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Creating the New Co-Prosperity Sphere:
The United States, Japan and Asia, 1945-1954

Thomas J. McCormick

Since publishing America’s Half-Century three years ago, 1 have had
occasion to do some rethinking about the U.S. policy in Asia in the decade
following World War II. Some of that rethinking reflects my own continu-
ing research in preparation for my next book; some of it reflects the work
of present and former graduate students like, Yoneyuki Sugita, Yuji
Tosaka, Yoko Kato, Yuko Ito, and Thomas Lutze; and some reflects the
influence of two remarkable, forthcoming books, Ronald McGlothlin's,
Controlling the Waves; Dean Acheson and U.S. Foreign Policy in Asia and
William L. Guttman’s, Miracles of Power: America and the Making of
East Asian Economic Growth, 1945-1971.

That rethinking, while it has changed some specifics about my analysis,
has actually strengthened my conviction that the United States had only
one, “single, overriding objective in Asia” after World War II. That objec-
tive was "the restoration of Japan’s political stability and economic
power.” While that policy went through various stages, its purpose was
consistent throughout —before as well as after the so-called “reverse
course.”

Other parts of Asia were important chiefly as they affected Japanese
recovery. In and of themselves, China, Korea, Taiwan, and Indochina were

of secondary or even tertiary significance to direct U.S. interests. But as



parts of a larger system—a New Co-Prospesrity Sphere, they were viewed
as vital to Japanese well-being. Acting in its new role as global hegemon,
the United States would subordinate its short-term needs to the long-term
goal of developing an East Asian regional economy that would be inte-
grated into a unitary, global market under the protection and aegis of
American power. Not only would it tailor its diplomatic and economic
policies toward that goal, it would fight two wars in Korea and Vietnam

to implement that vision.

From the very first days of the occupation of Japan, the United States
expected to use its control of occupation policy to rebuild the Japanese
economy and use it as a showcase model for the rest of Asia of pro-
capitalist, pro-western modernization. "Few Americans,” I once wrote,
"doubted that Japan, with its vast industrial resources at Osaka, Nagoya,
and Toyko would play a major role” in the postwar economy. As early as
May, 1947, American leaders like Dean Acheson decided that the United
States would "push ahead with the reconstruction of fhe two great work-

”

shops of Europe and Asia —Germany and Japan.” To be sure, a few
regional specialists in the State Department—for example, the Philippine
and Southeast Asia desk—argued for limiting Japanese industry and for
developing alternative industrial bases elsewhere in Asia. But departmental
superiors like Marshall and Acheson.opposed such views and prevented any
serious consideration of deindustrialization.

That U.S. effort to reconstruct the Japanese industrial economy went
through three phases. Characterized more by continuity than by any
"reverse coures,” each stage built logically on the preceding. Stage ore,

from 1945-1947, legislated structural adjustments in the Japanese economy



designed to prepare it for a more competitive role in the world market.
First, American planners attempted to enlarge the home market through
the legalization of labor unions, the protection of tenant rights, and land
redistribution. The latter in particular sought to remake the rural sector
into one of small family-owners who would, as customers, consume goods
and services; as producers, would lessen Japan’s dependence on imported
food; and as families, would supply the surplus labor needed for urban
factories and service industries. Using the home market as a supplement
to the foreign market would help facilitate economies-of-scale, large pro-
duction runs viewed as necessary to global competitiveness. Second,
American planners sought to make Japan's entrepreneurial sector more
competitive in the world economy by first making it more competitive in
the home market. Their target was the zaibatsu, but the goal was never
to dismantle them; rather to force them to be more efficient. Removing
the largess of State military contracts was one way, while encouraging the
emergence of new start-up companies was another. Confronting new corpo-
rate rivals without the crutch of State support would make the still
powerful remnants of the zaibatsu more receptive to managerial innova-
tions necessary in a global market.

Stage two, 1948-1949, operated on the assumption that the Japanese
economy had been sufficiently reformed in the first stage, and that it was
ready to reenter the world market. Its production had demonstrated
marked improvement, reaching 70% of prewar levels, but exports lagged
behind at about 40%. The initial American reaction was a supply-side
solution. It sought to raise exports through cost-cutting measures that
would make Japanese goods more price competitive. The Dodge Plan im-
plemented an austerity program—designed in the Policy Planning Staff
(PPS) of the State Department—aimed at currency stabilization, budget

balancing, wage reduction, enforced social peace, and spending cuts. In



many ways, the Dodge Plan did reverse earlier policies. It put the home
market on hold while it stressed export-driven recovery. It dealt with
organized labor in a more heavy-handed way. And it eased up on harass-
ment of the zaibatsu. On the other hand, the Dodge Plan rested on the
assumption that the first two deviations were temporary belt-tightening
measures that would soon be liquidated: and on the assumption that
easing up on the zaibatsu reflected the American conviction that reform
was now largely complete, making the current task one of assimilating
existing reforms rather than concocting new ones. Perhaps then, stage two
was not so much a "reversal” of stage one, but "a course alteration—
several degrees of ’tacking with the wind’.”

Stage three, 1950-1954 (and beyond), -flowed inevitably from the short-
comings of the Dodge Plan. The latter’s supply-side strategy did reduce
costs—though only modestly and at the price of an induced recession. But
it did nothing to assure that Japanese goods reached markets where there
was both demand and, more especially, the means to pay. As George Frost
Kennan put it in November 1949, "it is one thing to produce, it is another
thing to sell.”

Stage three, therefore, began an historic, twenty year quest by the
United States to provide sufficient markets to provide Japan with the
food, raw materials, and monetary surplus necessary for its subsequent
high-speed economic growht. This last stage consisted of three, interlock-
ing strategies directed toward systemic innovation, American military
Keynesianism, and targeted regionalism in Asia.

First, the United States went to great lengths to manipulate the global
systemic context in ways that would favor Japanese trade. It attached far
fewer "Buy American” strings to its aid grants than to any other aid
recipient. In its trade relations, it consciouisly promoted Japanese goods in

the U.S. market while tacitly declining, in turn, to push U.S. exports,



whose comparative-advantage would have won a sizeable share of the
Japanese market. It deliberately undervalued the yen at 360:1, a ratio that
William Guttman calculates added 1.8% gross output growth annually
during the 1950s. And, finally, the U.S. role as Japan’s military protector
relieved the Japanese State of any need to divert scarce resources away
from civilian product development into nonproductive weapons develop-
ment.

Second, the Americans used "military Keynesianism” to provide Japan
with an assured, subsidized market —namely, the U.S. Department of
Defense. Of the many tactics used, the Special Offshore Procurement
Program was both the largest and most successful. This program gave the
Pentagon great latitude in buying a vast variety of goods from foreign
corporations, and Japan quickly became its supplier of choice. While at its
height during the Korean War, it is now apparent that military procure-
ment remained at significant levels all the way through the 1950s and
beyond. Between 1950 and 1970, the program primed the Japanese pump
with some $35 billion, Every six months for more than two decades, U.S.
procuerment provided as great a stimulus to the Japanese economy as
Chalmers Johnson attributes to the 1957 tax cut—and it did so year in
and year out. Up until 1957, the U.S. military was Japan’s single largest
foreign market —consuming 23% of Japan’s exports during the Korean
War and 15% thereafter. The figure is much higher when one adds in third
party procurement from Taiwan and Korea, where the United States
funneled much of its military aid to those countries into additional pro-
curement from Japan. Indeed, Guttman estimates that direct and indirect
procurement purchased 26% of Japan’s exports as late as 1960.

. Even the dollar amounts underestimate the impact .of those programs.
Frequently, U.S. purchases targeted Japanese industries like auto and truck

whose products were overpriced and whose production standards were



inferior. Nonethelesss, the U.S. purchased those items at prices higher than
they would have paid elsewhere; and at the same time, helped make
Japansee industry more efficient by sharing technologies designed to bring
Japanse products up to the standard specifications of the Pentagon. Aided
by excess profits and uncharged technology transfers, Japanese firms were
able to use that largess to transform industries possessing no comparative
advantage into ones capable of competing in the world market.

Finally, and most importantly, the United States targeted East Asia as
a regional market for Japan, and as a supplier to it of nondollar sources
of food and raw materials. In effect, the United States attempted to
recreate the Co-Prosperity Sphere largely for Japan, but integrated this
time into the global market and hence open to other competitors in the
future.

The institutional context for this targeted regionalism was a series of
American-initiated treaties. Pivotal were the 1952 treaties of peace and
security between the United States and Japan. Given Asian fears of revivi-
fied Japanese imperialism, the treaties sought to allay those fears by
acknowledging Japan as a new entity, a peace-loving nation that would be
a good neighbor to Asia, a fit trading partner, and a contributor to the
region’s economic growth. The fact that Japan abstained from establishing
a sizeable military (despite American pressures to share Asian police
burdens with it), futher reassured other Asians. And if those reassurances
did not suffice, then America’s regional military commitments constituted
a military shield that protected Asians in the future—a shield implicitly
erected against both Japan and the communist bloc. This was especially’
true of the U.S.-Japan Security Treaty that maintained an American
military presence in Japan itself. But it was also true of later security
arrangements like the bilateral agreements with the Phiippines and
Taiwan, and multilateral agreements like the ANZUS Pact and the SEATO



Pact. The United States exploited that position as Asia’s protector to
moderate Asian demands for Japanese reparations—defusing demands so
heavy that they would have inhibited Japanese recovery, but insisting that
some, smaller levels be paid in order to assuage anti-Japanese sentiment.

Within that institutional framework —the San Franciso system if you
will—the United States helped target China, Taiwan, Korea, and Indochina
for Japanese economic expansion. Historically, the nations of Japan’'s Co-
Prosperity Sphere had been major trading partners. In 1940, for example,
Japan sent 18% of its exports to China, 19% to Southeast Asia, and 27%
to Korea and Taiwan. In return, it received 10% of its irmports from
China, 17% from Southeast Asia, and 26% from Korea and Taiwan. Two
years after World War II, however, trade with that former Japanese
sphere accounted for only 4.3% of its exports and imports. While there
was some improvement by 1949, the figures were still quite low and there
seemed little likelihood of immediate improvement. Political chaos, inter-
national tension, and depressed export earnings characterized each country
of the region varying ways, and stood as formidable obstacles to any
American effort to stimulate substantive trade with Japan.

In and of itself, China was not very important to the United States in
the postwar period. In political terms, there had been some talk early in
World War II of China as part of a Big Four that would police the world
after the war, but the realities of China’s political situation had killed
such talk by the war’s end. Faced with a continuing civil war from 1946,
the United States could only hope to "manage” the Chinese revolution in
ways that would produce some modicum of stability and unity. Disillu-
sioned with Jiang Jieshi and the right-wing of the KMT, and deeply
hostile to the Stalinist wing of the CCP, the United States tried unsuccess-
fully to create a "Third Force” in China—a coalition government domi-
nated by moderate, centrist reformers from both the KMT and the CCP.



That flawed effort failed to deter the final triumph of the Chinese com-
munists by 1949.

In international terms, the United States did not yet perceive China as
the enfant terrible it would become after the mid-1950s. There was little
fear that China would become an anti-capitalist model of modernization
for other parts of the periphery, precisely because American leaders were
supremely confident that the People’s Republic of China could never
overcome its economic liabilities. Similarly, there was little fear that the
Sino-Soviet entente would survive. Even with the Sino-Soviet pact of early
1950, Acheson still confidently believed in the earlier prediction of NSC
34,2 that the relationship would be a stormy one that could last at most
"twenty to twenty-five years.” America’s initial policy toward China,
therefore, sought to keep open informal channels to the PRC in the hope
of subtly moving China away from its Soviet Ally. And only when the
Chinese Communists manifested the intensity of their anti-Americanism
and of their Leninist notions of imperialism, did the United States give up
the effort at dialogue and commit itself to a twenty-year "test of experi-
ence.”

In economic terms as well, China was unimportant to the United States.
Secretary of State Acheson in 1949, meeting with 31 Republican congress-
men, characterized China (in McGlothlen’s paraphrase) as “a backward
nation with few resources, poor communications, little transportation, and
an overabundance of illiterate and unruly peasants.” While American
leaders still clung to the long-term hope that the fabled China market
would someday become a reality, they saw no likelihood of it happening in
the foreseeable futrue. They noted that the United States historically had
sent only 2% of its exports to China and received 3% of its imports in
return, and they saw no short-term prospects of any improvement. Indeed,

all of America’s postwar plans for reviving its own export trade virtually



ignored China as an active factor.

China, however, could not be ignored in the effort to revive Japan's
export trade. Japan’s wartime trade with China had reached $ 623 million
(34% of Japan's total trade), but had plunged to 7% after the war.
Unless that trade were revived, American leaders feared "there would be
no hope of achieving a viable economy in Japan.” To that end, the United
States encouraged Japanese trade with China even as the United States
began to restrict its own on the grounds of strategic security. But from
the beginning, Sino-Japanese trade was a two-edged sword. At first confi-
dent that "Japan has more to offer North China than North China has to
offer Japan,” the United States began to worry that the long-term gravi-
tation might work the other way—pulling Japan into an "eventual accom-
modation with the Commuinist-controlled areas of Asia.” So even as the
United States encouraged Japanese trade with China, it began to look for
alternative trading partners elsewhere in Asia. The search became all the
more imperative when significant Sino-Japanese trade failed to material-
ize. Inhibited by China’s own economic chaos and by the Korean War,
Japan's trade with China never went beyond 3.3% of its total in 1950, and

still lanquished at 2% three years after the Korean War ended.
m

As the United States explored altermative markets, Taiwan and Korea
seemed the most logical alternatives. In two ways, the United States
treated the two in identical ways. First, it made them the two largest
recipients of U.S. aid in the Third World during the 1950s, Korea ranking
first and Taiwan second (and myths notwithstanding, that aid continued
at high levels throuhg the 1960s). Some of this came in the form of

military aid that was eventually spent in Japan ("induced trade”). Some



came in the form of economic aid, most of it in grants rather than loans.
(70-80% of U.S. aid to the two was in grant form, compared to Latin
America where loans outdistanced grants by 2 to 1.) Second, the United
States instigated land reforms in both Taiwan and Korea that were crucial
for later economic development. The reforms helped even out income dis-
tribution, provided customers for Import-Substitution-Industrialization,
liberated free labor for factories, and helped produce social tranquililty in
the place of tradiitonal peasant uprisings.

In other ways, different political circumstances produced different U.S.
policies. In Taiwan, the problem was how to produce the political stability
necessary to make it a fit trading partner for Japan as "a major supplier
of food and other materials.” Over-run by KMT emigres in the aftermath
of the CCP triumph, the U.S. could accept its inevitable loss to the PRC,
support a Un mandate that would lead to eventual independence for the
indigenous Formosan people, back Jiang Jieshi’s effort to establish KMT
rule, or back a "third force” of centrist liberals in the KMT that might
be more supportive of land reform and might seek detente with more
moderate elements among mainland communists. Ignoring advocates of the
first two options, most American leaders initially tried to replicate the
"third force” policy, notwithstanding its earlier failure in China proper.
Indeed, by the spring of 1950, Acheson and Assistant Secretary of State,
Dean Rusk, had endorsed a military coup by Sun Li-jen to ove}throw Jiang
Jieshi, Its failure, however, coupled with the outbreak of the Korean War,
ended the Third Force strategy and left the United States with no option
but to support jiang jieshi. Nonetheless, KMT-dominated Taiwan did
develop as an important trading partner for Japan, as well as a strategic
guardian of the trade routes that tied Japan to the Middle East and
beyond.

As for Korea, its fate was inextricably tied to that of Japan. Assigned



a low priority by the United States during the early Cold War, Korea
became a high priority after 1949 when America began to shop around for
nonChinese food supplies snd markets for Japan. Anxious to end Japanese
dependence on U.S food (a dependence that much exacerbated the ”dollar
gap”), the United States hoped to revive Korea's prewar status as supplier
of 2/3 of Japan’s rice imports. Estimating that Korean food productivity
could be increased seven-fold with widespread fertilizer use, the U.S.
centered much of its aid on ”fertilizer plants, hydro and steam generating
plants, and additional mining facilities.”

That American effort in Korea, coupled with similar efforts in Taiwan
and China, helped to persuade the Soviet Union that the United States was
engaged in a "forward strategy” to once more advance Japan as a major
player in Asian affairs. And there is some suggestion that this perception
led Stalin to counter that American Strategy by giving his approval to
North Korea's invasion of South Korea in June 1953. The United States
responded in turn by attempting to transform the Korean War into a
broader, offensive war —part of a "rollback” strategy to bring North
Korea and perhaps even Manchuria inside America’s new co-prosperity
sphere. Despite the failure of that rollback option, the Korean war did
become somthing of a ”Second Divine Wind” that spurred’ Japanese
economic recovery through military procurement and other war-related
economic activities. And the continuation of procurement and induced
trade after the Korean War did indeed help make South Korea into a

significant part of the new co-prosperity sphere.
v

Initially, Southeast Asia figured only marginally in American policy.

Through 1949, U.S. concern with the region centered largely on the area’s



impact on Europe’s economic recovery and party politics. Even then, PPS-
51 in May 1949 concluded that "the fact that fully half of [Southeast
Asia] is convulsed in political turmoil makes early progress toward
achievement of these long-term [trade] goals impossible.” Despite that
gloomy forecast, NSC-48,/2 argued six months later that "in view of the
desirability of avoiding preponderant dependence on chinese sources, and
the limited availability of supplies from pre-war sources in Korea and
Formosa,” there must be a "considerable increase in Southern Asiatic food
and raw material exports.” The disruptive impact of the Korean War only
solidified that sentiment, so that by 1952, the NSC concluded that the loss
of Southeast Asia to radical influence "would create real difficulties for
the continued maintenance of a Western oriented Japan.”

In the effort to make Southeast Asia part of its new co-prosperity
sphere, the United States resorted to a short-term and a long-term
strat'egy. The. short-term strategy was identical to that in Korea and
Taiwan. Through economic grants and military procurement, the United
States poured dollars into the region, and in turn, used a substantial
portion of those dollars to purchase Japanese goods. By 1955, 32% of
Japan’s exports went to Southeast Asia, almost half of that in the form
of induced trade and military sub-contracts.

The long-term strategy was to effect the political stabilization of the
region, and from the beginning there was an awareness that the effort
might require "military pacification” in order to be successful. As one
state Department report put it , ”political and military cnflicts” in the
area were “stiffling production and trade,” and- only "political and
military solutions” could create the preconditions for "economic recovery.”
If "effective solutions for fundamental” problems could be achieved, then
the Indochcina ”"domino” would not begin the toppling motion that many

feared would affect all of Asia, including the ultimate domino, Japan



itself. A Southeast Asia open to Japan would help to insure its continued
integration into a Pax Americana world, and a Southeast Asia closed to
communist China might hasten the day when its economic failures and its
friction with the Russian empire would cause its return to that same
American-run world-system. That long-term strategy of political stabiliza-
tion began in 1950 with American support of France’s "Bao Dai” solution
in Vietnam; continued through its flawed ventrue in "nation-building”
during the Diem era in South Vietnam; and ended in the tragedy of direct
involvement in the vietnam War. Fire Across the Sea, as Thomas Havens

termed it.





