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Summary

This is a study of the U.S.-Japan negotiation process on the Dollar-Yen
exchange rate in 1998 and 2003. In these cases, either weak Yen under recession
or strong Yen under deflation annoyed the Japanese Government and it sought
support from the U.S.

Considering the recovery of the Japanese economy to be the best interest, the
U.S. Treasury was willing to cooperate with Japan in both cases, but the attitude of
U.S. domestic actors, business sector and the Congress, were different in the two
episodes. In 1998, they supported the Treasury’s policy to adjust the weak Yen,
but in 2003, they criticized the intervention by the Japanese Government to adjust
strong Yen, which was agreed by the Treasury. The Department understood the
operation should have a positive impact on the Japanese economy and it tried to
persuade the opponents.

To be successful in the coordinated intervention with Japan in 1998, the
Treasury carefully considered the strategy of intervention as well as demanded
Japan to release a new policy plan for economic recovery. In 2003, with the belief
that the intervention should be minimum under the floating exchange rate system,
the Treasury asked Japan to stop the operation soon after the sign of economic
recovery would be seen.

These attitudes of the Treasury were backed by personal experience of high
officials either as an investment banker or an economist.
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