveness of US I ndustry

Aswe have discussed earlier, the US wood products industry has been losing market share in Japan’ s imports of
wood products, including softwood lumber, softwood plywood, softwood veneer, structural laminated lumber,
wood doors, and wood windows, to other exporting countries, namely Canada and the EU. This trend indicates
that some structural changes disadvantageous to the US wood products industry have occurred while the US
industry was concentrating on trade liberalization and market deregulation initiatives in Japan. These structural
and market changesinclude changing material preferencesin Japan toward kiln-dried products, the strength of the
US dollar relative to Canadian and European currencies, and higher transportation cost from the US to Japan than
from the BEU.

In additionto these unfavorable market conditions, the USindustry hasbeen slow to devel op itsadvantagesrel ative
to its competitors’ in Japan’simport market. Some studies have indicated that other successful exporting countries
made substantial efforts to develop a better understanding of Japanese market conditions and accommodate

Japanese customers’ exrarequirement for products and services wherever possible. It seemsthat the US industry
put more resources into an effort to modify Japan’s market conditions than to accommodating their own needs,

seemingly with a strong belief that US wood products would be accepted anywhere. Further, the repetitive trade
liberalization and market deregulation initiatives seem to have given US wood products manufacturers a false

impression that the only barriers to their market penetration in Japan were tariff and non-tariff barriers, which
raised their level of expectation without encouraging their own efforts.

These two factors, unfavorable market conditions and excessive reliance upon trade liberalization and market
deregulation initiatives, rather than their own efforts, would be the primary causes of the reduced international
competitiveness of the US wood products industry.

Given their failure in market penetration through trade liberalization and market deregulation initiatives, it may be
necessary for the US wood products industry to reconsider their strategies for market penetration in foreign
countries aswell asin Japan. If the USindustry wants to increase its wood products exports, it would be advisable
for the industry to develop its advantages relative to its competitors in addition to insisting on improving market
access conditions. Important factors for success include developing a better understanding of the market, making
stronger efforts to match product offerings with changing customer preferences, accommodating customers' extra
requirements for products and services, improving product quality, and offering competitive prices. Regarding
wood products exportsto Japan, lower prices relative to product quality would be a key factor, given the increased
price sensitivity of the Japanese consumers caused by the economic recession and market deregulation.

Additionally, the US wood products industry may wish to reconsider their export potentials in response to the
increasing domestic consumption and the constrained resource availability inthe US. It issaid that the USindustry
has a tendency to export more when domestic demand is low, and retreat from the export market when domestic
demand is high. Such a shortsighted behavior is particularly unwelcome in value-added products trade where a
direct relationship between suppliers and consumers is important. Therefore, it would be advisable for the US
industry to consider theimpact of thesesupply factorsontheir ability to commit tolong-termrelationship with their
foreign customers.

At this time, it is too early to reach a conclusion about the competitiveness of the US wood products industry.
Given Japan’s changing market conditions, especially the recent implementation of the revised Building Standard
Law, therevised JASLaw, and the new Housing Quality Assurance L aw, there could emerge new opportunitiesfor
the US wood products industry to further penetrate Japan’s import market. In that case, future successis dependent
upon the USindustry’s efforts to devel op its advantages relative to its competitors.
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APPENDIX I:  USJAPAN JOINT REPORT ON SECTORAL DISCUSSIONS (JANUARY 10, 1986)

IV. FOREST PRODUCTS

Tariffs:
1

The Government of Japan has reduced tariffs by 20 percent on transom, other builders’ carpentry and
joinery, and fiber building board from January 1, 1986.

The Government of Japan stated it would reduce its tariffs on wood products as shown in the Annex
effective as from April 1987. Review and discussion will take place as the results of the 1987 reductions
have become available.

Non-tariff |ssues:

A. Measuresin Place

1

Exchange of information to improve understanding of the problems and the particular characteristics of
each other’ sforestry and forest products industries.

Confirmation that the restructuring plan for Japan’s forest products industry will take into account OECD
and GATT guidelines.

Development of ademonstration wood structure to promote increased wood utilization in Japan.
Revision of the Japanese building code for 2x4 construction to permit increased use of 4x8 panels.

Provision of the criteria and procedures for permitting foreigners to participate fully in standards drafting
procedures.

B. Measuresto be Implemented

1

Prompt implementation of the necessary testsin order to adopt |odgepol e pine and ponderosapineastypes
of trees, which can be used as materials for structural laminated lumber. Revision of the laminated lumber
standard if warranted by the test data.

Discussion of possible joint promotional activities to expand demand in Japan for wood products in
addition to the demonstration wood structure.

Prompt commencement of tests to establish product standards for structural panel products, such as newly
developed oriented strandboard, waferboard, etc.

Appointment of representatives of foreign interests as members of the technical sub-committees of the
research committee for agricultural and forest standards and admission of representatives of foreign
interests to participate in the drafting of standards, as stated in the Action Program.

Institutionalization of the agreed-upon method for designating “Foreign Testing Organizations (FTOs).”

Review of fire and building codes to identify possible measures, which could stimulate greater use of
wood and wood panel products.

C. Continuing Issues

1

Proceduresfor certification of U.S. wood products.

ANNEX

WOOD PRODUCTS TARIFF REDUCTIONS
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Description/CCCN Jan. 1986 Apr. 1987 Apr. 1988

Veneer
44.14-230 150 50
44.14-290 150 50

Plywood
4415111 16.3 125 10.0
44.15-191* 15.0 125 10.0
4415192 200 175 15.0
44.15-193 200 175 150
441514 170 135 100
44.15-195 170 135 100

* Softwood plywood not less than 6mm in thickness.

Reconstituted Wood

44.18-100 12.0 80
Unfinished Pine L umber

44.05-310 7.0 48
Fiber Building Board

44.11-900 52 35
Finished L umber

44.13-300 100 8.0
Laminated L umber

44.15-200 20.0 150
Wooden Beadings & Mouldings

44.19-000 72 48

N.B. Review and discussions will take place as the results of the 1987 reductions have become available.
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APPENDIX II:  AGREEMENT ON WOOD PRODUCTS (JUNE 15, 1990)

MEASURESTO BE TAKEN BY THE GOVERNMENT OF JAPAN RELA TING TO WOOD PRODUCTS

(MEASURES)

I. TARIFFS

1

The Government of Japan (GOJ) has decided to take a positive stance in the Uruguay Round Negotiations
with respect to the reduction, or as appropriate, elimination of tariffs on the wood Products specified in
Annex A, which is attached hereto.

Following commitments made in the Uruguay Round Mid-Term Review of April 1989, and without
prejudice to the basic negotiating methods described in that commitment, the GOJ:

a. Will take necessary measures, including seeking Diet approval, to reduce overall tariff rates on the
wood products specified in Annex A from current applied rates by atarget amount at |east as ambitious
as that achieved by the formula participants in the Tokyo Round as part of the implementation of the
results of the Uruguay Round Negotiations;

b. Recognizes the importance, as stated in the Uruguay Round Mid-Term Review of April 1989, of
reducing or eliminating high tariffs, tariff peaks, and tariff escalation, and thereby is of the view that:

(i). theimplementation of Uruguay Round Negotiations should ultimately result in the achievement
of low tariffs on the wood products specified in Annex A, and

(ii). theinitial reductionsin high tariffs (rates 8 percent and above)on those products specified in
Annex A will be greater than subsequent staged reductions in order to achieve immediate
substantial improvement in market access.

c. Intends to work closely with the United States Government (USG) and other interested parties on
tariff issuesin the Uruguay Round and to negotiate with the USG and other interested parties as part of
the Uruguay Round Negotiations the level and staging of tariff reductions on wood products specified in
Annex A in accordance with the above guidelines.

I1. BUILDING STANDARDS

A. Definition: for purposesof the"Measuresto Be Taken by the Government of Japan Relating to Wood Products”
(Measures), the term "building standards" means the Building Standards Law, as well as relevant cabinet orders,
enforcement regulations and notifications. The legal requirements under the Building Standards L aw encompassed
by this definition are sufficient to allow the practical and effective implementation of the measures to be taken
under Part I and Annex B of the Measures.

B. Performance Requirements

1

It is the policy of the GOJ that, in principle, building standards and requirements should be
performance-based and that, where the performance of wood products or wooden building systems is
equivalent to that stipulated by these standards and requirements, their use should be permitted.

Where only prescriptive building standards are now stipulated, the GOJ will add performance-based
standards to the maximum extent possible. In particular, the GOJ notes its intention to introduce into its
building standards new testing methods for acceptance of wood fire doors as well as new structural
calculation methods for wood frame construction, as detailed in Annex B, which is attached hereto. These
new standardswill beput into effect in June 1990 for fire doors and by the end of Fiscal Y ear 1991 for new
structural calculation methods for wood frame construction.

The GOJ will continue and strengthen its program, directed by the Ministry of Construction (MOC), of
research and development to expand the use of wood products and modern building systems in
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construction. On the basis of current data and information available to it and in accordance with new
technical developments, the GOJ will amend promptly its building standards and requirements so as to
permit the use of proven wood products and safe building systems.

The specific actions now being implemented or contemplated as well as the objectives are outlined in
Annex B.

With the objectives of promoting the use of proven wood products and safe building systems, and of
exchanging views and technical information on building standards, the GOJwill establish, in cooperation
with the USG and/or other interested countries, a Building Experts Committee, including representatives
of the public sector and private technical experts of Japan, the United States and/or other interested
countries. This Committee will hold its first meeting as soon as possible in 1990.

With a view towards further improving information about the building standards, rules and regulations
and providing a sound basis for the deliberations of the Building Experts Committee, the GOJis providing
the information outlined in Annex F, which is attached hereto.

C. Expeditious Recognition of New Products and Building Systems in the Building Standards and Expeditious
Incorporation of JAS and JIS Standards into the Building Standards

1

It is the policy of the GOJ that the recognition of new products and systems and the incorporation of
appropriate products coming under Japanese Agricultural Standards (JAS) and Japanese Industrial
Standards (JIS) into the building standards should proceed in an expeditious, transparent and predictable
manner. In accordance with the "Action Program for Improved Market Access' formulated in July 1985,
technical appraisal regarding saf ety and workability should be completed and new products and systems
recognized in the building standards within a three-month period, unless there are exceptional
circumstances. The GOJwill seek to incorporate appropriate products coming under JAS or JIS standards
into the building standards within a six-month Period.

Foreign test datawill be accepted whenever possible, consistent with the GATT Agreement on Technical
Barriers to Trade, in considering the recognition of new products and systems. In this regard, the GOJ
draws attention to the 1987 "Guidelines on the Acceptance of Overseas Inspection Data."

The GOJ will further take the actions specified in Annex C, which is attached hereto, concerning the
incorporation of JAS and JIS standards into the building standards.

D. Open and Expeditious Certification

1

The GOJis of the view that, in general, open certification, or general approval of new building materials
and systems, is desirable and that closed certification, or the approval of new products or systemsonly for
specific applications or by specified firms, should be avoided except where the new products or systems
are of such atechnologically unique or complex nature asto warrant such treatment.

The GOJis aso of the view that there should be expeditious acceptance of test results and data compiled
by the relevant bodies of other countriesin the building standards' approval and certification system, even
when test methods differ, provided that the methods employed provide sufficient means to determine
conformity with the relevant technical regulations or standards in accordance with the 1987 "Guidelines
on the Acceptance of Overseas Inspection Data."

The GOJ has made efforts to streamline its procedures for approval and inthisregard draws attention to
the 1987 "Guidelines on the Acceptance of Overseas Inspection Data' and recent work on the
categorization and public notification of data necessary for technical appraisal. The GOJ also notesin this
regard that, unless there are exceptional circumstances, such approval is effective on anationwide basis.

The GOJ will make further efforts to expedite open approval and certification by taking the actions set
forth in Annex D, which is attached hereto, and, consistent with its commitments to provide improved
information services, briefing sessions and explanatory information on the approval process to foreign
compani es upon request.

E. Implementation
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The GOJ will take all necessary and appropriate actions to ensure nationwide gplication of all the
modifications to the building standards required to implement the actions of the GOJ set forth in this Part,
aswell asin Annexes B, C and D of the Measures.

The GOJ will cooperate with the USG and/or other interested parties to resolve disputes and problems
related to the recognition, incorporation, approval and certification of wood products or building systems
as quickly as possible and in amanner consistent with the Measures. It is anticipated that disputes will be
resolved within three months upon receipt of sufficient datafrom the parties concerned.

The GOJwill inform building officials, local government officials and other appropriate officials, as well
as the construction industry, in an effective and timely manner of all changesin the building standards and
other requirements set forth in the Measures.

1. JAPANESE AGRICULTURAL STANDARDS

The GOJ will take the following measures with respect to the Japanese Agricultural Standards (JAS).

A. Simplification of Certification Process

1

In order to simplify and expedite the JAS certification process, the GOJ will eliminate, reduce and
simplify the documentation required for JAS mill certification. Through the actions described in Annex E,
which is attached hereto, with respect to the documentation requirements in the certification of a mill
producing structural plywood, the GOJ will implement the following, except in extenuating
circumstances:

a. The documentation required for JAS mill applications will be reduced by approximately
one-half, and the time period for the GOJ to conduct an on-site inspection and to review and
approve the application will be shortened to four months for applications submitted directly to
Registered Grading Organizations (RGO's) (only two or three months will be required in cases
in which no problems are encountered).

b. When the Foreign Testing Organization (FTO) system is used, the time period, referred to in
sub-paragraph (a) above, will be no more than two working weeks.

c. Fortheapproval of new plants, the time period for the GOJ to conduct an on-site inspection and
to review and approve the application will be shortened to five months, except when the FTO
system is used the time period will be no more than two weeks, and in cases where no problems
are encountered, the time period will be shortened to two to three months.

In the certification of mills producing products other than structural plywood, the GOJ will take actions
similar to those described in Paragraph (1) above, as well as those described in the documentation
requirements detailed in Annex E with respect to structural plywood.

Under the FTO system, the provision of quality control facilities, equipment and personnel is the
responsibility of the FTO, and not of the applicant mill, where thereis aquality control contract between
the FTO and the applicant mill. In seeking JAS certification, an applicant mill will not be required to
provide documentation with respect to the quality control requirements.

B. Adoption and Revision of JAS Standards

1

2

The GOJ will revise the JAS standards:

a to include the alternative method of the Nail Shear Test and to incorporate stress values in the
structural panels standard; and

b. torecognize Machine Stress Ratings (M SR) and stress values for lumber uses including for usein the
manufacture of laminated lumber products.

In revising the standardsin Paragraph (1) above, the GOJwill:



a. acknowledge and utilize the extensive experience and technol ogy available in the United States and
other countries to the maximum extent possible: and

b. make the maximum use of the data on OSB stress values and the stress values for MSR lumber
provided by U.S. and/or other foreign entities.

Based upon recognition of the impracticality of retesting MSR lumber at the time of importation, the GOJ,
after assessment of and rendering a judgment on the quality control programs of certified MSR grading
organizationsin the United States and other countries, will as a matter of principle recognize the certified
stress values referred to in Paragraph (2)(b) above.

Foreign technical experts will continue to participate in the development of JAS standards. Foreign test
datawill continue to be utilized whenever possible, consistent with the guidelines established by the GOJ
in"Improvement of Japanese Standards and Certification Systems."

The preparation of the final draft of the revised standards, referred to in Paragraph (1) above and the
necessary domestic procedures, including the activities of the Research Committee for Agricultural and
Forestry Standards, will be completed by March 31, 1991 and the revised standards will be put into effect
by July 1, 1991.

C. Equivalency in Testing

1

It isthe view of the GOJthat, even where test methodol ogies and other requirements differ from those set
forth in the JAS standards, foreign quality control methodol ogies can provide equivalent guarantees of a
product's quality and safety.

The GOJwill judgethe equivalence of aforeign quality control methodol ogy on the basis of itsanalysis of
performance and test data provided through a parallel testing program.

Upon receipt of a request by a Foreign Testing Organization or other entity, which intends to seek
approval of aparalel testing program, the GOJwill, in no more than 60 days, except in very complicated
cases, notify the applicant of al the parameters of the testing program that will be required (e.g., the
duration of thetesting) and all other necessary datathat must be submitted with the application. When this
data has been submitted, no other information will be required of the applicant.

Within six months of submission of the necessary test data, the Research Committee for Agricultural and
Forestry Standards will make a judgment that a foreign testing method provides equivalent results. As
soon as possible but within 30 working days, after the Research Committee has made an affirmative
equivalency judgment, the GOJwill make an official proclamation in the KANPO of the acceptance, on a
provisional basis, of the foreign testing methodology.

Thirty (30) days after the equivalency judgment is published in the KANPO, and prior to GATT
notification, the GOJwill begin to accept the foreign test results as equivalent to JAStest results. These
test results will fulfill the JAS requirements, in accordance with relevant laws and regulations in Japan.

It is understood that as a result of the GATT notification process, the GOJ may be required to alter its
provisional acceptance of the foreign testing method.

D. JAS Technica Committee

1

3.

The GQJ, in cooperation with the USG and/or other interested countries, will establish a JAS Technical
Committee, composed of representatives of the governments and organizations participating in the JAS
system and, as it is deemed necessary, private sector technical experts for the purpose of assisting that
government.

The initial meeting of the Committee will be held before June 30, 1990, and approximately once every
year thereafter, with more frequent meetings held when necessary.

The purposes of the Committee will be to:
a.  hold regular meetings to exchange views and deepen understanding of JAS product standards and the
product standards of other countries and such other issues as may be agreed upon;
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b. identify products where harmonization of standards would facilitate trade in forest products;

c. examine and make recommendations with respect to the harmonization of standards, in particular
with respect to the future devel opment of common standards and testing methodol ogies; and

d. prepare reportson progressin the implementation of the actions set forth in section B of this Part and
in Annex E.

IV.CLASSIFICATION OF LAMINATED WOOD PRODUCTS

1. ThisPart of the Measures sets forth the policies and actions of the GOJ regarding the appropriate classification
of laminated wood products, including, but not limited to, glue laminated (glulam) arches, headers and beams;
laminated posts; laminated veneer lumber (LVL); laminated veneer lumber joists and trusses; and tongued and
grooved glue-laminated lumber. Where such laminated wood products meet the criteria set forth below, the GOJ
has decided to classify these products under Harmonized Tariff Schedul e sub-heading 4418.90 (3.9 percent duty),
asof June 1, 1990.

2. The GOJhas decided to classify the following laminated wood products under Harmonized Tariff Schedule
sub-heading 4418.90 (3.9 percent duty), as of June 1, 1990.

A. Glulan

1. Structural 1/ glue-laminated lumber that has a minimum cross section width of not less than 3 inches (76
mm) and adepth (amultiple of thelamination thicknesses) of not lessthan 5-1/2 inches (140 mm) and that
fulfills any one of the conditions described below at the time of importation:

a. processed (curved, camber, tenons, mortises) to be a particular shape for beams or arches;
b. hasbolt holesin appropriate locations:

c. planed or sanded, and chamfered; or

d. with average lamination thicknesses of not lessthan 30 mm

2. Glue-laminated lumber that has a cross section width of less than 3 inches (76 mm) and a depth of less
than 5-1/2 inches (140 mm) or acrosssection greater than or equal to that size, but which does not fulfill
any of the four conditions set forth in sub-paragraph (a)(l)above, is classified as structural glue-laminated
lumber when the shipment is accompanied by technical materials 2/ or hardware 3/ showing that the
products are intended to be used for structural applications 4/ in the construction of any kind of building,
etc. without significant further processing 5/.

B. Laminated Veneer Lumber

Structural laminated veneer lumber (LVL), which fulfills any one of the conditions described below at the time of
importation:

1. assembled products (e.g., I-beams or I-joists, combination beams with steel products, and trusses);

2. productsin the form of recognizable unassembled pieces (e.g., prepared with tenons, mortises, dovetails
or similar joints for assembly);

3. pieces processed to a particular shape (e.g., curved, camber) for beams or arches; or

4. productshaving acrosssectionwidth (or thicknesswhichisamultipleof thethicknessof thelaminations)
of not less than 1-1/2 inches (38 mm) and a depth of not less than 3-1/2 inches (89 mm) and accompanied
by technical material 2/ or hardware 3/ showing that it isintended to be used for structural applications 4/
in the construction of any kind of building, etc. without significant further processing 5/.

C. Tongued and Grooved Glue-laminated Lumber

Tongued and grooved glue-laminated lumber (so-called "decking™) which has awidth of not less than 5-1/4 inches
(133 mm) and adepth (amultiple of the lamination thicknesses) of not |ess than 2-3/16 inches (56 mm), is designed
for use as flooring, roofing, etc., and is not recognizabl e as glulam when assembled becauseit is used in flat panel
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form. Nevertheless, decking prepared with end-joints, such as tenons or mortises, for assembly is classified under
Harmonized Tariff Schedule sub-heading 4418.90 (3.9 percent duty).

1. Theterm"structural" asused herein isintended only to be descriptive and shall not imply the need to meet
requirementsin addition to those specified herein.

2. Theterm "technical materials" include drawings or diagrams, standard specifications or similar technical
manuals, and installation instructions.

3. Theterm "hardware" includes hangers, metal plates or brackets which are appropriate in size and quality
for the productsinvolved.

4. The term "structural applications" includes beams, arches, posts, headers, purlins, and other members,
which are used in the main frame of any building.

5. Theterm"significant further processing” refersonly tore-sawing and overlaying, but not cutting tolength
or joining members together.

V. ESTABLISHMENT OF WOOD PRODUCTS SUBCOMMITTEE
A. Accomplishment of the Objectives of the Measures

1. Theobjectives of the Measures are to achieve substantial improvement in market access and to encourage
the use of wood products in Japan.

2. With the implementation of the Measures, it isthe intent of the GOJ that the use and importation of wood
products and wood building systems will be facilitated and a framework established for addressing any
relevant issuesin the future.

3. Toward this end, the GOJ will cooperate with the USG and/or interested parties to resolve expeditiously
any disputes or problems related to the building standards, JAS standards or tariff classificationsin a
manner consistent with the Measures.

B. Wood Products Subcommittee

1. For the purposes of overseeing the implementation of the policies, procedures and actions set forth in the
Measures, resolving disputes and problems arising under it, and facilitating trade in wood products as
well as the increased use of wood products, a Wood Products Subcommittee (Subcommittee) of the
U.S.-Japan Trade Committee will be established.

a  The Subcommittee will be composed of senior officials of the GOJ and the USG and other
appropriate government experts.

b. TheSubcommitteewill meet twiceayear at or about the sametime asthe Trade Committee, and more
frequently when requested.

2. The Subcommittee will review the actual implementation and operation of the policies, actions and
procedures upon which the Measures are based, as well as the work of the technical committees
established under the Measures (Building Experts Committee and JAS Technical Committee). When
disputes arise with respect to the implementation of the Measures, the Subcommittee should seek to
resolve them within six months.

3. The Subcommittee will endeavor to identify actions and areas of cooperation which will contribute to the
achievement of the objectives of the Measures. If the Subcommittee identifies areasin which revisionsare
appropriate to achieve the objectives of the Measures, the GOJ will implement mutually acceptable
revisions.

VI.SUBSIDIES

In order that the objectives of the Measures will not be undermined, it isthe intention of the GOJthat any existing
or future subsidies to manufacturers of forest products shall be consistent with the Agreement on Interpretation and
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Application of Articles VI, XVI and XXI1I of the General Agreement on Tariffs and Trade and, in that regard, will
not nullify or impair benefits accruing to any GATT Contracting Party, directly or indirectly, under the GATT. In
addition, such subsidies will be consistent with the OECD Statement on Positive Adjustment Policies of 1982.

ANNEX A

JAPANESE WOOD PRODUCTSTARIFFS
HS# Current

Sawn Wood

4407.10-110 80
4407.10-121 4.8
4407.10-210 80
4407.10-290 100

Veneer Sheets And Sheets for Plywood

4408 10-010 0
4408.10-021 50
4408.10-029 50
4408.90-410 50
4408.90-490 50

Wood Continuously Shaped along any of its Edges or Faces

4409.10-100 75
4409 10-200 4.8
4400.10-310 80
4400.10-320 0
4409.20-190 75
4409.20-200 4.8
4400.20-320 0
4400.20-330 100
4400.20-340 0

Particleboard

4410.10-010 80
4410 10-020 10.0

Fiberboard

4411.11-000 52
4411.19-000 52
4411.21-000 35
4411.29-000 35
4411.31-000 35
4411.39-000 35
4411.91-000 35
4411.99-000 35

Plywood U. Panels and Similar Laminated Wood

4412.12-011 10.0
4412.12-019 150
4412.12-021 150
4412.12-022 10.0
4412.19-011 10.0
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4412.19-019 150
4412.19-021 150
4412.19-022 100
4412 .21-010 150
4412 .21-090 200
4412.29-010 150
4412.29-090 200
4412 91-010 150
4412 .91-090 200
4412.99-010 150
4412.99-090 200
Builders' Joinery and Carpentry of Wood
4418.30-000 39
4418.40-000 39
4418.50-000 58
4418.90-100 100
4418.90-221 39
4418.90-229 39
Other Articles of Wood
4421.90-099 5.8
ANNEX B

|. THE OBJECTIVESAND ACTIONS CONCERNING BUILDING STANDARDS

1. TheGOJacknowledgestheimportanceof life safety, structural performanceand fire control requirements
in its building standards.

2. ltisthe policy of the GOJthat the use of wood products and wood building systems should be permitted
where these products and systems provide levels of safety equivalent to or superior to those required of
other building materials. It further recognizesthat standardsfor saf ety are not fixed but vary inaccordance
with technological developments. In this regard, the GOJ recognizes that progress has been, and continues
to be, made in the development of wood building systems providing the structural and life safety
equivalent to other building systems.

3. Itisthepolicy of the GOJthat building standards should be transparent, facilitate the introduction of new
products and systems, protect safety and, to the maximum extent possible, be performance-based. Thus,
the GOJ acknowledges that:

a

The Measures should not only resolve current disputes but establish a system that will aleviate
potential problems that may arise in the future concerning the introduction of new products or

systems into the building standards and facilitate the modification of existing building standards so as
to permit the use of proven wood products and safe wood building systems.

In accordance with the Measures or after necessary technological study has been completed, the GOJ
will continue to incorporate proven wood products and safe systems into its building standards and
will actively make the modifications in its building standards necessary to accomplish these
objectives and the actions specified in this Annex.

It isimportant that building standards regarding the use of wood products, systems and certification
be clear, predictable and readily available to interested parties. To that end, the GOJwill improve the
information services available to foreign entities as specified in this Annex.



d. Given the preference of the Japanese for wood housing and the cost competitiveness of such housing,
wood construction in Japan is likely to increase significantly as aresult of the Measures.

I1.ACTIONSTO BE TAKEN BY THE GOJ IN FISCAL YEAR 1991

I.  The GOJwill add, to the maximum extent possible, performance-based standards in those cases where only
prescriptive building standards are stipulated, including but not limited to the following;

a

The GOJwill develop and implement new teststo allow the use of wood doorsfor al Type A and Type B
applications (June, 1990);

The GOJ will incorporate the following changes in structural restrictions on wood frame construction
where the safety has been confirmed through structural calculations:

i. Increasethe floor area surrounded by bearing wall lines from the current 60 square meters;
ii. Increase the distance between bearing wall lines from the current 12 meters or less;

iii. Increasethe width of openingsin bearing wall lines from the current 4 metersor less;

iv. Change the nailing requirements; and

v. Easetherestrictionson the use of members of different structures.

2. The GOJwill revise the structural design manual including current basic data and guidelines for the structural
design of large sectional wood buildings. The GOJ will allow large sectional wood buildings as quasi-fireproof
buildings and permit the construction and use of the following:

a

In quasi-fire protection districts, urban areas and al other areas except fire protection districts, wood
buildings of no more than three stories for offices and row houses or any combination thereof, with atotal
floor area of from 500 square meters to not more than 1500 square meters;

In areas outside of fire protection districts and quasi-fire protection districts, wood buildings of not more
than two stories for commercial/retail (department stores, shops, etc.), offices or any combination thereof,
with atotal floor area of less than 500 square meters on the second floor, and an aggregate total floor area
of not more than 3000 square meters for the entire building.

In areas outside of fire protection districts and quasi-fire protection districts, wood buildings of not more
than two stories, such as hotels, dormitories, etc., with atotal floor area of less than 300 square meters on
the second floor and an aggregate total floor area of not more than 3000 square meters for the entire
building.

3. The GOJ will make the necessary technical evaluation to permit wood interiors with ceilings of
non-combustible or semi noncombustible materials.

4. The GOJwill grant general approvalsfor new building materials or building elements, which do not require
unique and/or complex technology and are accompanied by appropriate manuals.

5. The GOJwill allow the construction of restaurants, shops, club houses as well as cottages of log construction
by making the following changesin its building standards (Spring, 1990):

a

The restrictions on total floor area will be modified to increase the maximum allowable area from the
current 150 sguare meters to 300 square meters. The restrictions on height will be increased from a
maximum height of 7 metersto 8.5 meters.

The restrictions on the sectional area of logs constituting bearing walls will be revised to increase the
current limit of between 120 and 700 sguare centimeters to between 120 and 1400 sguare centimeters.

The limit on the height of bearing walls will be changed from no more than 3.2 metersto no more than 4.0
meters.

The limitation on the width (horizontal distance) of bearing walls will be eased from more than 1 meter to
more than 0.3xH (H = height) meters.
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The limit on the distance between bearing wall lineswill beincreased from 6 meters or lessto 8 metersor
less and the limit on the floor area surrounded by bearing wall lines will be increased from 30 square
meters or less to 40 square meters or less when the safety of the structure has been confirmed by structural
calculations or experimentation.

The requirement for the number of dowelswill be revised to take into account the diameter of the dowels
used.

6. TheGOJwill allow the construction of three-story, multifamily wood housing and commercial and mixed use
wood buildings, as specified in sub-paragraph (f) below, in areas outside of fire protection districts and quasi-fire
protection districts when the following conditions, which shall be applied in such amanner asto allow the practical
and economic construction of such buildings while not reducing the safety level, are met:

a

b.

C.

Setbacks from the boundary of the adjacent |ot are 3 meters (gable side) and 4 meters (front and back);
Buildings may be from 500 up to 1000 square metersin size;

Main structural components, such aswalls, floors, ceilings and roofs meet the one-hour fire test specified
in Paragraph 8 of this Part of the Annex;

Evacuation facilities enable residents to exit in two or more directions:

When building sections are separated by afireproof system, using non-combustible material of awidth of
3 meters, each section shall be treated as a separate building for purposes of calculating the permissible
building area; and

Theusesof three-story, multi-family wood housing and commercial and mixed usewood buildingsarethe
following:

i. The first and second floors can be used in various ways, such as for offices, stores, apartments,
commercial/retail establishments (including both goods and services), offices such as for lawyers,
doctors and other professionals, and restaurants: and

ii. Thethirdfloor can only be used for offices and apartments.

7.  The GOJ will alow fire-preventive buildings of wood frame construction as quasi-fireproof buildings and
permit the construction and use of the buildings specified below. Main structures of these buildings, such aswalls,
floors, ceilings and roofs must meet a one-hour fire test as specified in Paragraph 8 of this Part of the Annex.

a

In quasi-fire protection districts, urban areas and all other areas except fire protection districts, wood
buildings of no more than three stories for offices and row houses or any combination thereof, with atotal
floor area of from 500 square meters to not more than 1500 square meters;

In areas outside of fire protection districts and quasi-fire protection districts, wood buildings of not more
than two stories for commercial/retail (department stores, shops, etc.) or office use or any combination
thereof, with atotal floor area of less than 500 square meters on the second floor, and an aggregate total
floor area of not more than 3000 square meters for the entire building.

In areas outside of fire protection districts and quasi-fire protection districts, wood buildings of not more
than two stories, such as hotels, dormitories, etc., with atotal floor area of less than 300 square meters on
the second floor and an aggregate total floor area of not more than 3000 square meters for the entire
building.

8. The GOJ will conduct the necessary technical review to establish and put into operation a new fire test
methodol ogy and criteriasimilar tothat of 1SO Test 834. Thetest criteriaand methodology will be such asto permit
the use of wood/gypsum systems, which meet the one-hour fire rating set forth in SO Test 834.

9. The GOJwill formulate standards permitting use of wood for external walls of fireproof and quasi-fireproof
buildingsin areas outside of fire protection districts and quasi-fire protection districts as long as such construction
poses no obstacle to fire preventive performance.



10. Following submission of test data and documents on structural quality control systems, the MOC will grant
approval to the allowable unit stresses for species of lumber; and for this purpose the MOC will recognize the
lumber bearing applicants grade marks. At the earliest possible date, the MOC will incorporate these unit stresses
into the building standards.

11. The GOJwill upgrade the information servicesprovided by the MOC. These include the establishment of a
contact point for foreign entities in the MOC and the establishment of an International Department within the

Building Center of Japan to provide information in English on approval systems, aswellasthe provision of briefing
sessions for foreign entities on the building standards and approval systems. The GOJ will make every effort to
ensure that foreign firms are-aware of the availability of these services.

12. The GOJwill revise the restrictions on height and eave height for wood buildings described in Paragraph 6 of
this Part of the Annex, and for row house complexes which meet the conditions specified in that Paragraph, to
provide for the following:

a.  Aneaveheight of 11 meters; and

b. A height of 15 meters. However, provision must be made for increasing the allowable height of the
building to maximize the habitable space and to permit economic and practical construction in those cases
where the necessary pitch of the roof and the dimensions (Ilength and width) of the building are such asto
render the 15 meter height limitation impractical.

I11. ACTIONSTO BE TAKEN BY THE GOJ IN FISCAL YEAR 1993

1.  Asprovided for in Paragraph 6 of Part Il of this Annex, the GOJ will allow the construction of three-story,
multi-family wood housing and certain commercial and mixed use buildings, as specified in sub-paragraph (f)
below, in areas outside of fire protection districts and quasi-fire protection districts with the following
modifications in the building standards, which shall be applied in a manner to allow the practical and economic
construction of such buildings without reducing the safety level:

a  Setbacksfrom the boundary of the adjacent lot are 3 meters (gable side) and 4 meters (front and back):

b. Theallowable size of the building will be increased substantially above 1000 square meters, but not more
than 3000 square meters,

c. Thefiretest methodology and criteriareferred to in Paragraph 8 of Part 11 of this Annex will be revised as
appropriate. However, the criteria and methodology will be such as to permit the construction and use of
wood/gypsum systems which meet the one-hour firerating set forthin ISO Test 834:

d. Main structural components, such as walls, floors, ceilings and roofs can meet the one-hour fire test
specified in sub-paragraph (c) above; and

e. The GOJwill develop alternative rules for fire separation between building sections, in accordance with
international practice, with an intention of reducing the size of the current fire separation structure and of
permitting firewalls. Building sections separated by such walls shall be treated as separate buildings for
purposes of calculating the permissible building area.

f.  The uses of three-story, multi-family wood housing and commercial and mixed use wood buildings are
the following:

i. The first and second floors can be used in various ways, such as for offices, stores, apartments,
commercial/retail establishments (including both goods and services), offices such asfor lawyers,
doctors and other professionals, and restaurants; and

ii. Thethirdfloor can only be used for offices and apartments.

2. Based on the experience gained from the implementation of the Measures, in particular the actions undertaken
pursuant to this Annex, the GOJ will review its building standards concerning heights, area and other requirements
so that the use of wood may be expanded.
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IV.BUILDING EXPERTSCOMMITTEE

. The GOJwill, in cooperation with the USG and/or other interested countries, establish a Building Experts
Committee, including representatives of the public sector and private technical expertsin Japan, the United States
and other countries.

2. The purposes of this Committee will be to:

a.  hold regular meetings to exchange views and deepen the understanding of each country's building
standards and codes:

b. examinethebuilding standardsand building codes of each country with the objective of providing for
the harmonization of standards, in particular with respect to the future development of common
standards and testing methodol ogies; and

c. prepare annual reports on the progress of the implementation of the actions specified in this Annex.

ANNEX C

In order to provide for recognition of JAS and JIS standards in the building standards, the GOJ confirms the
following:

1. Following evaluation of the test data provided by entities of the United States and/or other countries, the GOJ
will recognize Oriented Strand Board and Waferboard (OSB/WB)- which meets the JAS for structural panels as
having equivalent performance characteristics to the same thickness of Class Two JAS plywood. It is recognized
that the U.S. has already provided this data and that the GOJ has already initiated this process.

2. The GOJwill implement the following measures concerning the usage of OSB/WB:

a.  OSB/WB will be added to the notification on multipliers of wood frame (the resistance coefficient for
shear wall) for wooden buildings using Japanese post and beam construction

b. OSB/WB will be permitted for use in bearing walls of conventional wooden buildings; and

c. OSB/WB will be permitted for use in walls, floors and as sheathing on roofs in wood frame
construction.

3. The GOJwill improve the test method for intumescent fire retardants.

4. Based ontest data provided by the applicant, the GOJwill approve under the building standards the use of box
nails, aswell as other nails and fasteners, in wood construction in all appropriate applications, in accordance with
their holding properties.

5. With respect to MSR, the GOJ will seek to incorporate M SR into the building standards within six months,
following its recognition by JAS, and permit its use in laminated wood products, as well as in all lumber
applications.

ANNEX D

OPEN APPROVAL FOR NEW SYSTEMS AND PRODUCTS WHICH DEMONSTRATE ADEQUATE
PERFORMANCE

I.  The GOJwill grant general approvalsfor new building materials or building elements, which do not require
unique and/or complex technol ogy for builders and are accompanied by appropriate manuals.
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2. Should open approval not be possibleimmediately, approval of anew structural building material or system for
a specific application should be granted within three months. Open approval of new non-structural materials or
assemblies should be granted within three months.

3. Where anew product or system is so unique or technologically complex that the initial approval must be
limited to specific applications, the GOJwill grant, unless there are exceptional circumstances general approval to
the applicant as soon as results are obtained from no more than four applications of the product or system.

ANNEX E

[This annex is not included. It is a four-page spreadsheet detailing the documentation necessary for a sawmill to
apply for GOJ certification of its quality control programs, and indicates which requirements are being reduced or
eliminated.]
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APPENDIX I1I:  EMERGENCY PRIORITY PROGRAM FOR LOWERING HOUSING
CONSTRUCTION COST (MARCH 26, 1996)

1. Comprehensive Review of Building Regulatory Framework
A. Comprehensive Review of Building Regulatory System

a. Rationalization of Building Regulatory System In order to create rational regulatory system which
more accurately responses to international cooperation, promotion of deregulation and other needs of
the time Building Council is now investigating and deliberating on "How New Building
Administration Should be in the Face of Economic Social Changes L ooking into the 21st Century".
On the basis of Building Council's investigation and deliberation new systematic framework for
building regulationsisto be prepared during FY 1996, there upon tangible preparation of the system,
such as legal measures, are to be undertaken promptly thereafter.

b. Introducing Performance Concept to Building Regulatory System Amongst studiesunder 1) above, as
for building regulatory system, in particular, from a point of view of harmonization with international
standards, induction of self-responsibility system, enlarged people's choice freedom, and inducement
of technological developments, present system centering on prescriptive regulationsisto be basically
changed to performance-based regulations.

c. Performance-based Regulations of Wood Frame Construction Technical Standard Asfor housings by
wood frame construction method (i.e. 2x4 method, etc.) technical standard of structural method
thereof isto be precedentially performance-based during FY 1996

B. Comprehensive Review of Regulations on Water Supply

a.  Review of Regulations on Plumbing Fixture Contractors In order to relax regulations on plumbing
fixture contractors in performing works for appointed water works utilities which require office
withintheir servicearea, national qualificationsshall be established for p lumbing fixture engineers so
that any contractor with qualified engineers may be appointed and undertake work for any
waterworks utilities. For this purpose, the revision of Water Works Law is currently been submitted
tothe Diet.

b. Rationalization of Water Supply Equipment Regulations With regards to water supply equipment,
national standards for the equipment structure and materials shall be clarified in an effort to establish
performance-based standards of these. Attended withthis, watter supply equipment type approval and
quality inspection presently required prior to use will be amended with general review of present
system to a system in which it will be up to consumer whether or not to use one of products certified
by an independent certification organization. This is expected to be enforced from FY 1997. In the
new certification system by an independent third-party organization, in-house inspection and random
sampling systems shall be inducted for radical simplification, whereas with present type approva
system total sampling is required. Moreover, in order to promote international harmonization of
regulations, mutual recognition with overseas certification organizations shall be promoted.

C. Introduction of Factory Prefabrication Systems for Gas Piping Works The Factory Prefabrication

System for Gas Piping Works will be implemented as of July 1996. This new measure is aimed to enhance housing
manufacturers to practice laying gas pipes by themselves at their own factories under certain standards.

2. Facilitate Induction of Imported Housings and Foreign Materials and Components

In order that Japanese consumers have alarger selection to chooseregarding housing construction, it isnecessary to
create highly competitive housing market. Moreover, based on need for international cooperation and existence of
price differences between Japanese and foreign housing construction costs, with regard to imported housings and
foreign materials and components, in particular, there is need for preparation of conditions for their smooth
introduction. For thisreason there is a pressing need to forge ahead with following policies.
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A. Promotion of Mutual Recognition on Building Codes and International Harmonization on Building Standards
In order to streamline certification process for building materials, discussions with related foreign
organizations shall be promoted for mutual recognition on building codes so that mutual acceptance of
building materials may be facilitated by, for instance, recognition of foreign testing laboratories which can
supply acceptable test data. Further, with regards to foreign materials and components, in order to improve
their access into Japanese market international alignment of J 'S and other standards are to be promoted. Asfor
wood frame construction method, in particular, it is necessary to arrange that among the materials which
conform to overseas common standards, some materials like lumbers, plywood, etc. that have sufficient
structural strength with proper quality control system and have many things in common with Japanese
products may be used for wood frame construction in Japan, provided that conformity with the said overseas
standard is certified and indicated. In view of the above, discussions with overseas organizations concerned
shall be proceeded with 3 countries and 10 organizations and for 30 types of building materials as an aim
within FY 1996.

B. Facilitation of Supply of Housings Using Foreign Materials and Components In order to facilitate supply of
housing using foreign materials and components, such as wood frame construction method, examination for
certification by the Minister of Construction under Building Standard Law Article 38 of special building
materials and structural methods must be rationalized, and examination standard for introduction of housing
employing foreign methods be prepared.

C. Establish "Housing Import Information Dia" It has been pointed out existence of legal obstacles such as
building regulations, facilities related regulations in induction of imported houses, foreign materials and
components into Japan. In order to promptly and generally grasp these pointed out matters "Housing Import
Information Dlal" is to be introduced utilizing Internet. Information collected at the "Housing Import
Information Dia" are to be made public periodically, while at the same time notify relevant organizations for
necessary corrective actions.

D. Promote Propagation of Foreign Building Materials by Holding "Imported Construction Materials and
Equipment Fair" In order to promote propagation of foreign building materials, etc., while promoting
exchange of information between foreign building material producers and Japanese housing manufactures, itis
also necessary to increase opportunities for supplying information to foreign suppliers wishing to enter
Japanese market. For this purpose, "Imported Construction Materials and Equipment Fair" jointly sponsored
by relevant organizations, is scheduled to be held at Y okohama during FY 1996 with supplies from many
foreign nations being asked to participate, while at the same time insuring wide publicity of the Fair to the
domestic housing manufacturers and other related people for providing effective place for supply and
exchange of information. Coinciding with opening of the Fair, housing and construction industry organizations
and other interested parties are to be invited to attend Import Promotion Conference for active utilization of
foreign building materials, etc.

E Utilization of JETRO Imported Housing Exhibitions and JETRO Housing Materials Genters In order to
promote propagation of imported housings, 8 existing JETRO Imported Housing Exhibitions are to be actively
utilized for providing necessary information to the consumers. Further, to promote dissemination of foreign
materials and components, 2 existing JETRO Housing Materials Centers are to be utilized to provide
information as well asto promote businesstalks.

F. Expediting Immigration Procedure for Foreign Skilled Labors Participating in Construction of Imported
Houses Based on Immigration Control and Refugee Recognition Act and Ministry of Justice Ordinance, when
granting skilled labor resident status to foreign skilled labors participating in construction of imported
housings, efforts are to be made to quicken examination procedures to 2 to 3 weeks from the time applications
for necessary resident approval certificate to be granted to the said foreigners are made.

3. Promotion of Leading Projects for Reducing Housing Construction Cost

In order to widely publicize effects of various policies for reducing housing construction cost to housing
manufactures and consumers, following model projects are to be actively promoted.

A. Undertake Model Projects for Utilizing Foreign Materials and Components Housing and Urban
Development Corporation (HUD C), regional housing supply public corporationsand other public housing
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supply organizations are to undertake model projects during FY 1996to indicate to both consumers and
housing manufacturers possibilities of foreign materials and components and to set examplesin using
foreign materials and components while at the same time grasping cost reduction effect.

B. Construction of Low Cost Model Housing Development In order to widely publicize to public general of
standard type housings, etc. incorporating "Plus You" housing, imported housings, reduced option
specifications and to promote propagation of low cost housing market low cost model housing
developments by all prefecturesin the nation are to start preparation thereof in FY 1996. For this purpose,
HUDC, regional housing supply corporations and other public housing supply organizations themselves
areto make active effort in creating low cost model housing devel opments, while central government and
regional public organizations are to assist in planning, designing, exhibitions, etc. when public housing
suppliers, private sector housing supply cooperative enterprises undertakes low cost housing
developments.

4. Preparation of Positive Support Organizations for the Consumers

To cite and example for high housing construction cost in Japan is due to lack of information of consumers on
housing construction, and consumers taking not necessarily appropriate selection procedure due to the foregoing.
With most Japanese consumers, house is an "once in a life time purchase", there is also a limit to information
gathering by consumer alone. For this reason it is necessary to prepare an environment in which accurate
information can be obtained by a consumer and so that consumers may have larger freedom in choice. Following
policies areto be actively promoted.

A. Prepare"Housing Up Center" At least one"Housing Up Center" in each of the prefecturesin Japanisto be
established during FY 1996 which are to be provided with such information from basic knowledge to
specialized information on housings and housing construction materials and components, including
information on imported housings and foreign construction materials and components, in order that
consultations from consumers can be accurately responded.

B. Preparation of Housing Performance Evaluation Indication System In relation with durability, insulation
and other performance properties of a house, create unified framework for housing performance and
indication system so that consumers may compare and evaluate housing performance while considering
the cost.

C. Activation of Housing Market In order to enlarge consumer's freedom of choice, it is necessary that
housing market be activated through enhanced competition by promoting new entries into housing
market, supply of highly durable and alterable housings, development of resale housing market,
promotion of housing remodeling, etc. To this end, the scope of housing performance warranty schemeis
to be expanded to include as their objects rental and resale housings. Also information supply system for
house remodeling is to be established to provide information on the contractors and so forth. Moreover,
research and development on housing production and supply system shall be conducted, while promoting
the project "House Technology Development for Creative Life".

5. Promotion of Housing Production Rationalization Program

With present state of Japanese housing manufacturing system, it has been pointed out from various circles as a
result of various problems, such as productivity, multi-tier subcontractor structure, multi-tier multi-phase
distribution system, have contributed in raising housing construction cost. In order to solve these problemsiit is
necessary to give actively support medium and small housing manufacturersin enhancing productivity and quality
control, strengthen management base, etc., while rationalizing housing material distribution system. For this
purpose the following are to be promoted.

A. In order to propagate superior but low cost housing production system to medium and small housing
manufacturers, supports and guidance are to be provided for cooperative production and intensified
informationalization of the medium and small housing manufacturers.

B. Prepareregional centers, which will serve as prefecture level housing industry modernization nucleuses.

C. Augment training facilities for securing and educating building construction skilled labors.
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D. Rationalize distribution system by informationalizing housing material and component industries
encouraging standardization of housing components and equipment concerning their sizes and methods of

installment.

E Technological developments of durability, seismic resistance, conservation, barrier free and others
technol ogies agreeing with medium and small housing manufacturers characteristics.
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