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Introduction

HARRY H. KENDALL and CLARA JOEWONO

More than thirty ASEAN and Americanscholarsmet in SingaporeJune 11-
16,1989, to discuss the role Japan can he expected to play in the Pacific
Asian regionduringthe 1990s and the implications thiswillholdfor the
United States and ASEAN. Generally they agreed that Japan's regional
economic role will become increasingly important, both as a supplier and
asagrowing market forregional producers, but thattheUnited States will
remain the dominant political and strategic power to which the ASEAN
states look for leadership despite their differences with American trade
and security policies.

The participants examined Japan's internal and externalpolitical and
economic decision-making processes as well as the internal debate on
defensepolicies. Theyalsolookedinto the nature oftheJapanese relation
ships with the two superpowers and with ASEAN, China, the newly
industrializing economies (NlEs), and Indochina. Finally, theysought to
determine the directionsJapanmight follow in its search for a globalrole.

The meeting was the fifth in a series of U.S.-ASEAN conferences
organized by theInstitute ofEast Asian Studies (lEAS) oftheUniversity of
California at Berkeley in conjunction with the Centre for Strategic and
International StudiesofJakarta(CSIS) and its sister institutes in each of the
ASEAN countries.TheSingapore InstituteofInternational Affairs (SIIA) of
theUniversity ofSingapore hostedthe meeting, withSIIA director Lau Teik
SoonandhisdeputyChinKin Wah serving asof&cial hosts. Organizational
responsibilities were bornejointly byChinKin Wah, Harry Kendall oflEAS
Berkeley, and Clara Joewono of CSIS Jakarta. As in earlier conferences,
participantsincludedprominentscholars fromthe United States andfrom
each of the ASEAN countries. American participationwas made possible, in
part, by grants from the Earhart Foundation of Ann Arbor, Michigan; the
Chevron Corporation; and the Atlantic Richfield Company. ASEAN par
ticipation was assisted by a grant from The Asia Foundation of San
Francisco and its field offices in Southeast Asia.

TheU.S. delegation, led bylEAS DirectorRobertA. Scalapino, included
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both senior and juniorAsiascholars as did the ASEAN delegation headed by
Jusuf Wanandi, chairman, Supervisory Board of CSISJakarta. Japan was
represented by Nogami Yoshiji,executive director of the Japan Institute of
International Affairs QIIA), Tokyo. A complete list of the participants
appears in the final pages of this volume

Begun in 1981, the biennial conferences are hosted alternately by the
United States and the ASEAN institutes. The first four conferences were

held, respectively, in Indonesia, the United States, Thailand, and Malaysia.
The earlier conferences considered economic, political, and security
issues in Southeast Asia;ASEAN security and economic development; the
relations between ASEAN domestic and foreign policies in regional and
global context; and the evolving U.S.-ASEAN relationship with China. The
papers prepared for each of these conferences have been published by the
Institute of East Asian Studies in its Research Papers and Policy Studies
series.

The Singapore conference lasted three and a half days and was divided
into nine separate sessions. The papers presented have been revised by the
authors and are reproduced as chapters in this volume. This introductory
essay summarizes the highlights of each presentation and the discussions
that followed.

TheJapanese Economy

Wong Chin Yeow of the Singapore Manufacturers' Association outlines
microeconomic perspectives of Japan's economy in a chapter entitled
"The Japanese Economy: Adjusting to New Realities." Akihiro Yoshikawa
and Peter Kenevan of the Berkeley Roundtable on the International
Economy (BRIE)focus on the macroeconomic aspects in an essayentitled
"Globalization and Restructuring of the Japanese Economy."

Wong argues that growth inJapan's domestic demand and competition
from the expanding Asian economies are forcing the Japanese economy to
adjust to the changes in the International economic environment. Never
theless, he says, Japan's ability to become, with the United States, an
absorber for the products of Asian economies depends not only on the
continued growth of domestic demand but also on access to the Japanese
market, which still presents numerous invisible barriers to foreign firms
seeking to enter it.

In discussing the internationalization of the Japanese economy, Yoshi
kawa and Kenevan concur with Wong on the importance of Japanese
domestic demand absorbing the output of expanding Asian economies;
however, they picture Japan as no longer just a regional economy but "an
essentially hermetic system . . . forced to venture out and encircle the
globe." Noting that the Japanese demonstrate great perseverance in mov-
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ing the inside out but little taste for opening up and letting the outside in,
they see Japan's most serious problem not in moving operations abroad,
but in attempting to pluralize the Japanese system itself.

The discussion that followed focused on the increasingly global role of
the Japanese economy, as contrasted with a strictly regional one, and on
problems of technology transfer. JIIA's Nogami argued that a high percent
age ofJapanese technological expertise rests not with the huge corpora
tions, such as automobile makers, that operate internationally, but with the
subcontractors who produce the component parts, hence making more
difficult technology transfer byJapaneseconglomerates operating abroad.

Japan's Defense Policy:
The Internal Debate

Elpidio R. Sta. Romana, University of the Philippines, presents Southeast
Asian views of the Japanese internal defense debate in an essay entitled
"Security, Politicians, and the Public inJapan." Norman D. Levin, the Rand
Corporation, Santa Monia,presents American views.

Sta. Romana argues that poUtical parties and politicians in Japan,
especially the Liberal Democratic Party (LDP) and its members, have
significantly increased their role vis-a-vis bureaucrats in Japan's defense
policy maldng. He says that public opinion trends show that the Self-
DefenseForces(SDF)havebeen accepted by the publicoverthe last three
decades and that the public is generally satisfiedwith the present security
system and alliance with the United States. Sta. Romana concludes that
rather than a rapidgrowthofJapanese military power. Southeast Asia will
witness one that is slow, incremental, and nonthreatening.

In hisessay Levin demonstrates that"theevolution ofJapanese defense
policies suggests an underlying continuity in Japan's basic approach to
defense. Japan's relationship with the United States," he says "remains the
centralpillarofits defenseandforeign policies; bothJapanese elitesand a
substantial majority of the Japanese public favor a continuation of a
defense posture basedon the US.—Japan Security Treaty andwouldhave
Japanesemilitaryforces restricted to self-defense." Atthe sametime, most
Japanese acknowledge a relative decline in U.S. power and accordingly
accept the need for some increase in Japan's own defense efforts and
greater "burden sharing" with the United States. There is broad debate
over what these efforts should consist of and how far they should go, but
there is "generalagreement on the need to move in this direction."

The discussion further emphasized Japanese satisfaction with past
defense policiesand the lowrisk, lowcost foreign policythat hasenabled
them to concentrate on internal economic development and expansion.
Little changewasanticipatedunlessthe UnitedStates shouldloseaccessto
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its Philippine bases, but even should that happen the discussants expected
that U.S.-Japan defense coordination would continue An American par
ticipant observed that although the Japanese public is satisfied with the
status quo and sees no need to change, there isa dilemma about their world
image of being an economic superpower and a political midget that is not
satisfying, and the quest for a political role is likely to go forward whatever
the track. Just giving out OfficialDevelopment Assistance (ODA) loans, he
said, may lend itselfto a nationalist backlash and present problems for both
the United States and ASEAN.

Japan's Political Institutions and
the Decision-making Process

T. J. Pempel of Cornell University, in his essay on Japan's political institu
tions, asserts that"onmostissues inJapan today thereisaconstant struggle
between numerous autonomous decision-maldng tendencies on the one
hand and efforts to rein them in through centralized coordination on the
other (with) the balancebetween coordinationand itsopposite ... byno
means even." He argues that contemporary Japanese decision making
operates in three areas: the political context, the changing agenda for
major policy makers, and recent changes in political institutions. These
three dimensions, he says, provide the major influences likely to be
operative in the near future.As a major industrialpower, Japanis far more
interested in the political changes in North America andWestern Europe
than it is in ASEAN. He notes that while ASEAN's percentage of total
Japanese direct investment isdropping, Japan is looming largerandlarger
ontheASEAN horizon. Hecounsels ASEAN tosomehowgetitselfonJapan's
agenda in a moremeaningful way. Thatagenda, he said, isnot veryclearly
defined at present.

In the discussion participants were reminded that the events of 1974
during the visit of Prime Minister Kakuei Tanaka to Southeast Asia left
Japanese political leaders highly sensitive about Japan's image in the
region. For this reason a large percentage of Official DevelopmentAssis
tance is being channeled to ASEAN countries. A Thai commentator
described theJapanesepolitical scene asgetting more and more democra
tized, with Diet opinions being more listened to and the role of the mass
mediaasenormously increased, witness theNoburoTakeshita resignation.
He said Thailandis very much on Japan's agenda, but that many national
politicians are being bought up byJapan. Finally, an Americandiscussant
noted that as Japan reaches out to establish contacts, it seeks an Asian
identity.He urged ASEAN not to underplay its hand; rather, he said,ASEAN
should take advantageof its new leverage to extract greater concessions.
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Japan and the United States:
Cooperation and/or Competition

MariaSocorro Gochoco together with Ruperto Alonzo of the University of
the Philippines, and Gerald Curtis of Columbia University, contribute
chapters on the competitive and cooperative aspects of U.S.-Japan rela
tions in the Pacific Asia region as they afifect ASEAN.

Gochoco and Alonzo trace the possible implications of the changing
environment in Japan—US. relations on the ASEAN economies in general
and the Philippineseconomy in particular,especiallyin the area ofOfficial
Development Assistance They cite, with substantiating data, the events
reshaping these relations: the global recession of the 1980s, large trade
imbalances, the rising tide of protectionism, the debt problem of many
developing countries, US. budget deficits that have made it a debtor
country, die impending completion of Europe's economic integration,
Japan's enormous current and projected current account surpluses, and
the strengthening of the yen.

Whiletheysee the path aspointingto the "inevitably increasingrole"of
Japan in the economic resurgence of the region, they argue that Japan
advances its own economic interests by such actions as relocating in
Southeast Asian countries, where costs are generally lower, and increasing
ODAand investment flows to ASEAN and to the Philippines in particular.
They see the overall relationship betweenJapan and ASEAN as differing
fromJapan'sbilateralrelationswith eachASEAN state in the areasof trade,
direct foreign investment (DPI), and ODA. Thismay be due partly to the
need to secure markets in North America because of the threat of
protectionism andpartly to problemsin the disbursementofaid. Theyfind
no clear-cut rationde for the allocation ofJapanese ODA; but they empha
size that ASEAN should not appeal for aid on moral grounds but should
"seek to convinceJapan that it is in the latter's best interests to grant larger
shares of aid, investments, and trade to ASEAN."

The authors urge the United StatesandJapan to realize that "evenin the
area of economics much can be gained from cooperation.... Their
strategic interests, such as maintenance of regional security and world
peace, also call for cooperation and perhaps, in view of the internal
difficulties of the United States, even a form of burden sharing whereby
Japan will increasingly bear the costs."

Gerald Curtis assesses US.-Japan relations and their current and
potential impact on the interests of ASEAN. His essay focuses broadly on
the US.-Japan relationship rather than on US.-Japan interactions in
Southeast Asia alone Developments in US.-Japan relations that have no
direct relationship with ASEAN, he says, can, nonetheless, have far-reach
ing effects on the interests of the countries in that region. Given the
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relative size of the economies and the power of the countries involved,
Curtis says, ASEAN is going to be directly affected by US.-Japan bilateral
relations without being able to exert much influence on that relationship.
Should U.S.-Japan trade frictions stimulate stronger protectionist policies,
the weaker countries in Asia with export-oriented growth strategies are
likely to pay the highest price in terms of reduced export opportunities to
the American market. Frustration withJapanese market access policies has
created strong demand in Congress for policies of "reciprocity" that
reverberate against other countries, as is the case with South Korea. Thus,
the faster ASEAN countries industrialize, the faster will the United States
make demands for reciprocity. In this context, Curtis says, the question of
whetherJapan will become a major importer of manufactured goods from
ASEAN countries and relieve some of the pressure on the U.S. market takes
on special importance. He notes some increase in Japanese industrial
imports from ASEAN in recent years but says it is still uncertain whether
this is due to structural change or to temporary market conditions.

Strategically, Curtis sees continued U.S. military and economic pres
ence in Southeast Asiaas desirable to provide a buffer between Japan and
its neighbors and a balance for the Japanese economic presence there. He
argues in favor of intense economic competition as being in ASEAN's best
interest and urges ASEAN to build "strong regional multilateral institu
tional arrangements" to constrain both U.S. and Japanese bilateral trade
deals that weaken multilateral free trade.

Curtis foresees "very poor" prospects for major U.S. economic involve
ment in Indochina and urges US.-Japan burden sharing for that area, with
perhaps Japan playing a lead role in conjunction with ASEAN.

Over the long run, Curtis concludes, "ASEAN's future, both in eco
nomic and security terms, is intimately tied up with the future course of
U.S.-Japan bilateral relations, and this depends heavily on economic and
political developments within the United States itself."

In the discussion a Southeast Asian participant said ASEAN policy
makers would like Japan to play a role in policy decisions, but they want
the Japanese to take ASEAN interests into consideration. Their ability to
bring this about and make their interests known, he said, depends on the
relationship among the six member countries. Factors to their advantage
are the size of the ASEAN market and channels for communication both

bilaterally and through ASEAN and other international organizations.
An American scholar affirmed the growing awareness ofASEAN as a unit

in the world political economy. He urged ASEAN to become involved with
the United States in pressuring Japan for openness and the U.S. Congress
against protectionism. On this issue, another American scholar noted that
while the United States has moved from overwhelmingly open toward
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some protectionism, its trading partners have not moved to commensurate
openness. He saw no genuine risk of U.S. isolationism, but rather a growing
nationalism, which is a global phenomenon not absent from Asia.

On the security issue, aSoutheast Asian,referring to the U.S.-Philippine
discussions on the base issue, said Japan must assume greater regional
defense responsibilities. He also called for public discussion to determine
ASEAN's position on the nature of Japan's security role in Southeast Asia.

Japan, the USSR, and the PRC

Donald Zagoria of Hunter College and Harriman Institute analyzes bilat
eral relations among Japan, the USSR, and the PRC. He characterizes the
1989 Sino-Soviet summit as "the end of a long period of Sino-Soviet
estrangement and the beginning of a new era of limited detente" with
beneficial results on both sides, especially in the Vietnamese withdrawal
from Cambodian. While communications between Japan and the USSR
have improved significantly over the Brezhnev era, he says, there are
numerous strategic and economic incentives on both sides for continued
improvement. There are also difficult historical and strategic barriers,
most notably the Northern Territories issue. The Soviets, he says, havelittle
incentive to return the islands without obtaining some major concession
in return; but the Japanese seem to believe Gorbachev needs Japan more
than Japan needs the Soviet Union and that time is therefore on Tokyo's
side. With respect to Sino-Japanese relations, he sees Japan and China as
sharing "a large and growing economic stake in developing their mutual
relations." Zagoria concludes that one of the principal uncertainties
affecting the future of major power relations in Asia is the stability and
durability of the reform processes in Russia and China.Yet the "socialself-
emancipation" processes takingplace in Eastern Europe, the SovietUnion,
and China offer hope that the two large communist states may eventually
be absorbed into a broader global community. He urged the Westto search
for a far-sighted strategy of promoting communist democratization.

In the discussion, ASEAN commentators expressed concern about
deteriorating U.S.-China relations growing out of the Tiananmen mas
sacre. While they supported the U.S. stand on the human rights issue they
saw worsened Sino-American relations as harmful to ASEAN. The Ameri

can participants were unable to reassure their ASEAN colleagues that the
China upheaval is a passing phase. However, they asserted, Leninist so
cieties must move toward openness and increased pluralism in the eco
nomic sector, and the PRC must return to this track if it wishes to achieve
its goal of being a major state.

With respect to Japan, several ASEAN participants referred to the
potential of Japanese investments in the Soviet Far East as a stimulus for
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improved USSR-Japan relations. An American discussant held out the
possibility of further Gorbachev initiatives in resolving the Northern
Territories impasse. One ASEAN participant envisaged a dynamic balance
between the great powers, making adjustments as they go along. Ashe put
it, "ASEAN wants to see the great powers neither fighting nor making love.
The reforms are uncertain. The ASEAN states should follow their own

national interests."

Japan and Southeast Asia

Kavi Chongkittavorn, regional news editor of the Nation, Bangkok, and
Khatharya Um of the Universityof Californiaat Berkeley contribute essays
on Japan, ASEAN, and Indochina.

Kavi traces the development ofJapan's Indochina policy in the immedi
ate post-Vietnam Warperiod—whenJapan was investing fourteen billion
yen annually in economic assistance—through the Vietnamese invasion of
Cambodia and the subsequent efforts by ASEAN and the United States to
align Japanese policies with their own. He points out that Japan ended its
official aid after the Cambodian invasion; but despite the international
economic and political embargo against Vietnam, Japanese private com
panies continued their activities there until ASEAN and the United States
persuaded the Japanese government to bring the trading companies into
line. Kavi also describes how ASEAN's hardline approach crippled Japan's
efforts, before the 1987 ASEAN summit meeting in Manila, to establish a
role for itself in bringing about a Cambodian settlement. Since that time
Japan has followed the U.S. pattern of allowing ASEAN to take the lead in
Indochina. "AsJapan's second largest trading partner," Kavinotes," ASEAN
is that country's top priority in the region. In no way can the Indochinese
market of 75 million be compared with that of the combined ASEAN
nations which boast collectively one of the world's fastest-growing econo
mies and a population of 320 million. . .. Without a comprehensive
political settlement as demanded by ASEAN there is no reason for Japan to
adjust its position."

Contrary to its attitude on Vietnam, ASEAN—notably Thailand—has
welcomed Japanese assistance to Laos. On the other hand, Kavi predicts,
trade with Cambodia will be marginal until peace is reached, butJapanwill
top the list of traders when the conflict ends. With respect to Burma, he
says, in the absence of any firm ASEAN position toward the new regime
Japanese policies have been bolder and more pragmatic. Tokyo can
proceed independently without fear of antagonizing ASEAN and "Japanese
businessmen have been pouring into Burma."

In conclusion, Kavi counsels ASEAN to overcome its bitter memories of
pastJapanese militarism and to take a new look at Japan. Although ASEAN's
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attitude toward Japan has been and continues to be that "money talks,"he
thinks Tokyo deserves a bigger role in the region, especially on issues
where Japan can make a difference, and that ASEAN should be more
accommodating to that country's political role

Khatharya Um's chapter takes an in-depth look at Japan's evolving
relations with Southeast Asia, including both ASEAN and Indochina, and
draws some political, economic, and security implications for the 1990s.
She notes two fundamental factors that make Japan and Southeast Asia
cooperation necessary. First, Southeast Asia dominates the most vital of
Japan's seagoing transportation and communication arteries. "OfJapan's
'floating pipeline'—one big tanker every fifty miles between the Middle
East and Japan—75 percent of those supplying Japan's energy needs pass
through the Straits of Malacca, an average of twenty Japanese vessels per
day." Second is "the natural complementarity that exists essentially be
tween a resource-poor Japan and the resource-abundant Southeast Asian
states." The latter, she recalls, was what drove theJapanese military to stake
their claim in Southeast Asia in the 1930s and 1940s and currently
motivates Japan's economic efforts in the region.

Reviewing some of the factors affecting Japanese-ASEAN relations
during the 1980s, Um asserts that despite vastly improved relations over
the previous decade. Southeast Asian countries continue to perceive a
"discrepancy between stated and actual responsibilities" in their joint
partnership with Japanese firms. The ASEAN countries are frustrated with
"Japan's reluctance to impart its technology and know-how, or even to
upgrade the level of technological sophistication presently available" to
them.

With respect to Indochina, she seesJapan following a dual-track policy
of "nurturing harmonious relations with ASEAN while resorting to its time-
honored policy of using economic incentives to induce the Indochinese
states, Vietnam especially, back into the fold." Um describes in detail some
of the many frustrations the Japanese have encountered in their dealings
with Vietnam; but, she concedes, "with a measure of finesse, Japan may yet
realize the dual policy objective of enhancing its international role as the
mediator and facilitator of this regional cooperation and getting richer in
the process."

Um concludes that while Japan's image in Southeast Asia has improved
since the 1970s, much more needs to be done toward confidence building,
and this should begin with widening the channels of communication. She
counsels greater emphasis on cultural exchanges, the opening up of
Japanese society and academic institutions to people from SoutheastAsia, a
shedding of Japanese contempt for third-country people, and less in
sularity in the Japanese world view.
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The discussion focused on ASEAN's expectations of Japan. Speakers
repeatedly emphasized the economic role as represented by the policies
and practices of the ODAand the need for more liberal Japanese policies in
technological transfer. There was a divergence ofviews onJapan's political
role in regional conflict resolution, particularly in Cambodia and the
Philippines, and more dialogue was called for. One speaker saw a greater
Japanese economic role in Indochina as lessening Vietnam's dependency
on the Soviet Union and Laos' dependency on Vietnam, but others ex
pressed skepticism that Vietnam could be subverted by economics. There
was general satisfaction with U.S.-Japanese cooperation in regional se
curity, though one Southeast Asian speaker argued in favor of greater
ASEAN involvement given the importance ofsecurity to the region. Several
scholars bitterly criticizedJapan's "ecological banditry" of Southeast Asian
rain forests, but a Southeast Asianvolunteered that "we helped them in the
process."

In response to an American question about ASEAN's vision ofthe future
of Southeast Asia and the role the United States might play, an ASEAN
member replied that there are three Southeast Asias: Burma, Indochina,
and ASEAN, but ASEAN generates 90 percent of the wealth. He said, in
summary: The Vietnamese want to join ASEAN but Indochina should
create its own organization. SoutheastAsianeeds a more open system with
a healthy balance of legitimate interests, strategically secure from internal
and external threat, and domestically at peace The job is primarily
SoutheastAsian but others can helpwith economic development.Freeand
open trade with the US. and Japan are crucial to ASEAN; if they are
suddenly closed the system would collapse. Japanese investment is also
needed; however, the only way to preventJapanese economic dominance
isfor others to become involved, particularly the United States,but also the
European Community, Taiwan, and Korea.

Japan and the Newly
Industrializing Economies

Hank Lim, National University of Singapore, and Kent Calder, Princeton
University, contribute essays on Japan and the newly industrializing
economies.

Lim predicts that the western Pacific will almost certainly be the
growth center for the next phase of economic expansion in the Pacific
Asianregion with Japan as the economic locomotive followed by the Asian
NIEs and reinforced by economic transformation in the ASEAN econo
mies. He bases his economic prognosis on the dual hypotheses of the
easing of the present economic friction between Japan and the United
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States and the strengthening of Japan's role as "absorber" or market for
manufactured exports ofAsian NIEs and ASEAN economies.

Lim argues that the "flying geese" pattern, a mixture of vertical and
horizontal, is the preferred multilateral structure for promoting economic
interdependence in the Pacific region. This arrangement has Japan follow
ing the United States and the European Community and followed in turn by
the Asian NIEs and ASEAN economies. Lim views the United States as no

longer capable of increasingly absorbing the bulk of exports from the Asian
NIEs,and he thinks it "absolutely imperative" thatJapan open up its market
for industrial exports from them and from the ASEAN countries. He calls
for massive increases in Japanese foreign investment in the Asian NIEs and
ASEAN as a means for facilitating a "harmonious multiphase dynamic
growth in East Asia."

Calder devotes his essay to a study of the political economy of the rising
interdependence betweenJapan and the newly industrializing economies
of the PacificAsianregion. "For the past two decades and more," he writes,
"the dominant reality of the Pacific political economy has been the
unbalanced yet broadly symbiotic triangular economic and security rela
tionship amongJapan, the United States,and the four NIEs. Japan exported
capital goods and components to the NIEsto aid in their industrialization,
and both Japan and the NIEsshipped manufactured goods aggressively to
the American market." The United States accepted this arrangement of
supporting EastAsian economies to reinforce their political stability and
pro-US. orientation. But by the late 1980s the imbalances had become
simply too large and intractable to be countenanced much longer. The
U.S. response was the Omnibus Trade and Competitiveness Actof1988 and
the threatened invocation of its Super 301 provisions against selected
Asian targets.

Calder reviews the rising economic pressures for intra-Asian inter
dependence, the emerging trade and investment patterns, and policy
trends and then analyzes the political uncertainties involved. Of the latter
he argues that political flux in the short run complicates the deepening of
economic interdependence; but in the long run it opens the possibility of
social realignments that may support broader economic integration.

In looking at prospects for the future, Calder sees the recent surge of
intraindustry trade between Japan and the NIEs, particularly in elec
tronics, as boding well for the long-run process of regional economic
integration. He views the broadening offoreign investment by Taiwanand
South Korea as reducing the fears of Japanese dominance by recipient
nations, thus allowinga synergistic process of cross-investment to proceed
without being impeded by nationalist fears of foreign dominance Calder
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likewise considers internationalization of the Japanese yen a positive force
for economic integration. The key question for Ae immediate future of the
East Asian regional political economy, he concludes, is how fiilly the
increasingly fluid politics of major nations in the region will allow market
forces to hold sway. In this context he urges the United States to avoid
acting on the basis of narrow economic interests, which are declining in
the region relative to those of other nations, and to maintain its long-held
conception of the relationship between security and economic goals to
affirm the broader notions ofa Pacific community spanningboth shores of
the Pacific.

The discussion evoked considerable criticism of the "flying geese"
pattern. AnAmericanparticipant called it "anoutmoded concept" sayingit
had been around since the 1930s. A Southeast Asian economist said the
concept had been developed by aJapaneseeconomistwho wantedJapan
to be the lead goose, but that the United States does not subscribe to the
idea. Another Southeast Asian accepted the idea of ASEAN economic
expansion involved but not the discipline of staying in line Limdefended
the concept stating that it is not static, that there is movement both
verticallyand horizontally, and because of the varyingsize of the econo
mies, some countries—for example, Indonesia—mayshift places. But he
won few converts.

There was general approval of the trend toward internationalization of
the Japanese yen and the positive effect it will have on further regional
economic integration. Several participants commended the increasing
role of the NlEs in promoting integration. One economist noted that the
NIEs, with a population of 90 million, are joining Japan as economic
locomotives but cautioned that the extent of their contribution remains in
doubt because their economies are so dependent on outside factors. An
American participant argued that Asian integration is creating its own
dynamics but that it is not analogousto the European Economic Commu
nity(EEC). Hesawit asbeingstimulated by the rapid rising intraregional
trade aswell as by the increasing number and size of regional investments
by the NIEs.

AJapanese participant remarked that the large increase in Japanese
sales to Europe in effect makes the EEC a partner in the triangular
relationship of the UnitedStates,ASEAN, andJapan.He alsopredicted that
the UnitedStates,because of the need to repay its huge external debt, will
again be a big exporter into the Japanese market.
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Japan's Role in the Pacific-Asian
Region: U.S.-ASEAN Perceptions

A. Hasnan Habib, former Indonesian ambassador to Thailand and the
United States,and DavidAraseof Pomona University contribute chapters
on ASEAN and American perceptions, respectively, of Japan's role in the
Pacific Asian community.

Habib opens his essay with a series of questions concerning the role
Japan should play in the region, questions, he says, that perplex the
Japanese and are of equal concern to ASEAN and to the United States.
Whatever the answer to these questions, Habib asserts, "Japan's destiny is
tied to a largeextent to that of the Asia-Pacific countries sincevirtually
every one of these countries finds Japaneither its first- or second-largest
trading partner, foreign investor, and foreign aid donor."

Habib devotes the remainder of his essay to analyzingJapan's politico-
security and politico-economic role in the Pacific Asian region. Of the
former, he says the U.S.-Japan Security Treaty is "still the linchpin of US.
Asia-Pacific policy, andJapan is still that country's single most valuable
partner, at least for the foreseeable future." He summarizes theJapanese
role in the politico-economic field as "trade, aid, investment, technical
assistance, and regional cooperation." In concluding he states that the
Japanese, despite "their massive international trade and increasing mobil
ity, have difficulty breaking down barriers between themselves and the
peoples of the rest of the world. Communication is their most serious
problem and must be addressed seriously if they do not wish to be
considered an 'international outsider.'" He acknowledgesJapanese aware
ness of this weakness and quotes, as evidence, former Prime Minister
Noboru Takeshita's enunciation of the three pillarsofJapan's"International
Cooperation Initiative" inapolicy speech inJakarta onMay 5,1989. These
were the strengthening ofcooperation to achieve piece, the expansion of
Japan's Official Development Assistance, and thestrengthening ofinterna
tional cultural exchange.

Arase's essay analyzes the changing matrixof international conflict and
cooperation as the Cold War structure is dismantled, Japan's regional
relations, and the growing US. pressure on Japan to assume greater
security and economic burdens for the Pacific Asian region. "In sum,"
Arase states, "the US. stance toward the Asia-Pacific region will be
determined more than ever by the successor failureofUS.-Japanrelations
in the areas of security and trade" He describes in detail Japan's initiatives
at the regional level, particularly the ODA program. Arase declares that
Japanis usingODA asa tool in advancing a newset of strategicobjectives
that include a new effort to integrate the Pacific Asian region under
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Japanese leadership. "This thinking," he continues "is implicit in the notion
of the 'flying geese pattern ofdevelopment'; the further notion of an 'Asian
Brain' manipulating Japan's capital, technology, and trade to construct
a regional division of labor tightly coordinated from Tokyo becomes
quite explicit" in a major study by Japan's Economic Planning Agency.
Detailed information on the three phases of the new aid plan is contained
in a table from Kaihatsu janaru (Development Journal) incorporated in
Arase's essay.

Arase thinks the United States and ASEAN have reasons to be happy
with Japan's regional economic initiatives in the short term, but he notes
that concerns about longer-term implications remain. These relate to the
rise of exclusive economic regionalism and a breakdown in open global
relations as a result of negative U.S. and European perceptions ofJapanese
economic practices.

Finally, Arase sees Japan as "plunged into a difficult period of rapid
transition to a role of autonomous international responsibility and leader
ship. . . .As a major power in Asiajapan will be able to offer leadership, but
it must first come to terms with its own past." He concludes that the United
States and ASEAN have a collective responsibility to help Japan establish its
role in the region but that it must be done fairly.

The discussion revealed a strong ASEAN desire for Japan to play a
leading role in regional economic affairs but an ambivalence on what its
security role should be. When pressed by American participants, the
Southeast Asians admitted that there is no ASEAN consensus on the

Japanese military role. As one scholar put it, ASEAN member countries are
quite definite about things they don't want from Japan, but not on things
they do. One called for an ASEAN security role in conjunction with the
United States, but most agreed that the existing division of responsibility
between the United States and Japan for PacificAsiansecurity seems to be
the most acceptable. AJapanese participant remarked that in fact the U.S.
Japan security arrangement provides a defense deterrent against Soviet
submarine forces, and that will not change. To this, an American scholar
added that the security task ofJapan for the foreseeable future relates to
Northeast Asia and the USSR. From the point of view of Japanese self-
interest, he said, projectingJapanese power beyond that periphery would
exact enormous cost in terms ofadverse reaction from China and the USSR

without benefit to Japan and offering no protection for ASEAN. In effect, he
concluded, there is no way for ASEAN to choose between the United States
and Japan as its preferred power.

On the economic theme, an American discussant compared the Japa
nese concept of a horizontal division of labor to the Greater East Asia Co-
prosperity Sphere, with Japan always the leader and perennial inferiority
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for the NIE and ASEAN economies. He foretold strongly adverse ejQfects on
U.S.-Japan relations if this plan is continued to its ultimate goal. An
Indonesian scholar found it "not possible to separate military and eco
nomic roles" for Japan since both are related to security. He termed it in
the interest ofJapan that ASEAN be strong and called for ASEAN pooling of
regional resources to this end. A Malaysian scholar, responding to the
question of what ASEAN wants for Japan, said Japan and the United States
are crucial players in the daily lives of the Southeast Asian people for the
long-term future. He called on ASEAN to seek means to keep the United
States involved in Southeast Asia "for their interest and our interest" and to

work toward integrating Japan into the world system.

Japan in Search of a Global Role

Steven Wong of the Institute of Strategic and International Studies, Kuala
Lumpur, and Robert A. Scalapino of the Institute of East Asian Studies,
University of California at Berkeley, contribute chapters on Japan's search
for a global role.

Wong devotes his chapter to the economic aspects of Japan's global
economic role and calls attention to the distributive problems confronting
the advanced advantaged countries vis-a-vis the less advanced disadvan-
taged countries whose outlook he terms "bleak." He suggests that Japan's
concept of its leadership role may differ widely from that of the disadvan-
taged, who would define Japan's obligations as "engine of growth," "bene
factor," and "financier." Of the first, he saysJapan has been pulled along by
others for too long and "the time has come for it to take its turn at playing
puller rather than pullee." Of the benefactor role he sees a partial answer in
Japan's AID plan, announced in January 1987, to marry the ODA with
outward flows of DPI. Of the financier role, he thinks Japanese DPI to the
world to be "probably the safest way for it to exercise its economic
power." DPI, he says, has "built-in reciprocity elements that ensure both
sides benefit" or can be regulated until it does. It can also mean "a closer
interdependence between investing and receiving countries," since "with
more interdependence come more areas of common interests." Wong
offers no conclusions other than to question Japan's capacity to carry out
the search for its global role. He recognizes that Japan possesses some of
the elements needed to help revitalize the world economic system, but
says that although Japan's "products are thoroughly globalized, the Japa
nese people themselves are not. Its political and social institutions are
badly in need of reform to cope with the international challenges."

Scalapino takes a broad approach to Japan's international role, covering
economic, political, and strategic relations. He calls Japan "unique among
major states" in that its international role in recent decades has not been
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commensurate with its sustained economic growth as contrasted with the
United States and the Soviet Union, "whose international roles (and the
costs attendant) have exceeded domestic development." While the course
chosen must be consonant with the Japanese citizenry and the needs of the
international community, he continues, up to the present demands for
Japan to assume an expanded international role havebeen largelyexternal.
"Only a minority of the Japanese people have seen any reason to alter
policies that have afforded maximal benefits at minimal cost or risk."

Scalapino distinguishes between two major types of Japanese eco
nomic internationalism. One is conducted by the private sector motivated
by the search for profits and for stability of resources and markets. In this
the government role is significant but peripheral. The other is conducted
by the Japanese government's ODA program—^withsignificant benefits to
Japanese private enterprise While Japan has become the world's largest
donor of international economic assistance, recent polls indicate that
some Japanese citizens are asking the same questions about foreign aid that
have been raised by the American public.

Japan, Scalapino writes, must deal simultaneously with three crucial
relationships in the 1990s. Most important is its bilateral relationship with
the United States "that is testing the requirements of interdependence
quite as much ... as the experiment in European integration." Second in
importance is that with Northeast Asia—the Soviet Union, Korea, China,
and Taiwan—the subregion intimately related to Japan's economy and
security. Third is its global relations with two significant subsections, the
advanced countries of Western Europe and portions of the non-West of
greatest economic and/or strategic importance to Japan—the MiddleEast
and LatinAmerica. In these two areas Japanese decision-making power and
institutional position at the global level bear scant relation to the perform
ance expected of it. GivenJapan's global economic responsibilities, Scal
apino sees Japan assuming an increasingly important role in international
economic bodies such as the General Agreement on Tariffs and Trade, the
Group of Seven (industrialized countries: the United States, the United
Kingdom, Germany, France, Canada, and Italy) and others. "One trend is
certain," he concludes; "by virtue of its accomplishments of recent dec
ades, Japan will play an increasingly important role both regionally and
globally... . Japan is now called to display the vision and creativity
internationally that it has shown at home" He leaves to history the question
of whether Japan's "new generation of leaders destined to occupy center
stage in Japan during the coming decade can effectively play the role
assigned them."

In the discussion an ASEAN scholar emphasized the necessity for
improving the management of the US.-Japan relationship, particularly in
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the economic sphere, which has the potential for creating dangerous
frictions. He also criticized the ODA management as "very weak" and
added that ODA has created an "uproar in Japan." An American discussant
described "Byzantine domestic pressures" and constraints on the develop
ment ofa global role for Japan. Lack ofa real desire for a global role, which
has been rather suddenly forced upon the Japanese people, is a major
constraining factor. Nevertheless, he said, the constraints are changing.
Japan's former low threat perception has been changed by Afghanistan and
not ameliorated by Gorbachev's Vladivostok speech, so that there is now
open discussion about defense issues. Other factors are the unstable
political leadership, the continuing "small island mentality," and the "un
enlightened self-interest" which, though dissipating, still constrains shifts
in foreign policy. The dissonance in the confused signal system, he
concluded, results in the Japanese failing to get American signals and/or
being unable to act on them.

In response to an American scholar's question as to why Gorbachev's
Vladivostok speech had failed to make the profound impact on Asiathat it
had made in Europe, an ASEAN scholar responded that all regions of the
area had suffered from communist insurgency, that the Northern Territo
ries question is still an important factor, that the Soviet postwar contain
ment policy has still not changed, and that there has still been no sign that
the USSR is ready to participate economically in the region. Yet another
ASEAN scholar emphasized Soviet support to the Vietnamese invasion of
Cambodia as a major negative factor.

The discussion ended with general concurrence that the U.S.-Japan
relationship is a basic element ofJapan's global role and that both countries
must share risks as well as responsibilities.
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Japan's Economy





1. The Japanese Economy:
Adjusting to New Realities

WONG CHIN YEOW

This chapter examines the adjustment process of the Japanese economy
since the 1985 Plaza Accords in which the yen appreciated in relation to
the other major currencies. Instead of focusing on the macroeconomic
adjustment processes, the chapter examines the response of Japanese
enterprises, both large and small. The author believes that such an
approach is probably more useful in understanding the success of the
Japanese economy in coping with the rising yen. Indeed, the Japanese
experience offers interesting lessons to the ASEAN countries and newly
industrializing economies (NIEs) that currently face pressures from the
industrialized countries to appreciate their currencies. Finally, the chapter
studies Japan's high-technology policies in facing the challenges of the
twenty-first century.

Domestic Demand

Japan's huge trade surplus with the United States and Europe continues to
create pressure to appreciate the Japanese yen. Its exports in third
countries as well as sales in the domestic market are increasingly threat
ened by the Asian economies. Japan is also being pressured by foreign
countries to open its market and make a fair contribution to the more
balanced growth of the world economy appropriate to its economy size.

In light of these factors, the growth of domestic demand is probably
one of the most important factors helping the Japanese economy adjust to
the changes in the international economic environment. Net exports,
however, are likely to impose a drag on the economy. Table 1 gives the
contribution of various expenditures on real aggregate demand for 1987
and 1988. Domestic demand remained strong in 1988 thanks to the rise in
consumption expenditure, and a surge in investment in plant and equip
ment contributed to a significant growth in the real national income Net
exports, on the other hand, pushed down the growth rate by 1.9percent as
imports, spurred by strong domestic demand, grew faster than exports.

21
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Table 1

Contribution of Expenditure Components to RealGNP(percent)

1987 1988

Domestic private demand 4.8 6.9
Consumption expenditure 2.4 2.8

Housing investment 1.1 0.8

Investment in plant and equipment 1.5 3.1
Inventory investment -0.2 0.3

Government expenditure 0.3 0.6

Net exports -0.6 -1.9
exports 0.7 1.4

imports -1.3 -3.3

Real GNP 4.5 5.7

Source: Economic Planning Agency,System of National Accounts (Tokyo, 1989).

Private Consumption Expenditure

Consumption expenditure accounted for about half the rate of GNP
growth in 1987 and 1988,indicating the crucial role played by this factor in
die economy. Consumption expenditure remains steady because of the
increase in employee income, improvement in the employment situation,
and higher consumer spending following the introduction of five-day work
weeks in some industries. In turn, the robust expansion of the economy
has been pushing up the growth of regular wages. A survey conducted by
Nikkeiren, the Japanese Federation of Employers' Associations, found that
December 1988 winter bonuses paid by the nation's principal companies
posted an impressive gain of 6.77 percent over a year earlier, larger than
the previous year's 3.1 percent growth. According to preliminary esti
mates, the rise in wages during the spring labor offensivewas 5.11 percent,
0.73 percent higher than the increase in 1987 of 4.38 percent.^ Unemploy
ment has declined to 2.32 percent.

The Response ofJapanese Corporations

The increase in the yen in relation to a number of major currencies,
particularly the U.S. dollar, after the 1985 Plaza Accords forced Japanese
companies to shift their corporate strategies and reposition themselves.
ManyJapanese companies appeared to respond in the following ways: (1)
by stepping up capital investments as the key to their corporate survival;

^International Bank ofJapan, IBJMonthlyReport: Economic andIndustrial Trends inJapan,
May 1989, p. 5.
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(2) by implementing cost reduction measures to regain export price
competitiveness; (3) by developing newbusinesses; (4) by marketdiver
sification; and (5) by direct foreign investment.

Investment in Plant and Equipment

Instead ofcutting backcapitalinvestmentin anticipationof the reduction
in sales and exports,majorJapanese corporationssteppedup theircapital
investment, which was perceived as the key to their corporate survival.
The stepping up of capital investmentalsorepresents part of a deliberate
businessstrategyaimedat restructuring the corporation brought about by
thehighyen.Suchinvestmentwastargetedatshiftingproductionfromex
port to domestic demand, diversifying demand,competingwith imports,
and maintaining price competitiveness. More specifically, investment in
electronics-related equipment gathered momentum, indicating the inten
sified efforts of manufacturing companies to tap diversifying demand,
streamline operations, and promote higher value-added products. Japa
nesecorporations are spendingmassively on researchanddevelopmentto
shiftinto new product areasand to develop new research, new production
and marketing processes, and new measures to reduce cost. They are
beingforcedto develop theirowntechnology, however, because theyfind
it more difficult to import technology from abroad.The emphasisremains
application technology.

This analysis suggests that Japanese corporations took a strategic view
incopingwith the changing business environment. It islikely thatforthese
reasons capital investment will remain high,at leastfor the next fewyears,
and will prompt a powerful expansion of capital spending.

Market Repositioning and Diversification

Japanese corporations also responded to the crisis by changing their
marketing strategy. Since the end of 1987, export volume has shown a
slightincrease, primarily because of the export ofmachinery products.At
the same time, there is an increasing diversification of the market, with
growth in exports to the European Community, Southeast Asia, and the
communist countries.

As massproduction shifts to developingcountries thanks to cheaper
labor in the NIEs and other Asian countries, Japanese companies are
preparing a new corporate strategy based on highly segmented "niche"
markets, shorter product life cycles, and small-volume production runs.
The emphasis is on flexiblemanufacturing systems,which enables them to
change quickly the product mix, volume mix, and technology.
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CostReduction Measures

To regain their price competitiveness, the Japanese corporations also
engaged in a number of cost reduction measures. The stronger yen
ensured that raw materials could now be imported at a lower cost. At the
same time, there was a trend toward replacing expensive domestic inter
mediate products with less expensive imports. In addition, the investment
in rationalization measures succeeded in reducing the cost of raw-material
inputs per unit of output and considerable improvement in the elB&ciency
of production processes, thereby lowering production costs further.

Globalization ofJapanese Corporations

With severe pressures from abroad on Japan's trade practices and the
formation of economic blocs, it is inevitable thatJapanesecompanies must
further developtheir businessstrategiesfromaglobalperspective, deploy
ing various stages of corporate activities from R&D and production to
distribution, at the most suitable sites in the world. Globalization of the
Japanese companies will inevitably be accompanied by direct foreign
investment abroad.

In fiscal year 1987, Japanese companies invested a total of US$33364
million overseas, a 49.5 percent increase over the 1986 figure of
US$22,320 million. Slightly less than half the investment went to the
United States. The cumulative total of approved and reported Japanese
investments overseas since 1952 is US$139334 million. Investment by
manufacturing companies in fiscal year 1987 rose by 105.8 percent over
the previous year to reach US$7,832 million. The three major industries
receiving the most investments were electrical machinery,chemicals, and
transport machinery.

From a global perspective, the factors determining the relocation of
production facilities overseas form part of an overall business strategy. In
the United States, such investments are made to maintain or increase their
market share, cope with trade frictions, evade foreign exchange risk, and
collect technology and market information. In the Asian NIEs, the main
reasons are to maintain their competitiveness through lower labor cost
and to expand sales to third markets.

Direct foreign investment abroad is also used by Japanese companies
to facilitate reverse importation, that is, they are importing from their
overseas production sites to serve the domestic market. It is likely that
such reverse importation will remain the main form of import penetration
by other countries in the short term as there are great difficulties in the
importation of finished products into Japan arising from differences
betweenJapan and other countries in industrial standards,quality require
ments, changing market taste, and trade practices. There are alsoproblems
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in establishing marketing networks in Japan as well as providing proper
supervision of spare parts and maintenance service

Effects ofthe AdjustmentProcess

It appearsthat the steps takenbyJapanese corporationshave helpedthem
regain their competitive edge Theyhavesucceeded inbuildingastructure
ofcorporate profitability that enablesthem to generate stableprofitseven
under lower salesgrowth by loweringthe breakevenpoint of salesratio,^
which declined from 84.9 percent in 1986 to 78.6 percent in 1988.' Table
2 reveals that the rationalization of the production process contributed to
a large extent to lowering the breakeven point of sales.

Table 2

FactorsAccountingfor the Changes in Break-even Point Sales Ratio
between 1986 and 1988 in the Manufacturing Sector

Total change - 6.3
Raw material cost - 8.7

Terms of trade - 2.0
Raw material input per unit ofoutput - 6.7

Personnel cost - 3.4

Capital cost —1.6

Others +7^4
Source: Sumitomo Bank, Economic Survey, April 1989.

Since the 1985 PlazaAccords,corporate earningssurged in 1988 after
three yearsofgenerally lowerprofitsbecauseof the strongeryen.We must
also consider the effect on the high yen on the import of finished goods
instead of raw materials or semifinished goods. The consumption of raw
material has also not increased as a result of the resource conservation
effort,a shift in final demand away from resource-intensive sectors to high
value-added service sectors. With the openingup of the agriculture market
underU.S. pressure, however, thereislikely tobeanincrease inagricultural
import. The high yen has also restrained export growth. Corporations in
Japanare shifting into high value-added products,offsetting decreases in
exports caused by the increase local production in overseas sites and
limitations imposed by quantity restrictions.

^Sumitomo Bank, Economic Survey, April 1989, p. 3.

^Ministry ofFinance, QuarterlyReporton CorporateBusinessStatistics; Bank ofJapan, Pnce
Indexes Annual
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Small- andMedium-Sized Businesses

The adjustment process for small- and medium-sizedenterprises appears
to have been more difficult. The steep appreciation of the yen in 1985
resulted in bankruptcies mainly among such business firms.^ At the same
time, it is creating structural changes in the subcontracting system be
tween parent companies and subcontracting firms. With the yen apprecia
tion and intense competition from the newly industrializing economies,
parent companies are relying less on the small- and medium-sized sub
contracting firms. According to the "Survey of the Division of the Process
of Production in the Manufacturing Industries" conducted by the Small
and Medium Enterprises Agency in December 1987, the volume of orders
received by small- and medium-sizedsubcontracting enterprises declined
with the appreciation of the yen.

The increase inJapanese direct foreign investment overseas will add to
the unfavorable effect on small and medium domestic subcontracting
enterprises.5 The 1987 "Survey" by the Small and Medium Enterprises
Agencyshowed that Japanese enterprises operating overseaswill increase
their procurement from localsourcesfrom 48 percent to 69 percent on
the average in five years, therebyreducingtheirprocurement ofJapanese
businesses from 45 percent to 26 percent. The response of small and
medium enterprises to the changes is to diversify their business and the
"diversification ofparent companies." Somemedium-sized enterpriseswill
follow parent companies overseas to maintain the subcontracting rela
tionship.

There has also been a change in relationship between parent and
subcontracting firms: Thebetter-managed companies areshifting to joint
technical development with their parent companies.Thistrend indicatesa
change from a one-sided relationship with the parent company to a
bilateral relationship on aparitylevel. Moreover, manyoftheseenterprises
are tryingto developnew business areasthroughinterfirm exchange, not
with their parent companies, but with other firms in the same or other
industries. Small- and medium-sized business have also received active
official encouragement to shift into the service industry as a means of
survival.

High Technology

Technological innovation is increasingly viewed by the Japanese as an
other key to improving the competitiveness of their industries and to

^Ministry ofInternational Trade andIndustry (MITI), WhitePaperonIndustrialTechnology
(Tokyo, 1988), p. 24.
'Ibid., p. 58.
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further stimulating the domestic economy by creating demand for new
products as well as investment in development, production, and distribu
tion facilities. Such a move is also motivated by the fear of competition
from the advanced industrialized countries,which are carryingout pol
icies to increase their industries' competitiveness through technological
innovation.

The Ministry of International Trade and Industry (MITI) in its 1988
White Paper on Industrial Technology recognized the need to initiate
creative technological innovations that will generate many new tech
nologies based on new scientific inventions and discoveries. MITI also
acknowledged that Japan needs to make a stronger commitment and more
extensive efforts in developing new technologies.

Basic research is also playing an important role inJapan in its quest for
high technology, for the terms on which Japanese firmsare able to secure
foreign technologies appear to be turning unfavorableasforeign firms and
governments become more aggressive in protecting their proprietary
interests.^ With the elapsed time between discovery and application
growing shorter and new discoveries leading to successive advances, it is
also imperative for the Japanese to build a stronger groundwork for R&D.

The State ofJapanese Technology,
Research and Development

Japanese research and development activity after World War II can be
divided into three stages: the importation of foreign technology; the
application of and improvement on foreign technology; and technological
development unique to Japan (i.e., high technology). Most of the earlier
foreign technology was simply acquired at relatively low cost and trans
ferred back to Japan, where it was adapted and improved. Currently,
increasing emphasis on both basic and applied research has resulted in
rising R&D expenditure in Japan.

The 1988 White Paper on Science and Technologypublished by the
Science and Technology Agency maintains that Japan's basic research
capability has improved progressively each year, although wide gaps still
exist between Japan and the United States in certain fields. Based on a
survey of researchers in the frontiers of science and technology in August
1988, it was found that in the areas of life sciences and marine/earth
sciences, the United States commanded an overwhelming lead over Japan.
In other areas, such as matters/materials and information/electronics
sciences, Japanese research is on par with, or slightly ahead of, the United

^Thomas A. Pugel, ed.,withRobertG. FragileInterdependence:Economiclssues in
US-Japanese Trade and Investment (Lexington, Mass.: Lexington Books, 1986), p. 222.
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States and Western Europe On the whole, however, research standards in
the United States remained overwhelmingly superior to those in Japan.

In terms of levelsof technology and ability to apply this technology, the
pictureisslightly different. MITl's studyoffive-year changes in the level of
Japanese technology and the ability of the Japanese to develop high-
technologyproducts comparedwith the UnitedStatesshowstheJapanese
possessing comparable technology to the United States. Their ability to
applytechnology, however, is superior or equal to in almost every area.'̂

Areas ofResearch and Development

In terms ofarea of emphasis,theJapaneseappear to be concentrating their
efforts on a few key priority areas.

• New industrial materials in the areas of superconductors and molecu
lar electronics, nonlinear optical electronic materials, advanced com
posite materialswith extended environmentaldurability.

• Microelectronics and optoelectronics. The semiconductor industry
is regarded as a key industry that supports all industries. Improvement
here will result in high-speed, high-performance processing of informa
tion, large-capacity memories, improvedman-machine interfaces, and the
creation of networks.

• Audiovisual technology in the field of high-definition television and
liquid crystal display.

• Information, conununications, and software technology. ISDN com
puters and neurocomputers are regarded as key technologies that will
help develop an information-intensive society and will form extensive
markets in the future.

• New types of energy.
• Biotechnology.

Limitations ofJapan's Research
and DevelopmentPerformance

Although the Japanese have identified certain areas for priority research,
there appear to be certain sociopsychological and infrastructural impedi
ments to their research and development performance As discussed
earlier, theJapanese can no longer rely on process innovation to help them
achieve higher technology. Given that their technology is on par with
levels in the rest ofthe world in most areas, future success depends on their
ability to create innovations or new products rather than simplyperfect
existingproducts. It is in such areas that a number of limitations toJapan's
future technological performance have been identified.

^MITI, White Paper (1988).
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It hasbeenargued thatthe United States will continue to leadJapan in
basic researchbecause the United States continues to spendfarmore on
defense and miUtary research. On the other hand, since most of the
Japanese research is conducted in the private sector, the emphasis is on
applied research or technology. This emphasis, however, is changing as
Min encourages more private-sector enterprises to concentrate on basic
research. It is alsoimportant to note thatJapanese research eflforts tend to
be morefocused; theyconcentrateon those specific areas oftechnologies
identified earlier that require fewer physical resources but more knowl
edge-intensive technology.

Another factor limiting Japan's technological performance is the in
creasingly hostile attitude toward Japan adopted by foreign governments
andfirms. Thecost ofacquiring foreign technology isalsorisingrapidly. If
Japan is unable to acquire such technology, it will be forced to start from
scratch and this will be costly.

It has also been argued that the Japanese education system, with its
emphasis on uniformity and teamwork, is probably not suitable for
promulgating creativity and innovation. Rathei; it discourages and elimi
nates creative genius.Aggravating the problem is that the lifelongemploy
ment system in Japan discourages entrepreneurship. A change in the
corporate environment, however, could mitigate this problem.

In addition to these factors, MlTl has identified a number of others:
1. Quality of research staff. Although Japan has a large number of

researchers, the proportion of those who hold doctorates or masters'
degrees is small, and there are fewer science majors than engineering
students.

2. The research environment. It is recognized that Japan needs to
improve its research environment to make research organizations more
creative and flexible

3. Researchfacilities. Japan lags behind other advanced countries in
establishing large-scaleresearch facilitiesand upgrading databases,both of
which are prerequisites for full-scale promotion of basic research.

To a certain extent, the Japanese are aware of some of the difficulties in
developing basic research and the risk involved. For example, US$146
million was spent on a nuclear-powered blast furnace and an undersea
remote-controlled oil-drilling rig, with few commercial results. MlTl was
also responsible for a number of other expensive failures.®

MlTlhas identified the following policies the governmentmust adopt
to build up Japan's technological edge:

1. Assume a greater role in financing basic research and development.

^Fortune, 1989, pp. 68-71.
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It will promote measures to strengthen R&D through its nationalresearch
institutes.

2. Improve the human resource and research-supporting infrastruc
ture by hiring and training R&D staff (training creative researchers,
securing competent research assistants) and improve the research in
frastructure (large-scale research facilities, databases, test and evaluation
systems for supply of standardized materials, improvement of research
industries).

3. Improve the system to promote collaboration among industry,
universities, and government.

4. Provide opportunities for technology exchange.

Problems and Issues

Our discussion raises a number of implications and issues for ASEAN and
the United States. One of the most crucial questions is whether Japan
would be a powerful absorber, alongside the United States,for the products
of the Asian economies. The answer to this question would depend on the
growth of domestic demand inJapan and access to the Japanese market. In
spite of recent efforts to open up the Japanese market, there still exists a
large number of invisible barriers for foreign firms entering into the
Japanese market.

A related issue is the ability of Japanese firms to adapt quickly enough
to develop a nonexport-oriented engine of growth. Thus far, statistics
indicate that Japanese firms have been fairly successful in adapting to the
new situation. Companies are investing in flexible manufacturing systems
to provide varieties ofproducts in smaller lot sizes and to deliver them on
shorter notice.

Thus far the Japanese trade balance with the United States and Euro
pean Community remains in a healthy surplus in spite of the appreciation
of the yen. The second question is thus: Will the surplus continue to
increase trade friction and tension in the world community because of the
balance of trade and payments problems it has created?

The final question is: Will Japan be able to develop technology for the
twenty-first century and provide technology leadership for the rest of the
world community? Equally important will be Japan's willingness to share
such technology with the rest of the world.



2. Globalization and Restructuring
of the Japanese Economy

AKIHIRO YOSHIKAWA with PETER KENEVAN

Japan's honeymoon with the world economy is finally over—and the
marriage has just begun. The drastic revaluation of the yen since 1986 has
givenJapan good reason to reconsider its place within a global economic
scheme. Once an upstart economic miracle, the nation is now a primary
source of trade, aid, and investment. The magnitude of globalization
required to integrate Japan into the world economy is staggering, but
without it economic and political turmoil are virtually assured. Japan's
internationalization will take place in a new age of East-West relations, and
already the stage is being set for a new world order.

The Status ofJapan's Economy

Growth

Japan's economy has shown strong and steady growth over the past several
years, particularly in comparison with other mature economies. The high
yen has ultimately had a net positive effect upon Japanese economic
expansion, pushing the country's projected growth rate to 4.8 percent for
1988. What had originally been perceived as a harbinger ofhard times has
emerged, through increased domestic demand, foreign investment, and
rationalization at home, as the primary factor in a snowballing ofeconomic
strength.

Although US. inflation and ballooning U.S. interest rates have momen
tarily and artificially inflated the dollar, the yen should eventually rise
higher still. As it does, however, Japanese managers will continue to
improve efficiency and cut costs. The breakeven dollar-yen exchange rate
will fall in tandem, and manufacturers in Japan will remain strong and
profitable.

Japan, then, is likely to have a mature economy sustainable at a high
growth rate. Asia's phenomenal economic expansion will provide a con
text for Japanese growth as both productivity and markets develop quickly.

31
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particularly in the newly industrializing economies (NIEs) and Southeast
Asia. Asian growth rates have accelerated noticeably with the high yen,
particularly in ASEAN, where the bulk of post-1986Japanese Asianinvest
ment has been focused. The end of the world economic slump, and the
boom that followed for the nations of Southeast Asia, has been driven, at
least in part, by a "big bang" of investment and aid from Japan.

Trade

Japan's economic and political commitments in the 1980s have shifted
gradually but noticeably away from the United States. This shift echoes a
world trend in which the United States has seen a continued erosion in its

postwar lion's share ofworld exports and imports. WhereJapan's economy
was once almost inextricably tied to that of the United States, the land of
the rising sun has of late moved to a position greater autonomy.

Increasingly important markets in Europe and Asia, meanwhile, have
developed a strong appetite for Japanese goods. Exports to the European
continent have grown from 14.5percent ofJapan's total exports in 1985 to
20 percent in 1987.^

With Japan's economic maturation, higher costs, and push toward
cutting-edge technologies has come a recent influx of consumer ap
pliances and other manufactured imports from the NIEs.Japanese technol
ogy and components have found their way into a wide range of consumer
electronics products emerging from the "little dragons" of East Asia.
Japanese consumers have accepted these low-cost alternatives to domestic
gadgets in increasingly significant numbers. Specialty stores offering
nothing but NIEs' products have appeared, suggesting that even the
draconian Japanese distribution system may be willing to cooperate.
Although these products are not yet fully accepted, even the quality-
conscious Japanese consumer grudgingly admits to their quality.

Considerable jumps from year to year in the value ofJapanese imports
from the NIEs indicate the pace at which manufacturers in these countries
are conquering a market share in Japan (see Table 1).

Intraenterprise trade, particularly as the high yen drives Japanese
manufacturers oflfshore, plays an increasing role in Asia's regional econ
omy. Reexports to Japan through the foreign divisions of multinational
corporations (MNCs) are increasing quickly. High-tech producers of
machine tools, semiconductors, and the like have shown an increasing
tendency to do much of their parts production offshore. Some medium-
size enterprises have virtually shifted to complete offshore production.
Minebea (a precision bearing manufacturer) in Thailand is one outstand-

^Nippon,A Charted Survey ofJapan (Tokyo: Kokusei-sha, 1985-88).
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Table 1

Japanese Imports from NIEs 1986-1987
(U.S.{millions)

Country of Origin 1986 1987 Percent Increase

South Korea $5,292 $8,075 53
Taiwan $4,691 $7,128 52

Hong Kong $1,073 $1,561 45
Singapore $1,463 $2,048 40

Source: Nippon, A Charted Survey ofJapan (Kokusei-sha, 1988).

ing example of this trend. A cyclical production process in Asia, in which
major industrialists do much of their component manufacturing and
assembly overseas, is inevitable, even for the corporate hermit-kings
of Japan.

Domestic Demand

Domestic demand is a new factor in the powerful equation of Japanese
economic growth. It had been latent through much of the postwar period
but has emerged in full force with the advent of the high yen.

According to the government's economic outlook for fiscal1988, the gross
national product (GNP) of Japan will be ¥365,200 billion, 4.8 percent
nominal economic growth and 3.8 percent real economic growth. These
estimates are based upon the presumption that the exchange rate of the
yen will be ¥133 vs. the dollar and the price of crude oil $18.50per barrel.
The real growth rate of 3.8 percent is based upon the assumption that
domestic demand will rise by 4.7 percent, while foreign demand (the
country's surplus on current account obtained by deducting from its
export import and other items) will suffer a 1 percent decline (fractions
are adjusted for both figures). Thus, the outlook expects that the Japanese
economy will depend heavily on domestic demand.^

The full ramifications ofJapanese domestic demand have yet to become
apparent. The phenomenon has been called everything from a panacea to a
farce but seems too limited to be the former and too persistent to be the
latter.

Even though it may be no wonder drug for the world economy, Japan's
internal demand nevertheless seems poised to be the new driving force for
Japanese growth. Within the Japanese press itself has come a gradual but
noticeable shift of emphasis to the domestic market. The traditionally
isolationist Japanese, faced with external pressure and criticism for their

^Nippon,A Charted Survey ofJapan (Tokyo: Kokusei-sha, 1988), p. 48.
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trade practices, have once again turned inward. Consumers at home will be
required to pick up the slack left by a world market share being gnawed
away by low-cost East Asian competitors and protectionist policies on the
part of major markets.

Outside Japan, too, the daring and the fanciful see that country's
burgeoning demand as the inchoate stirrings of a potential engine for
world growth. Japan would be hard pressed to match the United States'
achievement in consuming the world into the twenty-first century. It can,
however, be expected to pick up some of the slack left when the United
States finally reduces imports and gets serious about reducing its twin
deficits. Japanese and U.S. policymakers have long toutedJapan's domestic
demand as one potential solution to the trade deficit.

Without expansion of the Japanese market for imports, in fact, the
future of export-led growth as a development strategywill be questionable
at best. The situation is slowly improving as the Japanese government
moves to reform the inefficient distribution system so often faulted by
frustrated importers. Consumers, too, are beginning, both consciously and
inadvertently, to seek less inflationary purchasing channels: NIE stores,
catalogues, television shopping, and the like.^

Encouraging signs have appeared that expansion of Japan's domestic
demand is magnified in demand for imports. Although the Japanese
economy grew by 4.7 percent in 1987, imports grew by 8.2 percent,
suggesting a multiplier effect from growth to import growth.^

Import expansion will, however, have limits, and Japanese bureaucrats
have a hair-trigger reflex for panicking and slamming the door in economic
downturns. The new preeminence ofJapan as an importer is a dynamic and
potentially long-lasting condition, but in its initial stages it remains
susceptible to world economic conditions, and a recession would cause a
serious backlash.

The New Environment

High Yen

The Plaza Accords of 1986, which made official the drastic devaluation of
the dollar, accelerated fundamental changes in the nature of the world
economy. It had long been obvious that the dollar was overvalued, but the
magnitude of skepticism about the U.S. economy that led to the dollar's
plunge surprised even experts. Through a prolonged period of unrealistic

5See C. William Verity, "Piercing the Ultimate Trade Barrier," Fortune, December 19,1988,
pp. 183-184.

^Masahiko Ishizuka, ed., Japan Economic Almanac 1988 (Tokyo: Nihon Keizai Shimbun,
1988), p. 23.
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exchange rates, financial power had been allowed to accumulate exces
sively in Japan.

It would be unrealistic, however, to blame past growth in the US. trade
deficit entirely upon an overvalued dollar, as systemic factors such as
corporate structure, sluggish production growth in the United States, and
industrial policy (or lack thereof) have played major roles aswell. The high
yen merely quantified what perceptive analysts had long known, that the
world had a new industrial and financial superpower. The time had come
to approach Japan as such, rather than in its familiar role as a cute but
unthreatening "boy wonder" economy

Japan is now crucial not only as a trade partner but as a donor and a
lender as well. Through the caprices of exchange rate fluctuations alone,
the nation has doubled its financial strength since 1986.

The issue of recycling Japan's "export dollars" will dominate tomorrow's
financial and political headlines, much as the recycling of "petro-doUars"
did in years past. Clearly, Japanese capital will dominate Pacific Rimand
worldwide flows of foreign direct investment, loans, and official develop
ment assistancefor years to come Alongwith this financial dominance, the
business and political clout ofJapan will increase substantially.^

Japanmust now adjust to the heavy responsibility ofits primaryrole in the
functioning of the international economy.

Decline ofUS, Dominance

The inevitable rise of Asian and European economic blocs has led to a
gradual erosion of U.S. dominance in the world economy. The postwar
industrial and financial weakness that pervaded Europe and East Asiawas
in fact a historical consequence of the destruction ofwar. Rebuildingand
restructuring these economies led naturally to relative growth faster than
that of the United States, and a net decline in the US. position was
unavoidable.

With a more balanced international system and better integration of
the developed economies ofEurope and Asia with that of the UnitedStates
has come a larger share of innovation in Japan and Europe No longer
content merely to "copy" the inventions of the Americans, Japanese and
Europeans are increasingly claiming their own share of new patents.^

^Richard Drobnick, "America, Japan, and the Pacific Rim: Competition, Cooperation,
and Conflict," Thai-American Business (Bangkok: American Chamber of Commerce,
September-October 1988), p. 48.

Giismann and Ernst-Jurgen Horn, "Comparative Invention Performance of Major In
dustrial Countries: Patterns and Explanations," Management Science (October 1988):
II69-1I88.
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Though protectionist policies on the part of some U.S. trading partners
mayhavecontributed to the shrinking of the innovation gap,European and
Japanese movement toward parity is ultimately both natural and inevitable

Japan, through its meteoric growth, has picked up much of America's
lost share of world GNP and trade Particularly in Asia, the world's most
dynamic economic region, Japan has quietly supplanted the United States
as the dominant external factor in growth.Japanese Official Development
Assistance (ODA), too,hasfarsurpassed theU.S. economic andmilitary aid
commitment in Asia. Japan presendy supplies the region with approxi
mately US$7 billion per year to only $500 million for the United States.

No trade,no aid,no recognition—the dogmaticUS. policyapproach to
Indochina—has ultimately benefited Japanese corporate entrenchment
vis-a-vis American competitors. American business and arademia are
replete with apostlesof the Pacific Rim, but realisticallythe US. grip in the
region is slipping. Ironically, where US. capital used to be essential in
supporting the economies of Southeast Asia, Japanese money is now
fundamental to the survival (albeit tenuous survival) of Latin America.

Economics havenowasserteda role dominantto ideologyin the global
system. US. spiritual leadership, if still important, is now less paramount,
givingway to a more pragmaticworld in which nationsare weighted by
their economic influence. In this new paradigm US.-Soviet relations
become almost obsolete Further, Americanand Sovietattempts to relate
to third countries through the looking glassof superpower confrontation
have become increasingly farcical. Yet a preoccupation with what the
Sovietsare doing has traditionallysuperseded practical evaluationsby US.
policymakers of American industrial and financial power and prospects.

The Bush administrationhas shown sign of allotting more resources
and priority to economic issues than previous administrations have Trade
is in the news constantly, and both Commerce's Robert Mossbacher and
US. Trade Representative Carla Hills have the ear of the president. The
United States may now be experiencing a gradual shift in concern from the
problems of ideological confrontation to the problems of economic
integration. Though it is still too early to tell, there are hopeful signs that
the US. government has recognized, through the country's own weakness,
that trade is a crucial issue in national security.

Limits ofExport-Led Growth

The US. market has absorbed and continues to absorb a disproportionate
volume of the world's exports. With US. indebtedness and increasing
concern about industrial obsolescence, however, this trend cannot con
tinue indefinitely. In fact, the United States must soon wean itself from
cheap imports and embark on the painful process of shifting back to its
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pre-1982 position as a net exporter^ Though Japan can be expected to
take more imports than it has, it remains unlikely that a successor will
appear to repeat the record-breaking American purchasing spree that
drove export-led economies through the 1980s.

Export-oriented economies will face increasing competition in high-
volume markets in the future With the credibility of export-led growth has
come a string of new converts, hoping to follow in the tracks of the East
Asian apostles. No one country in the future will be able to repeat the
almost complete market domination achieved in some areas (consumer
electronics) by the Japanese Most new exporters are therefore hedging
their bets by modifying the traditional model to suit their particular
situations. Mature exporters like Japan (and the NIEsas well), meanwhile,
are adjusting to a leveling offof export levels through domestic expansion
and foreign direct investment (FDI).

The incipient development of North American, Emopean, and Asian
trade blocs is being watched with foreboding by exporters on all three
continents. This trend toward protectionism is driving traditional expor
ters into a rush to cross-invest and host governments into fits ofpatriotic
Angst over excessive foreign ownership. Trade wars dominate economic
headlines, and the United States, the European Community (EC), andJapan
already grumble and whine over a wide range of issues from biotech hor
mones to semiconductors. Iftrade wars ever breakout in earnest, however,
the first victims will be the smallei; peripheral exporters, who will be
thoughtlessly kicked around by policies aimed at the giants behind them.^

The Globalization of

Japanese Economy and Business

The United States

Japan's traditional response to heavy U.S. pressure to liberalize has been the
opening of portions of certain targeted markets. This policy has been at
best limited in effect, as powerful lobbies (i.e., agriculture, tobacco)
routinely block access anyway.With the recent political shakeup at the top
of the Japanese government, however, entrenched special interests may be

"^See Martin Feldstein, "Correcting the Trade Deficit,"Foreign Affairs (Spring 1987).

®This was illustrated when the US. government, angered at the Japanese for continuing to
flood the US. market from overseas bases, slapped a 17 percent tariff on bearings from
Minebea, Thailand (a Japanese company promoted by the Thai Board of Investment). The
Thais were indignant, but the real squeals of protest came from Japan. The dispute was
eventually resolved, but had it led to a serious trade war, with resulting market share loss and
plant closures, the jobs lost would have been Thai.
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weakened. This may signal an opportunity for astute U.S. negotiators to
push new, more eflfectivelegislation.

Japan is also hurrying to balance trade distortions by encouraging
recirculation of surplus capital through FDI. Here the Japanese kill two
birdswith one stone, as they are able to dodgeprotectionist feelings and
import limits in the United States by producing within American borders.
Japanese direct investment in the UnitedStateshas grown quickly in the
1980s, from US$2.7 billion in 1982 to US$10.4 billion in 1986.9 Direct
investmentfromJapanhasbeen perceivedasgenerallypositivein the past,
but its sheer magnitude, alongwith fearsof repatriated profits, havemade
Americans increasingly ambiguous with time

Nevertheless, US. states are slugging it out at trade fairs in Japan,
competing for Japanese investment to revive their sluggish economies.
Theissuehasraisedsomedifficult questionsofpersonnelandmanagpmpnt
policy in the United States, and accusations of racism, sexism, and a
plethora of other cultural barriers remain to be addressed.

Japanesefirms havealsobeen quick to use mergersand acquisitions to
promote smooth expansion into unknown markets and product areas.
Buyouts (and buyins) have provided access to US. innovations in an
increasingly competitive international environment. Instead of trying to
buy technology from contentious US. companies, which is now a more
difficult procedure than in the past, Japanese corporations in the future
maybuythe companies themselves. Particularly inhigh-technology fields,
Japanese suitors are poised to gobble up promising US. firms. Table 2 is a
listofmajorJapanese mergers andacquisitions (M&A) ofUS. companies.

The European Community

As European emphasis shifts from politics to economics and European
technology surpasses that of the United States andJapanin several areas,
Japanese investors are frantically investing to access European Commu
nity markets and technology. The European movement toward a unified EC
in 1992was in part a response to perceived disadvantage at the handsofa
highly homogeneous, mercantilist "Japan, Inc." The various European
governments have responded to Japanese trade and investment in different
ways—England soliciting and France remaining rather aloof. The rush
should peakwithinthenexttwoyears andlevel off, at least temporarily, as
Japanese investors watch ECpolicy develop in the post-1992 era.

Japanese industrialists are under the impression that there wili be some
formof"fortressEurope," possiblyone that wouldeventuallyincludeeven
the USSR, and are hurrying to invest before the walls go up. Japanese

yapan Economic Almanac, 1985-88.
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Table 2

MainJapanese Mergers and Acquisitions in the United States

Date Japanese Firm American Firm (US$1,000)

1984,1 Fuji Bank Walter E. Heller 425,000
1984,3 Fujitsu Amdahl 190,000^
1984,8 Kawasaki Steel Pacific Steel 110,000*>
1984,8 Nippon Kokan National Steel 292,000^

1984,3 Minebea Universal Magnetics 5,000

1985,3 Minebea New Hampshire Ballbearing 103,000

1985,11 Nippon Kokan GE (Silicon Plant) 50,000
1986,4 Fujitsu Imaging System 20,000
1986,8 Dainippon Ink Sun Chemical 550,000

«»Fujitsu increased its share to 49 5 percent from 19 5 percent.

**25 percent.

<^50 percent.

policymakers also dread that North America and the EC will reach an
implicit understanding to undertake protectionist measures targeted at
Japan. Europe, furthermore, doesnot have the United States' stifling budget
deficit or trade deficit with Japan, and is consequently less cautious in
embarking on policy measures of a confrontational nature toward its
Northeast Asian trading partner.

Asia

The high yen has created a genuine need for offshore manufacturing by
Japanese industrialists andhas ledJapanto see Asia asan economicunit of
which it is an integralpart. Traditionalimport substitution policies are no
longersufficient, andSoutheastAsia inparticularhasbenefitedfromaneed
to manufacture for export overseas.Ashift inJapan'semphasiswithin Asia
from mere market conquest to multinational manufacturing has led
Japanese investors on an exodus from China to Southeast Asia. China is
seen as a huge potential market but a clumsy place to produce, whereas
Southeast Asia is an eventual market but, more important, an immediate
production base. Japanese companies havegenerallybeen successfulin a
capital-and-technology—starved Southeast Asia, and Western doomsayers
predicting catastrophe through racialand cultural incompatibilitymaybe
engaging in little more than wishful thinking.

Intraenterprise trade, in which a producer ships from country to
country within the manufacturingprocess, has seen remarkablegrowth in
Asia since 1986.Japan'sAsian trading partners, traditionallysufferingthe ill
ejfifects of transfer pricing, are finally beginning to ship parts back to Japan
for final assembly.
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Japanese companies that invest elsewhere in Asia and ship parts and
products throughout the region are driving the siurge in trade, including
exports to Japan. Tradewithin Asia isgrowingat a 30 percent aiuiual clip,
and Phisit Pakkesem, deputy secretary general of Thailand's National
Economy and Social Development Board, predicts it will surpass the
region's $250billion in two-way trade with the US by 1991. By1995, he
thinks, the US market wiUbe marginal.*"

As more and more Japanese manufacturing moves into the countries of
Asia, so will their prestige increasein the homeoffices in Tokyo.

Developing Asian countries see their current trade imbalances with
Japan as a matter of getting capital goods for production within their
borders, and they predict adrastic realigmnent over the medium term. The
leaders of thesenations expressmoreconcernthat theywillbe leftout of
theraceto encourageJapanese investment thanthattheywillinitiallynm a
tradedeficit. Japanese investment isseento ensure acommitment to long-
term economic stability, and imbalances will be managed with financial
help from Japan over the interim.

Problems of Globalization

StructuralAdjustment

Major Japanese manufacturers have naturally been the first to move
offshore in response to highcosts at home. Their greatfinancial strength
and international supply anddistribution networks, particularly for affili
ates of tradingcompanies, make the movea comparatively gentle transi
tion.Japanese corporate structure,moreover, in which subcontracting is
farmed out to independents outside thecompany, simplifies transplanting
of the core industry.

SubcontractorDilemma

Subcontractors left behind in Japan, however; are suddenly cut off from
their livelihood under this scenario. The move overseas is often traumatic
for these "little guys," requiring prohibitive expense and international
sophistication. Major manufacturers are ambiguous, caught betweenloy
alty to their old suppliers and the competitive need to find cheaper
sources. Furthermore, multinationals must play to the sensibilities of their
hostgovernments, andthelatterincreasingly insist thatsubcontracting be
allocated to domestic entrepreneurs. The commercial Darwinism of multi
nationalbusinessmaygive theJapanan edge in globalcompetition, but it
works against Japan's small businessmen who missed the boat.

'"Yang and Gross, "Japan Builds a New Power Base," Business Week, April 10,1989, p. 44.



Globalization and Restructuring of theJapanese Economy 41

The plight of domestic subcontractors in Japan promises to be a
significant sociopolitical issue for the next decade. The move overseas is
seen as inhumane on the part of industrialists and contributes to anti-big
business and protectionist sentiment inJapan.Small and medium industry
associations are already up in arms, and should this become a pet issue of
the newly rejuvenated political opposition, Japan's liberal Democratic
Party could be driven even further into chaos. The Japanese system of
"lifetime employment" actually applies to only one-third of the workforce,
and even though in good times the issue remains subdued, it may explode
with the rush to manufacture offshore.

Protectionism inJapan

Protectionist sentiment is growing inJapan, primarily because of militancy
on the part of medium and smaller industries hard hit by the high yen and
open markets. "How do Japanese firms react when they start to lose market
share to cheap Asian imports?" asks one observer. "Rather like Western
ones. They shout 'dumping' and demand protection."!^ At present, the
subcontractors have little leverage. Their collective voice is growing,
however, and will be taken up by other segments of the Japanese popula
tion and by political interests as well.

External pressures to open markets and the move oiBFshore will be
blamed for unemployment and hardship at home, scapegoating foreigners
for the difficulties of restructuring the Japanese economy. Constant U.S.
pressure to open agricultural markets has brought wave after wave of
opposition from Japan. "Consumer movements" protest that a bilateral
conspiracy forces inferior goods and carcinogens on the unsuspecting
Japanese housewife.

The Japanese, in their unique way,will perceive Europe 1992 primarily
as a threat to Japan (perhaps that is how it is intended), and domestic
special interest groups will overreact. Just as the United States has been
content to shift blame for its own industrial decline to Japan, so Japan will
in turn externalize responsibility for the trauma of restructuring.

Opportunityfor Foreign Subcontractors

Foreigners now have a second chance to establish a presence on the
ground floor of the Japanese system. Japanese MNCs are in dire need of
competent subcontractors in unfamiliar overseas environments, particu
larly in developing countries. In Thailand, one researcher notes, "the
Japanese network ... is still comparatively loose, with many companies
struggling for survival (or being preyed upon by their opportunistic joint

"WhenJapan Is Threatened by Imports," TheEconomistJune 25,1988, p. 69.
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venture partners). In this jfliuid situation corporate Japan has relaxed its
typical supplier networks, and will deal with anyone willing and able to
supply efficiently and honestly."^^ Recipients of large amounts ofJapanese
investment often try to balance it with capital from other sources,
providing an opportunity for third countries to penetrate the Japanese
overseas network at the offshore supplier level.

Overseas Japanese industrialists realize that they are in a compromise
situation. They feel their own vulnerability without the support networks
to which they were accustomed in Japan and are consequently more
approachable than their domestic colleagues. Though these investors used
to be discounted asmarginaland their overseasaffiliates unimportant, they
are quickly gaining stature vis-a-vis their home offices inTol^o.

The Japanese system, then, is in the process of a quiet but thorough
shakeup. For the first time there may be opportunities to internationalize it
from without. TightlypackedJapanesecorporate relationswill experience
a "big bang" as what was once dense geographical and psychological
proximity is flung to the far reaches of the globe.Eventuallythe gapswill be
filled and the corporate network will reform itself, but the window of
opportunity for foreign entrants to the Japanese system should remain
open for the duration ofJapan's new wave of internationalization.

Kudo-ka (Hollowing Out)

Japan's policymakers have long feared the kind of industrial obsolescence
(hollowing out) that plagues much of American industry. A repeat per
formance of U.S. manufacturing decline is unlikely in Japan, however.
Government industrial policy and private sector long-range orientation
seem destined to prevent much of the crisis faced by U.S. producers.

Japan's policy gurus realize that while old technologies must con
stantly be rejuvenated, this must be coincidental with movement into new
areas of technology. The Ministry of International Trade and Industry
(MlTl) has "vision-setting" divisions to target future industries, and the
private sector pushes the limits of technology in a struggle to survive
cutthroat domestic competition. The U.S. government, by comparison,
having long eschewed "industrial policy" as subversive behavior, is just
beginning to try to grasp the "vision thing." Many key U.S. industries,
meanwhile, were too long protected by implicit monopolies and have
been unequal to the task of international competition.

Japan, in an effort to maintain an industrial base, will preserve mature
technologies at home to the extent possible Computerization and roboti-
zation in the pursuit of efficiencywill ultimately change existing produc-

^2peterKenevan, "JapaneseManagementPractices in Thailand," master's thesis,University of
California, Berkeley, 1989, p. 46.
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tion processes almost beyond recognition, however. Though rationalizing
industries like steel, coal, and textiles, the Japanese bureaucracy realized
that new, more efficient systems would have decreased employment
potential. A conscious eiffortto restructure and move redundant personnel
into industries of the future has ensued.^^

New Technologies

Japan's technocrats have targeted a wide range of new technologies in
which to concentrate the nation's research and development (R&D). As
these technologies become commercialized, whole new sectors of indus
trialization and employment will arise to pick up the slack left by moderni
zation of the old.

The government of Japan has specified three technologies as "Basic
Technologies for Future Industries." They are: new materials, micro
electronics, and biotechnology. The government has introduced various
policies to promote these three areas.

In terms of market size for new technologies in the year 2000, MITI
predicts ¥5,790 billion for new materials, ¥16,320 billion for next-
generation microelectronics, and ¥660 billion for biotechnology. Each of
these new technologies will in turn give rise to a wide field of industrial
activity Biotechnology, for instance, will affect industries such as food
processing, chemical manufacture, and agriculture Although they still lie
in the distant future, development ofbiological applications in electronics
such as the biochip may create another microelectronics revolution.

Synthesis of old and new technologies will provide another dynamic
field of future commercial and industrial opportunity. The joining of the
two requires that both the old and the new move forward to maximize
potential. Often the economic and social impacts ofnew technologies will
be realized more significantly when these are integrated with conven
tional technologies and experiences.

The creation of biotechnology-based drugs requires clinical and diag
nostic experience. Traditional expertise in "old biotechnology"—for
example, the knowledge of fermentation involved in manufacturing sake
and soy sauce—may also be useful in manufacturing new pharmaceutical
products. Similarly, in order to apply new biotechnology to agriculture, a
fundamental and traditional understanding of plants and cultivation may
be imperative.!^

i^See Ronald Dore, Flexible Rigidities: Industrial Policy and StructuralAdjustment in the
Japanese Economy 1970-80 (Stanford, Calif.:Stanford University Press, 1986).

i^Aki Yoshikawa, TheJapanese Challenge in Biotechnology:IndustrialPolicy, BRIE (Berke
ley Roundtable on the International Economy) Working Papers 29 (Berkeley: University of
California, 1987).
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Many conventional areas of expertise will be essential in utilizing
biotechnology and in developing products based on it. In the process, bio
technology and engineering may meld to form a whole new industry.
Policy measures may be introduced to promote integration of old and
new technologies and encourage smooth transformation of existing
companies.

Japan's fixation on industrial and commercial competitiveness is de
rived largely from that country's actual awareness of the abrupt reversal in
America's fortunes as an industrial giant. Once again, Japan is likely to
benefit from the U.S. experience, this time through America's role as a good
bad example of the dangers of lax industrial planning.

How International?

WillJapanese business internationalize in anyway but geographically? This
is one of the questions likely to dominate news about Japan in the decade
to come

Tradition

Japanese business groups {zaihatsiL, keiretsu^ kigyo shudan) have tradi
tionally been noted for their tight integration. They are notorious for
excluding outsiders from contracts, even if this exclusion entails added
costs on their part. What has historically been a strength, however, could
soon become a weakness. The inflexibility of group obligation in a foreign
environment can limit the Japanese investor's ability to respond to new
conditions. Furthermore, clique-ish behavior aggravates host governments
and has in the past led to serious expressions of anti-Japanese sentiment.

Japanese group structure has relaxed somewhat, butJapanese investors
still huddle together when they feel exposed. The initiative to penetrate
the Japanese system, and to coexist within it, will have to come largely
firom subcontractors and entrepreneurs in host countries. This will not be
easy, even with the heightened receptivity of offshore Japanese enter
prises, and host countries should be prepared to support the efforts of their
subcontractors in any way possible.

Finance

Financial internationalization of Japanese corporations will be a long and
painful process. Japanese investors originally avoided the administrative
headaches of offshore joint ventures by finding subtle ways to control
management without controlling ownership. Host country governments
and businesspeople are getting wise to this strategy, however, and have
begun imposing new parameters of their own to regain control. Japanese
home offices have finally begun to concede, if ever so gingerly, to a larger
degree of self-determination for their oiOfshore affiliates.Even some of the
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large Japanese trading companies have recently delegated responsibility
for financial matters to their offices abroad.

Production

The oflfshore manufacturing process has grown in complexity asJapanese
corporations have been forced to take it more seriously in the age of the
high yen. Technology transfer is occurring much more quickly than in the
past, and host countries are hard pressed to find enough local engineers to
meet Japanese needs. Intraenterprise trade facilitates technological ad
vancement throughout Asia, for holes in the oflfshore aspects of the
production process can throw off the whole system.

Many Japanese consumer electronics makers (and soon automobile
makers as well) now have complete oflfshoreproduction facilities, even in
developing countries. The fruits of the manufacturing process are ex
pressed in tangible objects, easy for host governments to measure and
evaluate. Consequently, Japanese investors must continually improve in
this field to avoid criticism.

Personnel

It is in the esoteric area of personnel policy that oflfshore Japanese
concerns are likely to face their most complex problems. Japanese inves
tors seek to control management, which means controlling managers,
which translates into maintaining an overwhelming majority ofJapanese in
positions of power within the company. Host governments, once they have
succeeded in luring Japanese corporations to their countries, are then
faced with the task of supporting local managers in their uphill struggle for
positions of authority therein.^^

Personnel structure has been one of the keys to Japanese corporate
cohesion. Change in so fundamental an area, even if only reflective of an
already altered corporate reality,faces entrenched opposition. The global
ization of personnel structure is both the most contentious and the most
important aspect of opening up the Japanese system. Only by allowing a
real voice for local managers in oflfshoreconcerns can theJapanese system
be truly internationalized.

Conclusion

Japan's industrial and financial primacy has been thrust upon the world
abrupdy and threateningly with the advent of the high yen. An essentially

"Positions of authority are not to be confused with titles of authority, something that the
Japanese will confer with great pomp and abundance The developing countries of Asia are
replete with local chairmen, presidents, and other dignitaries ofthe corporate pantheon, who
in reality do little more than smile for the brochure and lend a connection or two.
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hermetic system has been forced to venture out and encircle the globe "Vfet
for ail the difl&culties that Japan's coming of age will entail, the picture is
fundamentally brighter now than it was several years ago.TheJapanese are
realists, and they are cautiously but surely readjusting to their new global
role, though this will take time as that role is still ambiguous.

Japan's old dilemma, an identity crisis between East and West, seems
finally to have been resolved. Economic and political events of the past
several years have confirmedJapan's role as the leader ofAsia,but ofan Asia
striving to dominate the world economy.

The most serious potential problems of globalization occur not in the
mechanics of moving Japanese operations abroad but in attempts to
pluralize the system itself. The Japanese show great perseverance in
movingthe inside out, but they havelittle taste for opening up and letting
the outside in. Still, there is growing realization that internationalization is
a two-way street. With luck and effort, that slow process will stay one step
ahead of the nationalistic pressures threatening international stability.
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3. Security, Politicians,
and the Public in Japan

ELPIDIO R STA. ROMANA

This chapter presents aspects ofJapanese defense policy and orientation
that may be relevant to ASEAN readers and ASEAN foreign policy orienta
tion. Specifically the chapter will (1) speculate on the political and
strategic significance of ASEAN to Japanese security; (2) discuss some
recent trends inJapan's defense policy thinking; (3) discuss the nature and
sources of the perceptions of an ASEAN member, the Philippines, on
Japanese defense policy; and last, (4) discuss Japanese public opinion on
defense issues. Although the significance of public opinion on the provoca
tive issue ofJapanese defense is fairly self-evident, identifying the separate
opinions of various groups requires some discussion of the paradigms of
Japanese politics.

The nature of Philippine perceptions of Japanese defense policy will
be treated here both as a product of domestic factors and as a peripheral
offshoot of broader trends in Japanese politics. It is our hope, finally, that
the chapter will contribute to a better understanding of the politics of
Japanese defense policy and a manner of approaching it with less of the
emotional dimension associated with a historical trauma of decades ago.
Such an approach is only fitting at the close of the twentieth century.

ASEAN-Japan Political Relations

The significance of discussing Japanese defense policy among ASEAN
members lies in encouraging an openness that can build more mature
relations with that country in the future. This need is more urgent now,
given the new status ofJapan and the equally new economic status ofmost
members ofASEAN. The recent emergence ofJapan as a global power has
renewed ASEAN interest onJapanese defense policy and has also reduced
the emotional reactions and the taboo against open discussion that often
shaded ASEAN views. The taboo against discussion has also weakened now
in Japan. The more open debate on defense issues in Japan is the result of
the widespread realization by ordinary Japanese that their country is
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indeed a global power; it is, also, one of the legacies of the long premiership
ofYasuhiro Nakasone

Given present power relations in the Pacific, however, and the possi
bility of only gradual and incremental changes therein, including the re
duction of United States military presence in the Philippines, the new
openness does not necessarily signal any expected epochal changes in
policy orientation and behavior either by Japan or by ASEAN members. To
be metaphorical but accurate, a chasm yawns between the discussion of
Japanese defense policy on the Japanese and ASEAN sides and any drastic
changes in policies. The more immediate concern now for ASEAN mem
bers is to temper their fiiture expectations of whatJapan can do politically
in the region and review old perceptions and apprehensions so that their
foreign policy may be more attuned to present realities.

There is a fundamental ambiguity in ASEAN expectations regarding a
Japanese political role in Southeast Asia and the Pacific. This ambiguity is
embodied in the very asking ofthe question: WhatwillJapan's political role
be? This question seems to ignore the fact that Japan has always played an
important strategic role in the Pacific. Its current role is to secure the
northeast Pacific for the Western allies led by the United States. This is a
sizable strategic role that Japan plays rather cheaply, for only a little over 1
percent ofits GNP. Proportionately speaking, the area ofthe globe secured
by Japan in relation to the cost Japan and the Allies incur has meant a
considerable but often unrecognized reduction in the global cost of
alliance-maintenance borne by the United States.

Amore accurate question—^Whatpossible expanded role might Japan
have beyond the northeast Pacificand into Southeast Asia?—requires some
discussion of how politically and strategically significant ASEAN is to the
Japanese defense posture One way of ascertaining the relative significance
of the Southeast Asianregion to Japanese defense orientation is an analysis
of the curriculum of the Defense College (Boei Kenshu Jo), where senior
officers of the Self-Defense Forces (SDF) undergo training for staff posi
tions. The advanced education of SDFstaff officers at the Defense College
involves taking courses in seven major fields: basic security, economics,
Japanese society, science, military strategy, international relations, and
policy science. Specific subjects are offered under each course (e.g., under
the basic security course fall subjects such as modern war, history of
military thought, etc.), and under each subject are series of specific
lectures (eg., lectures devoted solely to the Korean War, the Falkland War,
etc., under the subject heading "Modem War" in the basic security
course).i

^Boei Kenshu Jo [Defense College], Karikyuramu [Curriculum] (Tokyo: Boei Kenshu Jo,
1983,1984,1985,1986, and 1987).
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A survey of the curriculum for the Defense College's academic years
1982-83 to 1987-88 shows that lecture units devoted solely to ASEAN
and/or SoutheastAsiaare offered as lecture units under the subject heading
"China and the Asian Countries" in the international relations course The

international relations course averaged 183.8 units for the academic years
1982-83 to 1987-88. Lecture units devoted solely to ASEAN and/or
Southeast Asiaaveraged only 2.4 units, or 1.3percent of the total number of
units in international relations for the whole five-year period. This lecture
on ASEAN/SoutheastAsiawas offered only during four ofthe fiveacademic
years surveyed for this chapter; it was not offered for the academic year
1984-85. A general 6-unit lecture entitled "Asian Countries" was offered
instead for that academic year. A 3-unit lecture on Indochina was offered
twice for the academic years 1982-83 and 1987-88. If this is counted as
part of the Southeast Asia lecture units, the average number of units on
Southeast Asia would only be 3 3 percent of all units in international
relations.

In contrast, lectures devoted solely to China in the international
relations course accounted for an average of 13.2 units for the five-year
period, or 7.2 percent ofall units in international relations. The topic ofthe
United States and Europe (United States foreign and defense policy
included) accounted for an average of 25.4 units for the five academic
years, or 13 8 percent of total units in international relations. Lecture units
on the USSR and Eastern Europe averaged 21.4 units, or 11.6 percent of
total units; the subject "Third World Problems" (also in international
relations) accounted for an average of 16.2units, or 8.9 percent of the total,
ofwhich about halfwas solely on the topic of the Middle East. The Korean
peninsula had an average of eight units, or 4.4 percent of all units in
international relations. The topic of ASEAN was not offered in any of the
other six major courses either as a subject or as lecture units.

This description of the curriculum of Japan's Defense College illus
trates the much less than pivotal political and strategic significance of
ASEAN to Japan. Interest in the security of the sea lanes ofcommunication
as part ofJapanese defense policy is distinct from the question of ASEAN's
significance to Japanese strategy. The security of the sea lanes is primarily a
bilateral issue between Japan and the United States (and possibly China),
and not between Japan and other Asian countries. The immediate or
gradual withdrawal of U.S. military bases from the Philippines may trigger a
serious rethinking of the Japanese security role, but whatever new role
Japan may have in this eventually will be negotiated with the United States
and not with the Philippines or any ASEAN members. The Japanese interest
in the retention of U.S. military bases in the Philippines parallels the U.S.
interest. An added dimension in the Japanese interest, however, is that
rethinking its defense posture in the light of a U.S. withdrawal from the
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Philippines will unnecessarily complicate the still domestically explosive
issue of defense policy for the Japanese government, especially in the
budget allocation process for defense. It will also complicate whatever
ongoing critical bilateral issues there may be at that time between the
United States and Japan, since U.S. pressure on the defense field will
increase and possibly be linked with other issues. Bureaucrats at Japan's
Ministry of Foreign Affairs, incrementalist by orientation, would want to
avoid these complications if possible

The essential point here is that any stimuli onJapanese defense policy
will come from U.S. action and not from any ASEAN initiative. The relative
significance of ASEAN to the Japanese defense posture cannot be con
strued, either, from the fact that high-rankingJapanese officialsperiodically
travel throughout Southeast Asia assuaging fears of "militarism." An area's
strategic significance is to be found in a power that will assure allies that its
military power is sufficient to stabilize the region; it is not to be found in
assuring allies of the "weakness" of that military power. The alleged
Japanese sensitivity to ASEAN fears of "militarism" amounts essentially to
attempts by the Japanese government to placate mass media criticisms of
its defense policy.

Moreover, there is little or no reason for Japan to project its military
power beyond the northeast Pacific and into the ASEAN region. This
scenario has no political constituency whatsoever in Japan. Neither is
there a good economic reason (in terms ofcost-benefit) to project military
power into ASEAN, as vulgar materialist analysts suggest. If the natural
resources and markets ofASEAN (comprising a little more than 10percent
of total foreign trade of Japan, Indonesian oil included) were that vital,
then ASEAN would occupy a much larger role in Japanese strategic
thinking—as would be manifested, for example, in the Defense College
curriculum. This is clearly not the case. Nor is there any reason forJapan to
discard its alliance with the United States. The present balance of power in
the region does not require such an action. More important, this scenario
has no political constituency in Japan, either. Furthermore, the Japanese
alliance with the United States is precisely the one factor that limits the
military strength ofJapan in spite of the incremental growth of the SDF. At
the same time—and this point is either often ignored or missed—a
continuedJapan-US. alliance also means that the United States serves as a
political buffer between Japan and ASEAN, and between Japan and the
northeast Asian countries. (It may also be relevant to add that for the whole
postwar period Japanese analysts have viewed the Philippines as an
indicator of trends in U.S. Asian policy.^ This is rather ironic because the

^AkiraTakahashi, "Nihon ni Okeru Firipin Kenkyu, 1888-1967" [Philippine Studies in Japan,
1888-1967], A/Va Keizai 10 (1969):96.
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Philippine government has similarly viewed Japan as an indicator of U.S.
Asianpolicy.) It is not to the interest of ASEAN to have an "independent and
sovereign" Japan divorced from the United States. Given all these consid
erations, an expanded strategic and political role for Japan in the Pacific
may essentially mean the continuing and more efficient security of the
northeast Pacific.

In this context, the value for ASEAN's renewed interest in Japanese
defense policy lies in the revision of foreign policy orientation (as distinct
from behavior) and not necessarily in expectations of concrete strategic
or tactical initiatives by either side. This orientation will keep ASEAN
foreign policy more attuned and sensitive to regional developments, in
keeping with the new status of some ASEAN members. Concretely, it
entails enhancement of the foreign policy bureaucracies of ASEAN mem
bers in their evaluation of trends in Japanese defense policy and the many
conflicting views on the topic in Japan. How to create order out of these
many views on Japanese defense policy is the concern of the next section.

Japanese Politics in Recent Years

Virtually every Japanese politician (ruling party and opposition), bu
reaucrat, academic, journalist, or anyone interested in politics inJapan has
an opinion about defense policy. Toanswer the question "Whoseviewsare
relevant?" it is necessary to interpret the complex Japanese political
processes and place the defense issue in their context.

One interpretation ofJapanese politics gaining acceptance in recent
years holds that many of the bureaucratic dominance and "ruling triad"
paradigms used to explain Japanese politics are overestimations of the
roles the state bureaucracy and the private sector actually play in present-
dayJapanese politics. According to this view, the bureaucratic dominance
and ruling triad paradigms understate the significance and even predomi
nance of the role of politicians and political parties.^ The roles they have
played in Japan's economic growth in the past, and play at present in
policymaking, have received new emphasis in recent years. The Japanese
political system is in fact much more pluralistic than many have inter
preted it to be.^

The reasons for the growth in power of the political parties in general
and the Liberal Democratic Party (LDP) in particular can be traced to the

^Michio Muramatsu,SengoNihonnoKanryosei [ThePostwarJapaneseBureaucraq^] (Tokyo:
ToyoKeizai Shimbun,1985); see also his "Bureaucratsand Politiciansin Policymaking: The
Case of Japan," with Ellis S. Krauss, TheAmerican Political Science Review 78 (1984):
126-146. See alsoJohn O. Haley, "Governance by Negotiations:AReappraisalof Bureaucratic
Power in Japan," TheJournal ofJapanese Studies, 13 (1987):343-358.
^Muramatsu,SengoNihon no Kanryosei, pp. 26-34.
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gradual strengthening of the Diet and the prime minister's office after the
Occupation and the consolidation of conservative parties into one party
(the LDP) in 1955. The long rule of the LDP and the growth within that
party of the power of the Seicho Kai (Policy and Research Council or
PARC), where most ministers are appointed, have increased the power of
the ruling party in relation to the bureaucracy. A number of activist LDP
members have also been appointed to head ministries who have asserted
party leadership in their respective ministries.^

The more recent career patterns of bureaucrats is another factor that
contributed to the growth of the LDP's power. Traditionally, a good
number ofbureaucrats either become politicians on retirement or in mid-
career, or join big business on retirement (the so-called amakudan).
These career patterns necessitate good relations with politicians and their
friends in big business. Of these two possible career patterns, however, the
former, joining politics, has become the more prominent trend. For
example, of the 403 candidates that the LDPfielded in the Double Election
of July 1986, more than ICQ were former bureaucrats, many of them in
their thirties. This figure was double that of the previous general election.
Out ofthese more than ICQformer bureaucrats, eighteen (ten in the Lower
House and eight in the Upper House) won seats. These former bureaucrats
see the amakudari path as narrowing since Japanese corporations have
become powerful and no longer feel the need for former high government
officials in their ranks. Some of these bureaucrats also see their own role in

society narrowing as a result of the liberalization and deregulation of the
Japanese economy. Still, some of these former bureaucrats are sons of
former and present Diet members who were encouraged by their fathers
to join the bureaucracy and then shift into politics as second-generation
politicians in their families. The emergence of this career pattern in
creased the power of the Diet and LDPbecause bureaucrats aspiring to be
politicians have to keep good relations with party members. Once in the
party, these former bureaucrats have good chances ofrising to party policy
committees where their skills will be made use of, especially in drafting
legislation. It is estimated that thanks to the input ofthe skills and expertise
of former bureaucrats now in the Diet, 48 percent of aU legislation now
originates from the Diet itself. This is in contrast to approximately only 10
percent in the earlier decades after World War 11.

Moreover, the bureaucracy's monopoly of information and technical
expertise in society has been broken as politicians with long careers
developed their own expertise and sources of information on issues and

^See Yung H. Park, Bureaucrats and Ministers in Contemporary Japanese Government
(Berkeley: Institute of East Asian Studies, University of California, 1986), pp. 11—29.
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policies.Thishasled to the emergence ofthe so-calledzokugiin (literally,
"Dietmen tribes") within the ruling party and in the Diet. These "tribes"
are groupings ofpoliticiansor policy groupswith expertise and/or vested
interests in specific sectors and issues.There is,for example, 2iN6rinZoku,
or "agriculture and forestry tribe." There is also a Kokubo ZokUy or
"national defense tribe," to which we shall turn to later. The expertise and
interest of "tribe members" give them a sayon any policy decision in their
field and/or constituency.^

Critics claim that the alleged emerging power of LDP politicians is
exaggerated because most bureaucrats who enter politics came from
smaller and less powerful ministries such as the Ministry ofTransportation,
the MinistryofConstruction, and the EconomicPlanningAgency. Theydid
not come from more powerful ministries such as the Ministry of Finance,
the Ministry of International Trade and Industry, and the Ministry of
Foreign Affairs. This claim is empirically valid. The relative or shared
power of politicians, however, does not necessarily require that bureau-
crats-turned-politicians come from the more powerful ministries. Such a
trend would imply not more than relative power for politicians but the
emasculation of the bureaucracy.

The ministry of origin of bureaucrats-tumed-politicians is not the only
basis for asserting that politicians have gained power relative to bu
reaucrats. In 1985, for example. Professor Michio Muramatsu of Kyoto
University presented survey data"^ on the perception of a sample of 251
elite bureaucrats and 101Diet members (LDP and opposition) on the most
influential policy-making group in Japan. Ten categories of political actors
were ranked by the respondents into first, second, and third most influen
tial in policy making. All categories of respondents (higher and middle
bureaucrats, LDP and opposition Diet members) consistently ranked
political parties as the most influential; bureaucrats followed as a close
second. The methodologically convincingfactor in Muramatsu's studywas
that opposition Diet members themselves, who have consistently and
publicly criticized the LDP as a tool of big business, rated the political
parties as most influentialin decision making. (Bigbusinesswas rated only
a distant third.) "Political parties" inevitably means the LDP, although
opposition parties also cooperate with the LDPon certain issues.

The political style of postwarJapaneseprime ministers,who are either
"maintenance oriented" (i.e, inclined to maintain organizations) or "pur
pose oriented" (i.e.,goalachievers), hasalsocontributed to the growth of

^SeeTakashiInoguchi and Tomoaki Iwai,Zoku Giin no Kenkyu [Studieson Policy Group
Diet Members] (Tokyo; Nihon KeizaiShimbun Sha,1987).

•^Muramatsu, Sengo Nihon no Kanryosei, chap. 1.
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the power of the LDP. The best example of the latter type is, of course,
Yasuhiro Nakasone, who once described himself as a "presidential-type
prime minister." Others described his styleas"top-down" Ipadprship The
possible effect of this type of leadership on bureaucratic power was
described by Muramatsu in 1987:

Nakasone does not rely on the bureaucracyto introduce comprehensive
policies. [n.b.: In Muramatsu's usage this term refers to principles and
standards beyond the distribution and regulation of benefits that guide
special interestpolitics.] Instead, he introducesthemhimself, usingdelib
erative councils and his brain trust to realizehis policies effectively; he
tries to use the people'ssupport to minimize the influence of opposition
parties and internalLDP actors.Whilereducingbureaucraticdependence,
hehasworkedtocreateadialoguewiththepeoplebyfrequently appearing
on television and explaining policies in simple terms. At the same time it
seems that,realizinghecannotoppose theseveral politicalactors withonly
the supportof the people, he hassucceeded in forming an economically
powerful alliance to control the bureaucracy and members of the LDP
zoku and PARC subcommittees.®

Afinalfactor that increased the power of politicians over bureaucrats
is the increasing internationalization and liberalization of the Japanese
economy. This economic expansion gave politicians a potentii new
constituency—the international business community.

All these trends, however, do not meanthat theJapanese bureaucracy
has become insignificant in Japanese politics. The bureaucracy, as men
tionedearlier, stillinitiatesabouthalfofalllegislation, itshomogeneity asa
social group is still intact, and its command of technical expertise and
information is still formidable Its higher ranks remain one of the most
prestigious social groups inJapan.The bureaucracy is still credited asone
ofthe buildersandmostskillful protectors ofJapanese economicpowerat
homeandabroad. Thethoroughness withwhichtheJapanese bureaucracy
enforces regulations and checks is still a wonder to behold.

Whatthe trends do imply, however, is that giventhe newlyappreciated
role that politicians and political parties in fact play, a politically very
sensitive issue such as defense policy will not be left to the bureaucracies
traditionally associatedwith the issue, such as the Ministry of Finance, the
DefenseAgency and, occasionally, the Ministry of Transportation. As on
many other issues,LDP Diet members will havea very important, ifnot the
most important, sayon defense policy. This is not an astoundingconclu-

®Michio Muramatsu, "In Search of National Identity: The Politics and Policies of the Nakasone
Administration,"/owma/ ofJapanese Studies 13 (1987):307-342.
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sion; it does, however, have serious implications, especially for ASEAN
members, on productively approaching Japanese defense issues, namely,
byseeking theviews ofLDP politicians in order to have a clearer idea of
recent trends and dilemmas in Japanese defense policy.

This approach to trends and dilemmas in Japanese defense policy
differs from that of Mike Mochizuki^ and Kenneth Pyle."> Mochizuki's
contribution isto signal outsideJapan thecomplexity ofviews on defense
held byacademics, former bureaucrats, politicians, and commentators and
the corresponding decline in influence of ideas on the subject held by
pacifist-leftists or groups advocating unarmed neutrality inJapan. Mochi
zuki's categorization of the views on defense into the political realist,
unarmed neutralist, Japanese Gaullist, and military realist is immensely
interesting. Pyle, on theother hand, describes a social matrix ofthought
that could become the basisof rethinkinga nationalidentity and a global
political role The present chapter presents, rather, the narrower field of
actors of LDP politicians, specifically some members of the "national
defense tribe" of the LDP, to describe some trends and dilemmas in
Japanese defense policy. And ifpoliticians, one naturally has to touch on
trends inpublic opinion towhich thesame politicians are sensitive to.This
approach is not the futile search for the "essence of decision" or the
bureaucratic politics ofJapanese defense policy; rather, it is a directed
approach to a betterunderstanding ofitsdilemmas andprospects.

It maysoundcommonsensical to payattention to what politicians say
aboutpolicy. Inexamining theJapanese political process, however, where
the bureaucracy has always been thougjit to play the dominant role, the
newly appreciated power of politicians requires emphasis here. Old
paradigms die hard. Furthermore, paying attentionto whatpoliticians say
is not facile at all when one asks the questions "Which politicians?" and
"Why thesepoliticians?" Themanyvaried opinions aboutJapanese defense
signal to ASEAN members, particularly the Philippines (and possibly
Thailand), the need to prioritize these opinionsand be more focused in
followingJapanese political trends. Thisneedisacutefortworeasons. One
is thepoor stateofresearch onJapanese politics in thePhilippines. Thisis
partly the direct result of the sad state of the Philippine foreign policy
bureaucracy under both Ferdinand Marcos and Corazon Aquino. (Paren
thetically, the same may be said for political and policy research in the

'Mike Mochizuki, "Japan's Search for Strategy," International Security 8 (1983—84):
153-179.

•'Kenneth Pyle, "The Future ofJapanese Nationality,"/OMrna/ ofJapaneseStudies8(Sununer
1982):223-264.
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Philippines on other major powers in the Pacific.) Thus, whatever small
effort that maybe devoted to analyzeJapanesepolicies,especially defense
policy, must, from the beginning, be directed at the thinkingof a specific
and small powerful group and the constituencies of issues involved in
Japanese defense policy.

The second reason is that the very nature and content of whatever has
passed as analysis ofJapanese defense policy in the media, academia, and
foreignpolicy bureaucracyin the Philippines during the last two decades
requires a genuine search for other sources of data. To these Philippine
perceptions we now turn.

Philippine Perceptions
ofJapanese Defense Policy

TheessenceofSoutheast Asian perceptionofJapan's defense policyoften
revolves around the image of "militarism." Even though this tendencyis
common knowledge, the intensity of these images in the Philippines is
directly related to a certaintrend inJapanese politics thatemerged from
the late1960s, namely, thedecline ofpacifist andleftist thought inJapan.
Much of the Philippine perception ofJapanese defense policyhas essen
tially meant the transfer of the pacifist-leftist arguments inJapan—or that
group which Mochizuki called the "unarmed neutralists"—to some articu
late sectors of Philippine society, where it mixed very well with the
prolonged memories of the historical trauma of World War II. These same
pacifist-leftist arguments are the legacies of the minshu undo (people's
movement) of the 1960s in Japan then concerned with broad national
issues, a movement that has longsince degenerated into thejiimin undo
(resident'smovement), concerned with highly localized issues of the late
1970s and 1980s.

Pacifist-leftist arguments on Japanese security issues began to pene
trate the Philippines at a time when the same persuasion was being
displaced as a current in mainstream politics inJapan in the late 1960s.In
the materials written in the Philippines on the topic ofJapanese defense
from the late 1960s to the early1980s, theJapanese pacifist-leftist reason
ing on Japanese defense policy began to appear around 1970." These
materials were occasionally supplemented by dispatches from the New

"Examples ofthese writings areHernando Abaya, "Japan's New Role inAsia: An Imperialist
Collusion?" Graphic, July 29,1970; A. B. Colayco, "ReturnoftheRising Sun,"Asia-Philippines
Leader, January 18, 1972; Raul S. Manglapus, Japan in Southeast Asia; Collision Course
(USA: Carnegie Endowment for International Peace, 1976); Alejandro M. Fernandez, The
Philippines and the United States: The Forging ofNew Relations (Quezon City: NSDB-UP
Integrated Research Program, 1977); Renato Constantino, TheSecondInvasion:Japan in the
Philippines(Manila, 1979); Merlin M. Magallona, Warning:JapaneseMilitarismon theRise
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China News Agency during the height of Maoism. The group in Japan
through which these views were transmitted to the Philippines can
roughly be traced to those associated with the Beheiren in the late 1960s
and to the Pacific-AsiaResource Center (PARC) at present. The continu
ing impact in the Philippines of pacifist-leftist arguments regardingJapa
nese "militarism" is completely out of proportion to the minuscule
influence of pacifist-leftist groups in Japan today. (It seems that the
Philippines shares this experiencewith Thailand.) Whatis striking about
these arguments is not that they are totally false and have no empirical
basis, but that they are overly simplistic, conspiratorial, and alarmist.
Realitythen and now, insideand outsideJapan,has been far more complex
than they imply.

Based on the literature from 1970 to the early 1980s, the Philippine
perception of Japanese defense centers on the "problem" of Japanese
"militarism" or rearmament and its threat to Asia.From 1970, the common
argument found among Filipino analysts is that Japanese militarism is "on
the rise" because of the growth of Japan's overseas interests, its alliance
with the United States, its perception of the Soviet threat, and the rise of the
Japanese "military-industrial complex." In these studies Japanese military
power is usually deduced from the size of the defense budget and the fact
that the SDF's budget is the seventh largest in the world and the third
largest in Asia. It is also pointed out that the growth rate of Japanese
military expenditure is higher than that of some NATO members and that
Japan has regular defense buildup plans. Arguments on the symbolic 1
percent of the GNP limitation on defense expenditure are reiterated.
These studies further assert that trends in the SDF arise from Japan's
security relations with the United States, which make Japan a "junior
partner" of that country in Asia. The Japanese security interest in the
Malacca and Lombok straits, prominent in the 1970s, was seen as evidence
ofJapanese interest in an expanded military role in Asia. The possibility of
a nuclear Japan is also touched on as if it were an immediate alternative.

The transfer of these pacifist-leftist arguments on Japanese defense
policy to the Philippines was the result of ideological affinity of groups in
Japan with groups in the Philippine media, universities, and nongovern
ment organizations (NGOs). Other than the phenomenon of the "historical
trauma," the appeal ofJapanese pacifist-leftistarguments in the Philippines
can also be explained by the fact that quite a different set of symbols is
attached by a Filipinoaudience to the arguments. This can be illustrated by

(Quezon City, 1982); and Eduardo C. Tadem, TheJapanese Presence in thePhilippines:
A Critical Re-assessment(Manila: Third World StudiesCentei;University of the Philippines,
January 1983).



60 ELPIDIO R. STA. ROMANA

using the well-known pacifistYoshikazu Sakamoto'sargument as an exam
ple. He once wrote, "TheJapanese militaryhas no independent strategy of
its own. It can function only aspart of the U.S. armed forces in EastAsia. The
closer the collaboration, the more dependent the Japanese military be
comes on the United States."^^ This argument in itselfignores the profound
complication of apossible polarization ofJapanese society iftheJapan-U.S.
Security Treaty is abolished, which could lead to a real military buildup.
Presented to a Filipino audience, an argument of this kind is interpreted as
analogous to the Philippines' own emotional issue of being a host to U.S.
militarybases.Securityrelations with the UnitedStatesare then connected
with the overall problem of the Philippines' economic underdevelopment.
Not only is this quite a different context from that of Japanese pacifist-
leftists arguments, but by analogy the parochialism ofJapanese nationalis
tic pacifist arguments is passed off to Filipinos as universalist ideology.

The simplistic and occasionally inaccurate views of Japanese pacifist-
leftist groups have also penetrated the Philippine foreign policy bu
reaucracy analyses of Japanese defense policy. In 1975, for example, the
Philippine Center for Advanced Studies (PCAS), a short-lived foreign
policy think tank for the government, wrote the following analysis in a
briefing paper for former President Ferdinand Marcos entitled ASEANII:
Basic and Strategic White Paper, dated September 18,1975:

For the moment, Southeast Asia itself does not stand in the way of Japan's
reinvigorated military machine; the danger will come if and when success
ful national liberation movements interdict the free flow ofraw materials to

Japan or nationalize standingJapanese assets. Then extreme right elements
are likely to step in and reimposeJapan's armed might over the region.
Since the fall of Vietnam, the U.S. defense secretary has stepped up
criticisms of the "slowness" ofJapanese military buildup—and theJapanese
right wing is chafing under Tokyo government ratification of the nuclear
non-proliferation treaty, which to their mind unduly restricts Japanese
military strength. Meanwhile, theJapanese arms industry is doing good
business in SoutheastAsia, whose armies supposedlyprefer the smaller,
lighterJapanese-made weapons.^^ [Emphasisadded]

The inaccuracy here lies in the implied power of the "extreme right" in
Japan and the assertion of Southeast Asian use ofJapanese-made weapons.
Indeed, anyone would be at a loss in identifying who or what the "extreme
right elements" are in Japan. Furthermore, the export of weapons is

i^Yoshikazu Sakamoto, "Major Power Relations in East Asia," The Bulletin of Atomic
Scientists, February 1984.

^sphilippine Center for Advanced Studies, University of the Philippines System, ASEAN II:
Basic and Strategic WhitePapers, September 18,1975, pp. 23-24.
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prohibited in Japan. The Japanese arms industry is also probably the most
inefficient in the world, thus making Japanese light infantry weapons the
most expensive in the world. (See the later discussion in this chapter of the
defense industry's economy of scale.)

The PCAS was replaced by the Presidential Center for Special Studies
(PCSS) in 1977. In an undated PCSS paper entitled "The President's Visit to
Japan: Briefing Papers," Japan was described as "quietly rearming"—as
borne out, once again, by the growing defense budget and periodic
defense buildup plans. The implied substantial Japanese military power
was supported by evidence that were exact duplicate copies ofpages from
theJapanese Defense White Paper on Japanese armaments, military struc
ture, organization, and statistics, with no attempt to connect them to wider
trends in Japanese society and politics.^^

Another PCSS briefing paper, prepared for former President Marcos
during former Prime Minister Yasuhiro Nakasone's visit to the Philippines,
restated the Asian fear of Japanese military power, especially after U.S.
President Ronald Reagan began pressingJapan for an expanded role in the
Pacific. Although it is true that there is such a trend in Asia, noteworthy in
the paper is its conclusion: "that Japan and the U.S. are committed to
protect each other in times ofemergency and thatJapan has appeared to be
the greatest ally of the U.S. in the Pacific."^^ xhe existence of a Japan-U.S.
alliance is, of course, a fact, and one would have expected that something
else more could have been said about the complexities of Japan-U.S.
relations.

Japanese official pronouncements on national defense policy can also
be interpreted in the Philippines in ways that parallel the appeal of the
ideological arguments of the pacifist-leftist. For example, former Foreign
Minister Shintaro Abe said in an official visit to Manila in early 1986 that
Japan will never have a military role in Asia.Although his remark was quite
straightforward as a statement ofJapanese policy toward ASEAN, a Filipino
audience equates "military role" with military bases, military aid, and arms
supply similar or equal to the military role of the United States. The
meaning a Filipino audience can attach to Abe's statement is quite different
from what Abe probably had in mind, since a military role similar or equal
to the American presence in the Philippines as conceived by Filipinos may
be different from a strategic role which Japan might have. Japan will
probably not have this kind of military role in Asia for a long time. Embassy

^^Presidential Center for Special Studies, The Presidents Visit to Japan: Briefing Papers,
undated.

^^PresidentialCenter for Special %t\xdits,BriefingPapers:PrimeMinisterNakasone's Visit to
the Philippines, undated.
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officials in Manila are not helpful in clarifying matters, either. In October
1985, aJapanese diplomat in the Philippines publiclystatedwith a straight
face that the phrase used by Nakasone in his famous "unsinkable aircraft
carrier"speech wasokiifune (big ship) insteadoffuchin kubo (unsink
able aircraft carrier), the words Nakasone actually used.

Thus, for many among the articulate in the Philippines, Japanese
defense policy, no matter how it is stated or what it really is, remains a
specter that hauntsAsia. It seems,however, that the anxietyoverJapanese
"militarism"is not shared by the Filipinopublic. This fact can be substanti
ated by the onlyopinionsurvey'^ in the Philippines directlyrelatedto the
public's perception of external threat. In response to an open-ended
question onwhichcountryisfriendliest to thePhilippines, 36percentofa
nationwide sample of approximately 2,000 respondents in 1986 consid
ered Japan the second friendliestcountry to the Philippines. (The United
States was considered as the friendliest, with a score of 73 percent
nationwide. China was third, with 11 percent.) In Metro Manila, tradi
tionallyconsidered the only place in the country where foreignpolicy is
debated,Japan alsoranked as the second friendliestcountry,with a much
higher score of 60 percent. (The United Statesremained the friendliest
country to Filipinos in Metro Manila, with 83 percent; Chinawas again
third, with 17 percent.)

In response to a follow-up question in the 1986 survey on which
country Filipino respondents regardedasa threat, the Soviet Unionranked
first for both nationwide and Metro Manila samples, with a score of 32
percent and 51percent, respectively. Rankedfifth most threatening coun
try nationwidewasJapan,but with only 5 percent of respondents consid
ering it a threat. In Metro Manila, Japan, with a score of only 2 percent,
ranked only tenth out of twelve countries listed as the most threatening
country.

In more recent surveys in 1988 and 1989'^ that asked 1,200nationwide
respondents whether they thought the Japanese government could be
trusted (the actual Filipino term used waspagtitiwala and kumpiyansa,
i.e., trust and confidence in the sense of not taking advantage), 17 percent
in 1988 said they have great {malaki, literally "big") confidence in the
Japanese government. This percentage rose to 24 percent in 1989. For
Metro Manila, 22 percent felt that the Japanese government was trust
worthy in 1988; this percentage rose to 32 percent in 1989.Respondents
who felt that their trust in the Japanese government might be great or small

^^Ateneo-Social Weather Station, Ateneo-Social Weather Station Public Opinion Reports,
October 1986.

i^Social Weather Station, Social Weather Report, February 1989.
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(i.e, the equivalent response for "Don't Know") numbered 29 percent
nationwide in 1988, rising to 36 percent in 1989. In Metro Manila they
were 25 percent in 1988, and 39 percent in 1989. Asfor respondents who
had little trust and confidence in the Japanese government, the percentage
was 52 percent nationwide in 1988; this figure declined to 39 percent in
1989. In Metro Manila the corresponding percentages of those who had
little confidence on the Japanese government were 52 percent in 1988 and
28 percent in 1989.

Public opinion, of course, is not the only input in a country's foreign
policy orientation, and there are sociological reasons for the scores. But
these figures definitely show a discrepancy between the articulate mem
bers of Philippine society (the media, academia,and government) and the
broader Philippine public in their opinion ofJapan asawhole The views of
the former group on Japanese defense policy are not part of popular
culture.

Japan's Defense Policy and the LDP

This perception of the Philippine media, academics, nongovernmental
organizations (NGOs), and foreign policy bureaucracy naturally makes the
ideological position ofJapanese opposition parties and groups on defense
policy appealing. In addition, and in spite of the perennial inability of the
opposition to unseat the LDP despite the Takeshita-Uno debacles, many
Filipinos tend to overestimate the political power of the opposition in
Japan. This tendency will compound problems for the future Philippine
foreign policy bureaucracy's position on Japanese defense policy. It is more
than just a matter of lack of information about Japanese politics. It can
partly be explained, too, by the Philippine political culture of a certain
type of liberal democracy and of the experience of the anti-Marcos
opposition movement before 1986. These political culture experiences
have conditioned many in the Philippines to constantly expect a rotation
of opposition parties (especially the Japanese Socialist Party) with the LDP
in the seat ofpower. In actual practice, the LDPhas persistently ruledJapan
for almost four decades and will do so for years to come, but this fact does
not seem to inspire many Filipinos to think of a long-term continuity in
Japanese policies. The other reason for the appeal of the opposition
position on defense policy is the continuing exposure ofmany Filipinos to
opposition thinking in Japan through the so-called "solidarity groups" and
"people-to-people relations." The end of these kinds of NGO ties do not
seem to be in sight. It is therefore necessary to discuss how the opposition,
especially the JSP, stands on the defense issue.

The JSP has already publicly accepted the legality of the SDFand the
Japan-U.S. Security Treaty.Ayear after its disastrous setback in the Double
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Election ofJuly 1986, the JSPmade public its rather peculiar position that
although "it [the JSP] does not recognize the necessity [of the Japan-U.S.
Security Treaty and of the SDF], it recognizes the fact of its existence"i8
This statement was interpreted by commentators as theJSP's long-delayed
acceptance of the legality of the SDF and the Japan-U.S. Security Treaty.
The holdout was anachronistic. TheJSP leader at that time also announced
that even though the party would continue to support neutrality, non-
alliance, and disarmament and oppose the abolition of the 1 percent of
GNP limitation on defense spending, the party would accept the purely
defensive goals of the SDF.i^ This announcement means that opposition to
the SDF and the present defense policy on the basis of neutrality and 1
percent of the GNPlimitation to defense spending (the so-called1% kumi
or "1 percent framework") will be less and less politically useful in the
future Moreover, members of the JSP will begin to reflect some "LDP
thinking" on Japanese foreign and defense policy. In mid-1989, when the
LDP was still reeling from the impact of a new tax law, scandals, and
discouraging results of local elections, Takako Doi, the head of the JSP,
visited US. Ambassador Michael Armacost and assured him that if ever she
were to head a coalition, she would not radically alter Japan-U.S. rela-
tions.2o This gesture by theJSPwas motivated more by the desire to keep
good relations with the US. government than by actual prospects of
winning a majority in the Diet.

The lingering symbolic appeal of the 1 percent framework, which is
perhaps the most politicized aspect of Japanese defense policy, can be
misleading. The political use of this issue extends beyond the opposition
parties inJapan and includes the media, members of the LDP government,
and even foreign powers. Depending on how it is computed, Japanese
defense expenditure was exceeding the 1 percent limit long before the
limitwas formallyabolishedfor fiscal year 1987.The 1percent framework
is a symbol ofpacifist sentiments in Japan, a sentiment that is mixed with a
sense of nationalism based on a unique constitution and a self-imageof, to
borrow Asahi Shimbun's phrase, "peace nation" {heiwa kokka). In a
sense, it is a symbol ofJapanese nationalismfor most of the postwar period,
likea cleaned,whitewashed reverse imageofprewarJapanesenationalism.
As a form of nationalism, it is intrinsically limited in its relevance but is
presented as universalism by Japanese pacifists. Consequently, the 1 per
cent framework is naive and useless in the analysis of Japanese defense
policy. It will have a lingering appeal and political utility for opposition

'8"Shat6, Sonsai Yonin Uchidasu" [Socialist Party Recognizes Existence], Asahi Shimbun,
evening edition, August 20,1987, p. 1.

wibid.

20Barry Hillenbrand, "Prelude to the Showdown," Time, July 17,1989,p. 43.
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parties, especially during the submission of budget proposals from various
ministries every year.

The LDP government's use of the symbol is the reverse of how the
critics and pacifists use it—that is, to "prove" Japan is not militarizing so
long as defense expenditure is within the 1 percent framework. The
chicken came home to roost many times for the LDP in its use of the
symbol. After the 1 percent framework was abolished in fiscal year 1987,
the then head of the Defense Agency announced on June 10, 1988, that
although the defense budget for the first time exceeded 1 percent of the
GNP limit in 1987, actual expenditure for that fiscalyear was within the 1
percent limit because of the revaluation of the yen.21 There were no
reported reactions from groups, domestic or foreign, who believed abol
ishing the 1 percent framework was a sign of "militarism."

The use of the symbol of the 1 percent framework by major powers in
the Pacific has also been clumsy. For example, in March 1988, Soviet
Deputy Foreign Minister Igor Rogachev "warned" President Corazon
Aquino and the Philippine media that Tokyo'sincreased military spending
meantJapan was "slowly becoming a military power," and he proceeded to
compare Japan's military spending with that of NATO.22 A few months
later, in an interviewwith the Kyodo News Service,Soviet Defense Minister
DimitriYazovsaid thatJapanese defense spending did not necessarily mean
that Japan would become an aggressor nation.23 The whole interview did
not contain any negative comment on Japanese defense, including the SDF
units stationed in Hokkaido. The Soviet use ofthe 1percent framework is as
crude as the American use of it. For the United States, especially members
of the Congress, it is a gauge of how little Japan is sharing in the defense
burdens of the Western alliance Much to the irritation of the Japanese,
figures higher than 1 percent are arbitrarily advanced as the minimum
required for Japan not to take a "free ride" on the United States.

Views on Defense Policy in the LDP

Japan's foreign policy orientation is to contribute to international stability
through its economic role as well as its role as aid donor, an orientation
that to some extent is a response to American expectations. This orienta
tion precludes a military role in world politics.^^Japan's defense policy is

21"GNP \% Kumi Uchi Ni" [Within the GNP 1%], Asahi Shimbun, evening edition,
June 10,1988, p. 1.

22"Soviet Minister Expresses Concern About Japan's Increased Defense Spending,"
Times, March 30,1988, p. 3.

23"Soviet Ofl&ciai Unconcerned byJapaneseDefenseSpending,"/a/;«nTimes, July 6,1988, p. 3.

2'^SeizaburoSato, "Ima Koso Nichibei Domei no Kyoka o" [The Present Need to Strengthen
Japan-US. Alliance],Koron 103 (1988):110-119.
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within the context of this broader policy orientation and is well within the
scope of the Western alliance. Professor Seizaburo Sato ofTokyo University,
a reliable indicator of LDPthinking among academics, wrote last year that
the position of the so-calledJapanese Gaullists advocating a rapid rise in the
SDF's capability, which attracted much attention in the 1970s, cast no
shadow on the orientation ofJapanese foreign and defense policies. "In the
apportionment of roles," he adds, "it can be said that the perception in the
Japan-US. alliance is undoubtedly similar."25

Within this broad framework of Japanese foreign and defense policy,
however, are various views within the complex organization of the LDP, to
which we now turn.

Very briefly, the structure of the LDP can be summarized as follows:
Other than the prime minister, there are three other very important figures
in the party. These three are called the to sanyaku, or the party's "big
three." They are the chief secretary {kanjicbo), the head of the Policyand
Research Council or PARC {seiche kaicho), and the general secretary
{somu kaicho). (Organizationally, other major political parties also have
their respective to sanyaktL ) Under the PARC are the various hukai, or
section councils, coordinated by an overall chairman and vice chairman.
Each section council deals with a specific policy area (finance, agriculture,
transportation, etc.) and is composed of LDPDietmen with expertise and/
or interest in those fields. Many LDPzoku giin or "Dietmen tribes" can be
found in these section councils and in the Diet committees. There are

about seventeen section councils in the LDP, and one of them, the Kokubo
Bukai, concerns national defense. Last year, the chairman of the section
council on national defense was sixty-five-year-old Hisao Horinouchi ofthe
Lower House. He is a graduate of the wartime NavalAcademy and former
deputy minister ofstate for defense. The vice chairman was Morio Kimura,
also of the lower house.

In the Diet itself, there is a special multiparty committee on security
(Anzen Hosho Tokubetsu linkai) composed of twenty-five members.
(There are eight other special committees and sixteen regular committees
in the Diet). During the 113th Diet in 1988, there were fifteen LDP
members from the special committee on security, four from the JSP, and
the rest from different opposition parties.

Membership in the LDP section council on national defense and the
Diet's special committee on national defense is a good way of identifying
the "national defense tribe." Within the group ofkokubo zoku, there is also

25ibid., p. 116.

26Seizaburo Sato and Tetsuhisa Matsuzaki, Jiminto Seiken [The LDP Regime] (Tokyo:
Chuo Koron Sha, 1986), pp. 184-189.
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a smaller group, the ampo zoku (AMPO tribe), composed of LDP mem
bers who believe in retaining the presentJapan-US. Security Treaty as the
basis of Japanese defense policy. Not all members of the "tribe," however,
are in the these two groups. For example, the powerful Shin Kanemaru is
considered a member of the "tribe" but is not an official member ofeither
group.27 The same is true of now-famous Masayuki Fujio, who was forced
to resign from the cabinet in 1986 for his controversial statements about
Japan's role in wartime China. He is a member of the "tribe" but is not a
member of the sectional council or of the committee.

An exhaustive survey of the views of the "national defense tribe" is
beyond the scope of this chapter. What follows are representative posi
tions that clarify and illustrate dimensions, trends, and dilemmas in
Japanese defense policy.

Japanese foreign policy has often been criticized by Americans as
insensitive to ideologicaland moral goals. Americanofficialswere appalled
at continued Japanese patronage of Iranian oil at the height of the Iran
hostagecrisis a decade ago. More recently, theJapanese business-as-usual
attitude in China after the Tiananmen massacre has added ammunition to

these criticisms. The source of these differences is the weight morality
plays in the conception of goals of foreign policy, and it undoubtedly
weighs heavier in the Americanconception. Japan'seconomic role in the
worid is definitelywithin the Western alliance's strategic and ideological
goalsand isnot divorced from the basicframeworkofEast-West confronta
tion. Motoo Shiina, a former LDP Dietman and "tribe" member, reiterates
this point in a recent comment on the Soviet Union:

I have often said this before. This country the Soviet Union is pitiful; as a
greatpower it wants to be part of the world but it hasnothingto give the
world. It does not give aid to developing countries and is incapable of
capitaland technological export.... [It can onlygivethe world "easing of
tension"] but to do this it has to have tension first! While promoting
tension, the SovietUnion also reduces tension. It can only continue in this
contradiction.28

There are also certain developments in the Western alliance Japan is
not happy with that made the Western part of the alliance exuberant. One
is the Intermediate Nuclear Forces (INF) Treaty. The treaty had no effect
whatever on sea-borne intermediate-range nuclear weapons, which is one
of Japan's immediate strategic concerns. Neither did the goodwill the

27lnoguchi andIwai, ZokuGiinnoKenkyu [Studies onPolicy Group DietMembers], p.304.
28"INF ZenpaiJoyaku Choin Ato no Kokusai Josei to Nihon no Boei" [The International
Situation in the Post-INFTreaty and Japan's Defense]Jiyu Minshu, February 1988, p. 52.
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treaty created among the Western members of the alliance reduce the
Soviet intrusion into Japanese airspace. The post-INF era and the prospect
of reducing the number of SS20s inAsiawas seen by Shiinaassimplygiving
the Soviet Union a new card against Japan, consequently complicating
domestic political issues on defense for the LDPgovernment. Though the
INF Treaty may be beneficial psychologically to the Atlantic side of the
alliance, it gives the Soviet Union a public relations edge againstJapan by
placing the Soviet Union in a position to issue a public call for the reduction
of Japanese defense expenditure, a stop to Japanese participation in SDI,
and other expansion plans for the SDF.^^ These are appealing to many
domestic critics of Japanese defense policy, and the complications they
could produce for the LDP government were not taken into consideration
by the Western allies.

The intrinsic dilemma in Japanese defense policy, within the broad
framework of contributing to peace through an economic role, is the
difference between a truly peaceful contribution to world and regional
stability and legitimate defense ofJapan's worldwide interests, which may
involve an extension of defense capability abroad, most probably in the
Middle East. This issue came to the fore with the Persian Gulf crisis, when
most members ofthe Western alliance sent ships to escort oil tankers in the
Gulf.Japan did not send any navalvessels in spite of the fact that 60 percent
of the tankers traversing the Persian Gulf were bound for Japan. Instead,
Japan approached and offered aid to Oman, which is one of the Gulf states.
The dilemma was acutely felt by some "tribe" members. Hisao Horinouchi
made an analogy between the course of action Japan took and a burning
apartment: The main gate of an apartment complex was burning and all the
residents went out to help extinguish the fire. ButJapan stayed indoors and
said, "Let the strongest man solve the problem.''^®

The possible dilemma of having to deploy forces abroad touches on
almost all other issues confronting Japanese defense policy: the Peace
Constitution, which may be interpreted as prohibiting such action; the
very capability of the SDF, the hardware it has, and the quality of its
personnel; highly sensitive public opinion; and the political problem of
whether the leadership in Japan and the Ministry of Foreign Affairs is,
collectively, politically capable of such a decision.

Shiina has pointed out that it is difficult to change the Japanese
constitution to accommodate the American desire for greater Japanese
defense capability, including deployment ofvessels abroad. The essence of

29lbid, pp. 57-58.

50"Kokusaika Jidai ni Okeru Nihon no Boei Seisaku" [Japan's Defense Policy in the Era of
Internationalization], Jiyu 340 Qune 1988):23-24.
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the psychological resistance to changing the constitution in response to
U.S. pressure is that theJapanese, accordingto Shiina, view their constitu
tion as U.S.-imposed; this being the case, the United States is obligated to
remain strong. Thus, many Japanese ask why did the United States not
remainstrong for them.3i Realistically, however, it isrecogni2edthat there
can no longer be any retreat to this psychology. Like Horinouchi, Shiina
alsomade an analogy, this time to a baseball game:Japanis accustomedto
having the ballfall on the right field; nowthe ballfalls both on the center
and left fields. Shiina is optimistic about improving the capability of the
SDF. He said, "Hitherto, discussions on defense havebeen whether to keep
the 1 percent framework or not When thishasdisappeared, we will
talk about what is really necessary for defense"'^

Horinouchi further elaborates on the dilemma of having to defend
Japan's interest abroad:

I always say that [the SDF is] only for defensive purposes. While this
certainlyis true,we have to thinkof howfarself-defense goes. We caiuiot
preempt ifweknow thatthereisanimpending attackonus, andthelawon
the SDF doesnot provide for this. In self-defense we have to understand
thatup to apointoffense isthebestdefense It isnotsimply aproblem of
Japan's power not enabling it to attack first. We have to rethmk these
things.

In the context of the Persian Gulf crisis, Horinouchi pointed out that it
is not a question of whom Japan sides with in the Iran-Iraq War, but a
matter ofsafeconduct of Japanese ships. ThisisanactionJapan mayhave
to take, but it is also an action the constitutiondoes not providefor. He
added thatJapan cannot goon cooperating with theUnited States in all
global problems except onstrategic problems.'̂

According to Horinouchi, the constitutional limitation on theSDF may
not necessarily be brokenifJapansendstroops abroadunder the auspices
of a United Nations peacekeeping force. Horinouchi believes that the
publicwillnotbe sostrongly opposedto thiscourseofaction.However,
he cited two other domestic political considerations that would inhibit
Japan from doing this. One of his great doubts is whether the kacho or
division chiefs of the Ministry ofForeign Affairs wouldeversuggest sucha

5'"INF Zenpai Joyaku. .." [The International Situation in the Post-INF Treaty.. .], Jiyu
Oune 1988);63.

32lbid.

33"Kokusaika Jidai ni Okeru..[Japan's Defense Policy in the Era of...], p. 24.
s-'Ibid.

"Ibid.
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course of action. The other problem is the political leadership in Japan
itself, whom Horinouchi describes as "still a long way from sufficiently
responding to the world." These two political problems makeJapan highly
hesitant and indecisive in security matters. Horinouchi further adds that
Japan cannot go on simply solving international problems with aid and
more money. "Japan solves everything with money. . . . This idea that all
we have to do is give money is a mistake."^^

The capability of the SDFdepends on the training of personnel and the
hardware the SDFpossesses. Concretely, this translates into a problem of
whether to continue the import of hardware from the United States or
expand domestic manufacture, either under license or independently. This
issue confronting the SDFhas recently surfaced with the famous FSXissue,
but it was already encountered on a smaller scale in the desire ofJapan to
import the AEGISsystem and the OTH radar. The limited size of the SDF
and the prohibition on the export of military hardware necessarily limits
the economy of scale of weapons producers in Japan. This makes the
Japanese weapons industry one of the most inefficient in the world. It is
said that a Japanese-made tank costs seven times the world price; a
Japanese-made rifle costs three times the world market price. The issue of
whether to import or manufacture domesticallyisrelated to the expansion
of defense expenditure. Given the production structure of Japan, the
domestic manufacture of military hardware is also closely related to the
growth of certain undeveloped civilian industries in Japan, such as the
aerospace industry, as well as to the problem of trade imbalance with the
United States. Horinouchi summarizes the problem:

Right now the domestic manufacture [of hardware] through licensing
agreement, and this being a factor in trade imbalance with the United
States, is something I understand very well. .. . However, [if we stop
domestic manufacture of hardware] and think of the problems of the
Japanese defense industry and of maintenance, there won't be a true
defensive capability [for the SDF.]. We cannot ask and call on America for
every repair.

Horinouchi, however, is not calling for total independence of the SDF
from the United States but rather recognizes the importance of common
hardware with the United States in view of a common strategy. The
domestic problem with the Japanese defense industry is that it cannot
achieve an economy of scalewith the present levelofmanufacturing under
its licensing agreement with the United States. This limitation conse
quently affects the capabilities of the SDF.

36ibid, p. 25.

57lbid., p. 12.
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Directly addressing Asian anxieties about Japanese military power,
Hisahiko Okazaki, not an LDPpolitician but a diplomat, said early in 1989
that it is difficultforJapan to take over the role of the UnitedStatesin Asia.^^
Asian anxiety overJapanesemilitarypower in recent time has mainlybeen
China's, not Southeast Asia's, criticisms ofJapan's defense policy. Southeast
Asians have not made any definite public statement on the issue, he
claimed. He also added that when Americans talk of Asian anxiety about
Japanese militarypower, they are actually referring to China's concerns.

In 1988, some voices havebeen heard in the U.S. Congress demanding
thatJapan, aspartofburdensharing, should shoulder abouthalfofwhatthe
UnitedStatesspends in the upkeep of its militarybases in the Philippines.
Kazuo Tanigawa, a member of the Dietspecialcommittee on defenseand
former minister ofstate for defense, confirms that there has been unofficial
talk to this effect. He asserts, however, that this expenditure would be
difficult because of a strong demand to upgrade the living conditions of
SDF personnel and their families in Japan itself.

Public Opiaion on Defense and the SDF

All these views indicative of dilemmas and trends in the Japanese defense
policy bynomeans imply acoming rapid ordestabilizing transformation of
Japan's defense postureandcapability. Changes willprobably bevery slow,
measured,and incremental.Thoughpoliticiansmaybe influential and hold
strongviews, the fact remains that noJapanese politician, LDP or other
wise, ever ranon the issueofastrongdefenseforcenor evenmadeitpart of
hiscampaign platform. Public opinionwillplaya role in futurechanges in
the orientation of Japanese defense policy because of the sensitivity of
politicians topublic opinion. Thefact thatpublic opinion isalso constantly
monitored both by the government and the media means that it affects
changes in defense policy. Public opinion in Japan does have a certain
strength in controlling the behavior of politicians when compared to
public opinion in other countries. Masashi Nishihara writes:

All politicalleadersconcernedabout theirelectoralvotesmustbe careful
not to alienate strong pacifist groups around the country; these are
exploited by the Socialist Party with a large degree of success. Some
leading daily newspapers also exploit the pacifist sentiment. Because of
Japan's consensus-oriented culture, the governmentparty is reluctant to
take confrontational postures on defense. The LDP leaders who feel that

5®"Nishigawa noKobo to Nihon noYakuwari" [Western Defense andJapan's Ro\c],Kokubo 38
(1989): 24-25.
39"Nihon no Yakuwari—Boei, Jiyuka" [Japan's Role: Defense, Liberalization], Jiyu 339
(1988):14.
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Japan should quickly strengthen its defense capabilitymust accommodate
themselves to such a political reality.Thus Japanese leaders tend to follow
public opinion rather than to leadit Theyare responsiveto public opinion
rather than being responsible for it. In aJapanese-style democracy where
consensus has paramount importance, perhaps there ispolitical wisdom in
not makingclearcut decisions on defense issues,the responsibilityof SDF
officers, nuclearissues, and so on.Tolivein political ambiguity, including
the constitutional ambiguity of the status of the SDF itself, is a generally
accepted fact of life for manyJapanese^®

Public opinion on defense has changed in the last three decades. This
section discusses Japanese publicopinion on defensepolicyand the SDF
using time series data gathered by the Office of the Cabinet Secretariat,
Office ofthe PrimeMinister (Sorifii, Naikaku SoriDaiji Kanbu, or SorifuJ.^^
Thissurveyhasconsistently been carriedout everythree yearssince1959
with a nationwide sample of 3,000 individuals twenty years of age and
above The questions varied through the years and were concerned with
the public image of, and knowledge about, the SDF and basic issues in
Japan's defense system. A group of interrelated questions selected for
discussion here cover the period 1961 to 1987 and concern what the
respondents felt were: (1) the tasksof the SDF, (2) in what kind of taskthe
SDFwasactually useful, and(3)whichtaskoftheSDF therespondents felt
should be strengthened in the future. Another group of questions to be
examinedhere were the respondents'perceptionsof: (1) the usefulness of
theJapan-U.S. Security Treaty fortheperiod 1978to 1987, (2) howto best
maintainJapan's securityfrom1969to 1987, andfinally, (3) externalthreat
from 1969 to 1987.

Public perception of the SDF as mainly an instrument for external
security (and not merely for domestic actions such as calamity duties,
maintaining domestic peace, and aiding community projects) almost
doubled from 1961 to thepresent, andinfact shows arather steepincrease
through the years (from 34% in 1961 to 63.5% in 1987). xlte average for
thewhole periodwas 49.7 percent. Though thepublic acknowledges this
to be the maintaskof the SDF, however, it does not actually see the SDF as
having beenactuallyuseful asaninstrument forexternal security. In1961,
only2 percent of the respondents sawthe SDF asbeingactually useful for
external security; thisfigure grewto only8 percentby1987. (Theaverage

«>Masashi Nishihara, "The Japanese Organization of Defense," in Martin Edmonds, ed..
Central Organization ofDefense (Boulder: Westview Press, 1985),p. 144.
'"Information Office, Cabinet Secretariat, Office of the Prime Minister, Jietai, BoeiMondai
niKansuru Yoron Chosa [Public Opinion Survey on theSDF andDefense Problem] (Tokyo:
Naikaku Sori Daiji Kanbo, 1961,1963,1965,1967,1969,1972,1975,1978,1981,1984,1987).
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for the period was 6.6%.) But from 1963 to 1987, the public gradually
began to feel the need to strengthen the external security role of the SDF. In
1963, only 18 percent felt that the external security task of the SDF should
be strengthened in the future; this percentage increased to 44 percent in
1984 and 38 percent in 1987. (The average for the period was 30.4%.)

In contrast to these trends, public perception that the task of the SDF
was that of maintaining domestic peace remained stable with 17percent in
1961, rising to 27 percent in 1965 and declining to 18.6percent in 1987.
(The averagefrom 1961to 1987was 20.4%).Thosewho felt that the taskof
the SDF was mainly to perform calamity duties declined rather steeply
from 27 percent in 1961to 10.8percent in 1987,averaging I6.8 percent for
the period. In terms ofactual usefulness of the SDF, the public still sawthat
the SDF was useful mainly in calamity duties (77% in 1987, almost the
same as the 78% score in 1961, averaging 75.2% for the period). Only a
small percentage of the respondents felt that the SDF was useful for
external security (8% in 1987,up from 2% in 1961, averaging 6.6% for the
period).

One conclusion that can be drawn from these data is that the Japanese
public, in general, has begun to see external security as indeed a vital task
of the SDF. "External security," however, was equivocally defined in the
survey as "deterring foreign invasion" {gaikoku kara no shinryaku no
yokusbi) and is not to be equated with the public's acceptance of a direct
foreign military role. The public's view is therefore rather narrow and
nowhere near the usuallyaccepted roles of militarypower associatedwith
superpower status. What the data ultimately point to is that the Japanese
public now accepts its SDF as a rightful instrument of a sovereign power
and no more than that.

Turning now to aspects ofJapanese external security as they directly
relate with Japan'srelations with the UnitedStates, in 1987 a total of 68.8
percent of the respondents in the same time series data felt that the
Japan-U.S. Security Treaty was useful, slightly up from 65.6 percent in
1978.The averagefor this response from 1978 to 1987was 67.9 percent. In
contrast, only a total of 11.6 percent felt it was useless. In 1978, the
percentage of those who felt the treaty was uselesswas 11.8 percent. (The
averagewas 11.6% for the whole period.) Public opinion in effect supports
the position of the ampo zoku in the LDP, who believe in keeping the
security alliance with the United States.

This pronounced belief that the Japan-U.S. treaty is useful for Japan is
further supported by responses to a question on how the respondents felt
the security of Japan should be maintained. In 1987, 67.4 percent of the
respondents found agreeable {ima no genjo deyot) the present situation
of an alliance system with the United Statesand the existence of the SDF. In
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1969, the percentage for the same response was 40.9 percent. (The
average from 1969 to 1987 was 56.9%.) The respondents categorically
reject self-reliance in defense, with only 5.9 percent in 1987 favoring it.
(The averagefor this response for the period 1969 to 1987was8.2%.) The
public also rejects disarmament as a way of maintaining security with a
score of only 8.7 percent in 1987, and an average of only 8.7 percent from
1969 to 1987. It must also be added that in 1969, 35.3 percent of the
respondents were undecided on how to maintain Japanese security, or
whether to choose self-reliance, accept the Japan-U.S. treaty and the SDF,
or disarm.Thoseundecided declined to 18.3percent by1987.Considering
that only the responses for finding the present situation as agreeable
increased appreciably for the whole period, most of the undecided must
have shifted to this choice.

Finally, from 1969to 1987a considerable numberofJapanese, at times
reaching a majority, felt that there is a danger ofJapan'sgetting involvedin
a war. The reason most often cited for this danger is the general world
situation, not necessarily alliance with the United States.

Conclusion

I have argued that political partiesandpoliticians inJapan, especially the
LDP and its members, have gained greaterpower than the bureaucracy in
deciding policy. It is therefore beneficial to know the thinking of LDP
politicians on Japan's defense issues, especially members of the kokubo
zoku, or "national defensetribe." Thethinking ofthesepoliticians cangive
us insightsinto someofthe defenseissuesthat confrontJapanat homeand
abroad.

It has alsobeen shown that Philippineperceptions ofJapanesedefense
policyin the last two decadeshave been influenced not onlyby domestic
factors in the Philippines but also by some trends in the mainstream of
Japanese politics.

Finally, public opinion trends alsoshow that the SDF has been accepted
by the Japanese public over the last three decades and that the public is
generally satisfied with the present security system and alliance with the
UnitedStates. SoutheastAsia will probably not witness a rapid growth of
Japanese military power, but only a slow incremental growth that will
basically be nonaggressive.



4. Japan's Defense Policy:
The Internal Debate

NORMAN D. LEVIN

Defense has been a contentious issue in Japan throughout the postwar
period. Debate over defense has accordingly been a constant characteris
tic ofJapanese politics. In retrospect, however, the internal debate appears
to have peaked at roughly ten-year intervals. Out ofeach peak came a set of
governmental decisions or policies that dampened domestic debate and
laid a course for the ensuing decade.

Trends in the international and domestic Japanese environments are
increasingly raising questions about Japan's future orientation. Many
observers are wonderingwhetherJapan may be entering yet another phase
in its debate cycle, from which might come significant departures in
Japanese defense policies. This chapter summarizes the historical evolu
tion ofJapanese defense policies, analyzes the main issues involved in the
internal debate, and assesses the prospects for Japan's defense policy over
the first half of the 1990s.

Historical Evolution

The Japanese defense debate has reached something of a climax three
times since Japan regained full independence in 1951. The first was in the
late 1950s over revision ofthe 1951 U.S.-Japan Security Treaty. The roots of
this debate go back to the Occupation period itself, when widespread
antimilitary sentiment and popular reluctance to become involved in the
East-West confrontation strengthened neutralist sentiment in general and
opposition to a long-term, open-ended security arrangement with the
United States in particular. As Japanese nationalism grew during the
mid-1950s, public pressure mounted on theJapanese government to revise

The author is a Senior Analyst at the Rand Corporation. The views expressed in this chapter
are those of the author. They are not meant to represent the opinions of the Rand Corporation
or any of its sponsors.
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the "one-sided" and "unequal" treaty.^ At the same time, Japanese leaders
faced the need to respond to large-scale U.S. military withdrawals from
Japan and related American pressures for greater Japanese rearmament
efforts. Out ofthese circumstances—and the entanglement of the Security
Treaty issue in the political question of Liberal Democratic Party (LDP)
presidential succession—came the great security debate of the late 1950s,
which culminated in massive student demonstrations, the cancelation ofa
state visit by U.S. President Dwight Eisenhower to Japan, and the fall of the
Kishi government.

This debate produced two results with lasting import for Japan's
postwar defense policy. One was the adoption in May 1957 of the Basic
Policy of National Defense. This document, designed as both the formal
basis for a long-term defense buildup program and the prerequisite for U.S.
agreement to Security Treaty revision, called for the "gradual" develop
ment of "effective" Japanese defense capability to prevent direct and
indirect aggression; at the same time, it identified the U.S.-Japan Security
Treaty as the "basis" for Japan's external defense. The second result was
revision of the Security Treaty itself in I960, which modified the treaty's
more noxious (in terms of Japanese domestic politics) features while
ensuring the US. commitment to defend Japan against foreign aggression.

The Basic Policy for National Defense and revised US.-Japan Security
Treaty—togetherwith the proscription against nuclear weapons (formally
codified a few years later in the three Non-Nuclear Policies) and the ban on
"war potential" embodied in the Japanese constitution itself—completed
the basic security framework for Japan's postwar defense. This framework
enabledJapan to begin a long-term rearmament effort while requiring that
this effort be "gradual," "in accord with national capability and the
domestic situation," and "within the limits necessary for self-defense." The
framework also facilitated the withdrawal of U.S. ground forces from Japan
and the formal assumption by the Japanese of responsibility for their own
defense while guaranteeing in practice continued heavy reliance on the
United States for Japan's external security.

By the late 1960s, international and domestic trends eroded Japanese
confidence in such continued heavy reliance on the United States. Chief
among the international trends were the relative decline of U.S. military
superiority over the Soviet Union, reflected in the Soviet attainment of

^The treaty was felt to be "one-sided" because it gave the United States the right to station
troops in Japan but did not contain any explicit US. obligation to come to Japan's defense.
Other major objections included the absence of any time limit to the treaty and the ability of
the United States to use its Japan-based troops outsideJapan without consulting the Japanese
ahead of time The best account remains George Packard, Protest in Tokyo (Princeton, N.J.:
Princeton University Press, 1966).
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rough nuclear parity, and the perceived decline in US. interest in Asia,
symbolized by the "Nixon Doctrine" ofJuly 1969 and made concrete by
subsequent US.force reductions inJapan, South Korea, and Southeast Asia.
Major bilateral and domestic trends included the prospective return of
Okinawa to Japan, which carried with it the perceived requirement for
greater Japanese self-defense responsibility; the ending of the fixed, ten-
year period for the Security Treaty and the advent of a situation under
which the treaty could be abrogated by either side with only one year's
notice; and the growth of Japan into a major economic power. These
trends called into question both the willingness and ability of the United
States to aidJapan effectively in the event of external aggression.They also
set off the second debate, mainly over Japan's own defense efforts.

Part of the debate revolved around the effort by then Defense Agency
Director-General Yasuhiro Nakasone to revise the 1957 Basic Policy of
National Defense. Nakasone sought to substitute for the provision describ
ing the U.S.—Japan Security Treaty as the "basis" ofJapan's defense some
statement hei^tening Japan's own "autonomous" defense responsibility.
The bulk of the debate, however, centered on Japan's Fourth Defense
BuildupPlan,whichJapanesedefense leaderssought to use to significantly
expandJapan'sdefense roles and enhance its defensecapabilities.^ Intense
Asian criticisms of these efforts and charges of "reviving Japanese militar
ism" inflamed the internal debate, while new international trends soon
after the Fourth Defense Planwas announced in April 1971—including the
surprise announcement inJuly 1971 of US. President RichardNixon'strip
to China, the first Strategic Arms Limitation Talks agreement (SALT I) in
May 1972, and the development of detente between the two super
powers—heighteneddomestic opposition to expandedJapanesedefense
efforts and intensified calls for a "brake" on Japan's defense buildup.

In response, the Japanese government seriously cut back the Fourth
Defense Plan and made it a simple continuation of the Third Plan in both
form and substance. The experience with the Fourth Defense Plan, how
ever, left the government at a dead end concerning its future defense
buildup. In an effort to depoliticize the defense issue and generate greater
public support for continued military improvements, government leaders
developed a new concept in the early 1970sto serve as the basisforJapan's
future defense buildup: "basic defense capability." After several years'
political lag, this concept was formally adopted as government policy in
1976 in the National Defense Program Outline.

The National Defense Program Outline (NDPO) was designed to

^For more details, see my papet,Japan's Changing Defense Posture, N-2739-OSD (Rand
Corporation, June 1988), pp. 4—7, from which this section is distilled.
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define the "minimum level of defense forces" necessary for Japan in
"peacetime." In military terms, its key component was the removal of
estimates of potential enemy capabilities as the basis for calculatingJapan's
defense requirements. Instead, the NDPO argued that international condi
tions precluded any large-scale aggression against Japan. For this reason,
Japan could make do with a "standard defense force" or "basic defense
capability" that would be sufficient to deal with "limited and small-scale
aggression."This force was to be balanced between front-line equipment
and rear support and was capable of being rapidly expanded in an
emergency. Should such an "emergency" situation develop, Japan would
seek to prevent the aggressor from accomplishing his objective and, by
keeping up a resistance, buy time for the situation to be resolved through
outside intervention.

The formal adoption ofa buildup program placing explicit quantitative
limits on Japanese force levels, together with a series of other steps
reaffirming the basic security framework established over the course of the
1950s,5 helped dampen Asian criticisms of Japan's defense efforts. It also
helped lower the decibel level of public debate within Japan and create a
more conducive atmosphere for realistic treatment of defense issues.

By the late 1970s and early 1980s, howevei; this minimalist orientation
was increasingly challenged by a further series of international develop
ments. These included the US. defeat in Vietnam; U.S. President Jimmy
Carter's abortive plan to withdraw all U.S. combat forces from Korea;
growing instability in the Mideastand the adoption by the UnitedStatesofa
naval "swing strategy"; the extraordinary Soviet military buildup in the Far
East, including the deployment of SS-20 intermediate-range missiles and
Soviet militarization ofJapan's "northern territories"; and increased Soviet
adventurism globally, culminating in the invasion of Afghanistan in 1979.
At the same time, successive oil crises, rising protectionist sentiment in the
West, and deepening economic interdependence globally had heightened
public anxieties concerning Japan's economic security. Together, these
developments precipitated the third peak in Japan's defense debate, this
one over the adequacy ofJapan's broad defense posture

Unquestionably, Japanese leaders regarded these trends as adverse^

^The government, for example, reaffirmed the Three Non-Nuclear Principles and other
proscriptions against "offensive" weapons, conscription, and the dispatch ofJapanese troops
overseas. It also strengthened the standing ban on arms exports and set a formal ceiling on
defense expenditures of 1 percent of Japan's GNP.

'^The 1981 defense white paper, for example, acknowledged that "a tendency undesirable to
the West seems to be growing in the military power balance between the United States and the
Soviet Union" and concluded that "Japan must exert further defense effort... as well as
efforts for making the Japan-U.S. security arrangements more effective." Defense Agency,
Defense ofJapan 1981, pp. 111-112.
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They continued to be faced, however, with serious financial constraints,
recruitment limitation, and political opposition to expanded military
ejfiforts. For these reasons the government did not formally revise its basic
defense policies. Instead,Japanese leaders put forth two new concepts that
enabled them to make adjustments to these policies while maintaining the
existing security framework. These were "comprehensive security" and
Japan's role as a "member of the West."

Both concepts had been around a long time Their salience in policy
terms, however, dates to the latter 1970s and early 1980s. "Comprehensive
security," subsuming both military and nonmilitary threats as well as
efforts to maintain the international order, was championed in a spate of
government-inspired advisory group reports between 1977 and 1984.^
Japan's role as a "member of the West" formally dates to the spring of1980,
when Prime Minister Masayoshi Ohira told President Carter that problems
such as Iran and Afghanistan "are problems of world order" and pledged
Japan's close cooperation in building "credible alliance relations."^ Both
concepts involved an increasingly global perspective on security issues, a
strong desire for regular consultations with the United States and other
Western nations, and heightened Japanese activism—including greater
Japanese support for the concept of "burden sharing."

Based on these two concepts, Japan began to modify^ its defense
posture in four main areas. First, Japan began to make greater eifforts to
improve its indigenous defense capabilities. Recognizing the gap between
even the modest targets set up in the National Defense Program Outline
and Japan's existing military capabilities, the government began to devote
increased resources to defense. Real increases in Japanese defense spend
ing since the early 1980s, for example, have averaged over 5 percent
annually. Today, total Japanese defense spending is on the order of US$30
billion. Drawing on the NDPO's allowance for "qualitative" improvements,
Japan has used these increased resources to develop a small but high-qual
ity self-defense capacity that includes sophisticated air defense fighters,
advanced missiles, and high-technology early warning systems.

It is important not to exaggerate these capabilities. The Japanese Self-

^These include those of the Nomura Research Institute in December 1977, the Comprehen
sive National Security Study Group in July 1980, and the Peace Problem Research Council in
December 1984. For details on the reports of these groups and a useful summary of the role of
the "comprehensive security" concept in Japanese security policies, see Tetsuya Umemoto,
"Comprehensive Security and the Evolution of the Japanese Security Posture" in Robert A.
Scalapino et al., eds., Asian Security Issues: Regional and Global (Berkeley: Institute of
East Asian Studies, University of California, 1988), pp. 28-49. Also see Robert Bamett,
Beyond War—Japan's Concept ofComprehensiveNational Security (New York: Pergamon-
Brassey, 1984).

^Yomiuri Shinhun, May 2,1980.
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Defense Forces continue to be plagued by both quantitative limitations
and operational constraints. Inadequate logistics, vulnerable communica
tion and air defense facilities, and legal or administrative obstacles to
effective military operations seriously affect the SDF's readiness and
sustainability and hamper the fulfillment of even the NDPO's modest
objectives. The frequent depictions ofJapanese military "power" as "rank
ing third" in the world, based on simple comparisons of military spending
in absolute dollars, are doubly misleading: They do not take into account
the rapid appreciation of the yen over the past several years, which has
made increased Japanese defense spending appear even more dramatic;
and they ignore the disproportionately large share of Japanese defense
spending that, in the absence of conscription, goes simply to pay for and
support Japan's military volunteers.

In the final analysis, military power is determined not by military
spending per se but by military capabilities. Japanese efforts over the past
decade, by this measure, should be placed in some perspective. They have
provided Japan greater sustainability and reach and have strengthened its
ability,particularly in the area of air defense and antisubmarine warfare, to
defend itselfagainst small-scale acts of aggression. They have not provided
Japan the capability for projecting power overseas or for assuming by itself
a "regional" defense responsibility.

Second, Japan has somewhat broadened its defense strategies. The
formal point ofdeparture for this effortwas Japanese acceptance in 1981 of
responsibility for the defense of its sea lanes west of Guam and north of the
Philippines—that is, to a distance of 1,000 nautical miles. The dramatic
qualitative improvements in Soviet military capabilities in the Far East,
however, and technological advances such as the Soviet deployment of
long-range standoff missiles, were also important contributing factors. In
response, Japan began to push out the perimeters ofJapanese air and naval
responsibilities, with the objective of repelling any Sovietattack asfar away
from Japan's shores as possible and defending Japan's sea lines of com
munication.

This movement toward a strategy of offshore air and sea lane defense
represents a modest but significant departure from Japan's longstanding
orientation ofdefense "at the water's edge." The actions sanctioned by the
Japanese government over the last several years under this strategy include
acting to close the straits aroundJapan at U.S. request whenJapan is under
attack and defending U.S. warships even if they are "on the high seas.""^ The
development of this strategy has given new importance to the issues of

•^Masashi Nishihara, "Prospects for Japan's Defense Strength and International Security Role"
in Douglas Stuart,ed,,Securitywithin thePacificRim (Gower, 1987),pp. 42-43.
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intelligence, communication, and command and control and has encour
agedJapan to give relatively greater priority to the development of the Air
and Maritime Self-Defense Forces.

Third, Japan has significantly expanded its military interactions with
the United States. This expansion dates to the end of 1978, when both
countries approved the Guidelines on U.S.-Japan Defense Cooperation.
These guidelines were designed to provide a basis for expanded bilateral
cooperation in three areas: deterring aggression againstJapan; responding
to potential and actual attacks onJapan; and dealingwith broader threats in
the Far East that have implications for Japanese security. Based on these
guidelines, Japan has taken part in a number of joint operational studies
while dramatically expanding its participation in joint military exercises
and training. Other actions taken by Japan to strengthen U.S.-Japan
military ties include: increased Japanese financial support for the U.S.
military presence in Japan; steps to facilitate the operation of U.S. military
forces in the Far East and beyond, such asproviding home-porting facilities
to the U.S. Midway and agreeing to the deployment of U.S. F-l6s to Misawa;
and the agreement to allow the transfer of military and dual-use technol
ogy to the United States.

Finally, Japan has begun to develop a more active set of policies
internationally. In line with the concepts of"comprehensive security" and
Japan's role as a "member of the West," Japan has supported the Western
allies over the past decade on the full range of political issues. It has
endorsed Allied statements on arms control and terrorism. And it has

significantly increased its foreign economic assistance, to the point where
Japan has or will soon become the world's largest donor of official
development assistance. An increasing portion of this assistance has gone
to countries, such as Egypt, Turkey, and Pakistan, that are strategically
important to the West. In the process, Japan may have passed through
something of a watershed: Although the U.S.-Japan security alliance has
always been a political and economic as well as military arrangement, it
was only at the beginning of the 1980s thatJapan began acting on the basis
of these broader components of national security.

Seen in these terms, Japan's defense policy over the past decade or so
shows elements ofboth change and continuity. Afundamental, underlying
continuity can be seen in Japan's basic defense posture. The Japanese
continue, for example, to maintain the security framework developed in
the 1950s, including the constitutional renunciation of war "asa sovereign
right of the nation" and the ban on the possession of "war potential," the
Basic Policy of National Defense, the U.S.-Japan Security Treaty, and the
proscriptions against nuclear weapons and arms exports. In addition,
Japan continues to restrict its efforts to the strict defense of Japanese
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territory and surrounding areas. What Japan has done is to expand its
definition of self-defense responsibiUties while increasing its support of
U.S. defense activities as a member of the Western community.

The Internal Debate

The same trends that have induced modifications inJapan's overall defense
posture over the past decade or so have also had consequences for the
internal debate. First and foremost, they have thrown doubt on the postwar
Japanese tendency to rely almost exclusively on the United States for
Japan's external security. Increasingly, the debate has had to include the
questionof credibility, in termsof both the willingness and ability of the
UnitedStatesto protectJapanesesecurity interests, and hashad to explore
the ramifications for Japan of the increased uncertainty.

Second, the trends have helped alter Japan's definition of external
threat. TheJapanesesenseof threat, always minimal byWestern standards,
wasmuted further by the globaldominanceof the UnitedStatesin the first
twenty-five yearsofdie postwarperiod.Withthe growthofSoviet military
power,the relative decline of the UnitedStates, and the rise of economic
securityasafocusofJapanese concern in the1970s, the natureofpotential
threats became both more direct and multifaceted. At precisely the same
time, the traditional means for dealing with these threats diminished in
utility. The result has been a new perception inJapanesedefense discus
sions of Japan's security vulnerability.

Third, domestic and international changes have diminished the sali
ence of the SecurityTreaty issue Asthe question graduallychanged firom
whether or not the United States would "drag" Japan into war against its
wishes to how to keep the United States committed to and involved in
Japan'sdefense, the debate has had to make room for such considerations.

Finally, the trends have madeJapanesedefense discussions somewhat
more concrete and substantive As the general sense of threat increased
and economic issues became linked to questions of security, the defense
debate iost some of its abstract quality.This has been facilitated by changes
in the positions of the major opposition parties, with the Japan Socialist
Party, the Democratic SocialistParty, and the Komeito all adopting more
moderate positions on security issues over the past ten to twelve years. As
a result, defense discussions have demonstratedwhat the Japanese are fond
of calling increased "realism."

In the process, the defensedebate inJapanhascome to embody alarger
number of issues, covering a greater breadth of concern, than in any
previous period. Whereas for years the debate focused heavily on the
constitutionality of the Self-Defense Forces and the pros and cons of the
SecurityTreaty, now awhole range of issuesisbeing discussed,including a
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number of issues long regarded as taboo. Debates at Diet sessions over the
last two years involved at least twelve major issues, ranging from the effect
of nuclear arms control agreements to how Japan plans to protect itself
from long-range missile attacks. At the most general level, however, five
broad types or categories of issues can be identified.

First are those dealing essentially with constitutional issues. This is an
old category. Included are questions pertaining to the constitutionality of
nuclear weapons or conscription, for example, and whether the participa
tion ofJapanese forces in international peacekeeping efforts would violate
the "constitutional" prohibition against sending troops overseas. Two
issues in this general category have recently received renewed attention:
whether those weapons systems the SDF plan to procure violate the
constitutional ban on the maintenance of "war potential" and whether
Japanese measures to improve interactions with the United States violate
the restriction against participation in "collective" defense.

On the war potential issue the position of the government has been
consistent since the mid-1950s. Defining "war potential" as military power
beyond the "minimum necessary for self-defense" and insisting that "self-
defense" is inherently constitutional, the government has judged all
weapons possessed by the Self-Defense Forces to be within the strictures
of the constitution. Under this interpretation Japanese leaders have held
that even nuclear weapons, if they were clearly "defensive" in nature,
would in principle be constitutional. The government has acknowledged,
however, that Japan's accession to the Nuclear Non-Proliferation Treaty
made their manufacture illegal, while it has upheld as a governmental
policy the Three Non-Nuclear Principles banning the possession, manufac
ture, or introduction of such weapons into Japan. It has also abjured the
possession of "offensive" weapons such as large aircraft carriers, intercon
tinental ballistic missiles, and long-range bombers. Whether smaller, "de
fensive" carriers for antisubmarine warfare are allowable is one of the

issues currently being debated.
The debate over alleged Japanese participation in "collective" defense

is similarly linked to the government's fundamental interpretation of the
constitution as limiting Japanese military efforts exclusively to "self"-
defense measures. So central has this interpretation been to Japan's basic
defense policies that there is no provision in the US.-Japan Security Treaty,
despite the insertion of the word "mutual" in the title of the treaty when it
was revised in I960, that obligatesJapan to come to America's assistance in
the event of an attack on the United States. The new salience of this issue

stems partly from the expansion of US.-Japan military interactions over
the past decade, which has resulted from the efforts oif both countries to
ensure effective operational capabilities to cope with situations laid out in
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the 1978defensecooperation "Guidelines." It alsostemspartly from the
offensively orientedAmerican military strategy in the Far East, whichhas
stimulated latent Japanese fears of being "draped into" an unwanted
conflict. By broadening the range of constitutionally permissible SDF
actions, such as sanctioning steps by the Self-Defense Forces to close the
straits around Japan to the Soviet fleet in the event of an emergency
situation and to help defend U.S. warships even ifJapan itselfis not under
attack, Japanese leadershave exacerbatedthese anxieties and heightened
criticism of the government's policies as exceeding the realm of "self
defense

Much of the debate over these kinds of "constitutional" issues reflects
longstanding efforts by the opposition to attack and weaken the govern
ment. What is new about this sort of debate is threefold; the relative de
creasingfrequency of such opposition attackson constitutionalgrounds;
the declining rate of success when such attacks are attempted; and the
occasional ability of the government to turn the tables on the opposition
and use such attacks to its own advantage.

Asecond general category ofissues concerns the relationship between
the military and the other components of national security.Eventsover the
last two decades have sensitized Japan to a series of potential dangers:
cutoffs in the flow of oil; denials ofaccess to fishing areas; and disruptions
of sea lanes threatening Japan's food supplies. Global economic interde
pendence has driven home the potential costs to Japan of instability in
distant but critical parts of the world.

In general, the tendency in Japan has been to minimize the utility of
force in regard to such issues and to emphasize the roles of diplomacy or
economic assistance. Increasingly, however, some military component has
come to be accepted. The concept of "comprehensive security" itself has
helped facilitate this process. It is one thing to argue that security is far
more than merely defense It is another thing to argue that a truly
"comprehensive" security policy ought not to include defense This
distinction has generated debate in the last severalyears on a range ofnew
issues. Illustrative examples include whether Japan should institute a
"comprehensive security cost" on the order of 3 percent of the gross
national product (GNP), pulling together expenditures for "economic
security" items (eg., food and resource stockpiling,energy research, etc.).
Official Development Assistance (ODA), and military defense; what role
the Self-Defense Forces should play in responding to natural disasters; and
whether Japan should agree to expanded military operations, such as
sending minesweepers to the Persian Gulf, when important Japanese
interests are endangered.

A third category involves those issues dealing with Japan's indigenous
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defense capabilities. This is the set of issues most widely debated inJapan.
For discussion purposes, the category might be divided into three subsets
ofissues: (1)V(^at is the nature ofthe threat facing Japan and how should
this threat be evaluated? (2) What should the strategies, missions, and
roles be for the Self-Defense Forces in dealing with these threats? ( 3) What
capabilities are required in order to fuljfill these missions?

Threat definitions vary widely in Japan, ranging from those who
perceive adverse trends and serious long-term dangers to those who see
virtuallyno threat at all.Asmentioned early, someJapanesesee the greatest
dangeras involvementin awar asa result ofJapan'salliancewith theUnited
States. In policy terms, however, the debate appears to involve two main
groupings: those who believe that international conditions and the ab
sence of any intention on the part ofpotential enemies to attackJapanlimit
the threats to Japan and buy time for Japan to build up a "basic defense
capability" and those who see the gro^;^ ofSoviet military capabilities in
the Far East and trends in the superpower balance of power as constituting
serious dangers requiring a more rapid and extensive indigenousbuildup.
Atissue is not merely differingthreat perceptions but the manner inwhich
threat is to be calculated.®

Asa general statement, threat perceptions at the public level inJapan
have risen noticeably since the mid-1970s. These perceptions, moreover,
appearmore resistantto changethan thosein the United States. Thisisnot
only because of the historic^ animosity between Japan and the Soviet
Union and Moscow's continued occupation of Japan's "northern territo
ries." It is also because most Japanese sense the growing strategic impor
tance of the northwest Pacific to the Soviet Union and see minimal
prospects, despite the dramatic Soviet initiatives elsewhere, for major
changes in the USSR's basic policies in that region. This perception has
facilitated the efforts of both groupings described here to improve Japa
nese military capabilities.

^Japanese militaryleadersobject to the use ofassumptionsabout internationaldevelopments
and the intentions of neighboring nations as the basisfor estimatingJapan'sneeds at least as
much as they object to the relatively low threat assessmentresulting from such a process.
Theyarguethat threatscanonlybe assessed basedon calculations ofthemilitary capabilities
ofpotential enemies. See, forexample, "Tenki ni tatsu boeinoarikata" [The National Defense],
Kokubo, February 1976, pp. 8-63. Among more extended treatments, see in particular
HidejiroKotani, Boei nooJitai: Boeichono Biggu4 to no Taidan [TheReality of Defense:
Conversationswith the DefenseAgency's Big4] (Nihon Kyobunsha, 1972); Oriento Shobo
Henshubu, Nihon no Boei Senryaku [Japan's Defense Strategy] (Oriento Shobo, 1977);
Oriento Shobo Henshubu,/iWto/ Tatakawaba [Were the Self-Defense Forces to Fight]
(Oriento Shobo, 1976);HideoOtake, [Japan's Defense andDomestic Policies] no Boei
to Kokunai Seiji [Japan's Defenseand DomesticPolicies] (MitsuiShobo, 1983); and Asao
Mihara, Nihon no Boei:Kore de Yoika [Japan's Defense: Is this Enough?] Qiyusha, 1985).
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The question of strategies, missions, and roles for the Self-Defense
Forces poses a relatively new set of issues. In much of the past the debate
was over the SDF's existence. Today, the existence of the Self-Defense
Forces themselves is generally accepted, and the question has increasingly
turned to how they should be used and managed. Three issues have
dominated recent debate in this area.

One concerns Japan's broad strategy of senshu boei ("exclusively
defensive defense"). Although SDF leaders and other Japanese military
specialists have always questioned the rationality of such a strategy,
technological developments and the growth of Soviet long-range, power-
projection capabilities have heightened their criticisms and generated
debate in defense circles over the desirability of a more "offensive"
orientation. Another issue pertains to Japan's 1,000-mile sea lane defense
commitment. Many critics question the feasibility of such a defense
responsibility, givenJapan's long sea lanes and limited capabilities(major
deficiencies include radar coverage, sea replenishment capabilities, and
ability to support operations at sea); others go further and challenge the
desirability of such a role,given(allegedly) the more "direct" threat in the
north and Asian sensitivities to the expansion ofJapanese naval respon
sibilities. A third contentious issue concerns the role of air defense at sea.

ManyJapanese criticize this role, because of its emphasis on securing the
straits around Japan and protecting U.S. vessels that might be involved in
offensive operations against the Soviet Union, as provocative and likely to
involve Japan in an unwanted conflict because of its ties to the United
States.

The final subset of issues in the general category of Japan's indigenous
defense capabilities concerns the nature and extent of Japan's long-term
defense buildup. Here the situation is somewhat ambiguous. On one hand,
the Japanese government has achieved considerably greater consensus on
the scope of Japan's defense buildup through its promulgation of the
National Defense Program Outline and associated policies in 1976. This
consensus is reflected in public opinion polls, which show popular
support for maintaining the present level of defense capabilitiesunder the
US.-JapanSecurityTreatyto haverisen from 40 percent in 1969and 1972
to over 65 percent in the 19808.^ On the other hand, there is continuing
debate over both the target and desirable level for Japan's defense buildup.

9Thefigures were 65 percent in 1981,69percent in 1984,and67 percent in 1987.Atthesame
time, the percentage of those who are satisfiedwith the present levelofspending on defense
has risen from 38 percent in 1969 to 58 percent in 1987. These polls on the Self-Defense
Forces and problems of defense are conducted every three years by the Prime Minister's
office. For the latest one, from which these figures are taken, see Seiron Chosa [Public
Opinion], August 1988, p. 13.
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Views on these issues cover a wide spectrum, ranging from those who
would like to see a fully "independent"Japan to those who favor some form
of "unarmed neutrality."^® The policy relevant debate, however, appears to
be between those who support the "basic defense capability" concept
embodied in the NDPO and those who call for a more expandedJapanese
capability.

Both of these groups agree on the need to strengthen Japanese ca
pabilities within the context of the U.S.-JapanSecurity Treaty system. The
debate between them revolves around other issues: whether, as mentioned
earlier, Japan's defense buildup should be predicated on assumptions
about the international situation or on the military capabilities of potential
aggressors; whether the ability to cope with "limited and small-scale
aggression," which the NDPO defines as the formal target ofJapan's defense
buildup, is an appropriate or even meaningful objective; whether it is
desirable to base Japan's national security, as the NDPO does, on the ability
to "rapidly expand" Japanese defense capabilities in the event of an
emergency, given the inherent ambiguities of "emergency" situations and
the long lead time required to develop major weapons with which to
respond; whether the growth ofSovietmilitary power and the expansion of
Japan's self-defense responsibilities require modification of the quantita
tive restrictions placed on the Self-Defense Forces by the NDPO; and
whether the NDPO itself should be revised in light of changes in the
international and regional conditions since it was written.

A fourth general category embraces those issues dealing with Japan's
military interactions with the United States or, as former Prime Minister
Nakasone put it when he served as Defense Agency Director-General in the
early 1970s, the question of "how to shake hands" with America. Public
opinion polls document the general popular acceptance of the Security
Treaty. Roughly 70 percent of those surveyed have found the treaty to be
either "useful" or "rather useful" over the last decade. Along with this
general acceptance has come a change in the internal debate. Whereas

^®There are many ways to analyze Japan's defense debate and to categorize the schools of
thinking. One writer has identified four main groupings; progressive, liberal-realist, mercan
tilist, and new nationalist. Another also sees four groups but defines them as political realists,
unarmed neutralists, Japanese Gaulists, and military realists. Still another sees fivegroupings:
realists, diplomats, conservatives, nuclear advocates, and strategists. This chapter tries to cut
across such categorizations and define the debate in policy-relevant terms. For the efforts just
mentioned, see Kenneth Pyle, "The Future ofJapanese Nationality: An Essay in Contemporary
History,"/oMma/ ofJapanese Studies 8, 2 (1982); Mike Mochizuki, "Japan's Search for
Strategy," International Security 8, 3 (Winter 1983/84); and Tetsuya Kataokaand Ramon
Myers,Defendingan EconomicSuperpower—Reassessing the U.S. -Japan SecurityAlliance
(Boulder, Colo: Westview Press, 1989), respectively.
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discussionscentered on the desirability of the SecurityTreatyin the 1950s
and 1960s, debate now tends to focus on its application.

This altered focus has raised a host of new issues: What would the
nature ofJapaneseparticipation be in jointplanningand trainingactivities?
Towhat extent shouldJapan participate in joint operations? What attitude
should Japan take toward the exchange of intelligence, the sharing of
military technology,and the joint development of conventional weapons?
What weight should it give to interoperability versus domestic arms
production? How much and what kind ofsupport shouldJapan provide for
the U.S. military presence? To what extent should Japan integrate itself
more broadly in the US. regional strategy? These are complex issues with
no easy answers. Aswe have seen in the case of the FSX, Japan's next-term
fighter plane, they can inflame opinion on both sides of the Pacific.What is
significant is that they are finally being debated.

A final category includes those issues that, for lack of a better term,
might be labeled "how to deal with defense" Included here are recent
debates over improving civilian control, strengthening administrative
organizations responsible for handling crisis situations, establishing a
secrecy law governing classifieddocuments, creating a unified command
system and strengthening the basis for conducting integrated operations,
and raising the status of Defense Agency personnel. Toan outside observer,
"civilian control" appears pretty well established in Japan in peacetime
The problem may be what happens in a crisis situation. Few procedures
appear to have been worked out to guarantee an effective chain of
command, although the government has created a new NationalSecurity
Council in an effort to strengthen its ability to respond to terrorist attacks
and other "emergency" situations and has established a Defense Review
and Reform Committee to review problems of operational management
Theenactment oflegislation facilitating SDF operationsin anemergencyis
one of the longstanding issues currently being actively debated.

Recent Trends and Future Prospects

This brief summary of the evolution of Japanese defense policies and
analysisof the internal debate suggests an underlying continuity inJapan's
basic approach to defense Japan's relationship with the United States
remains the central pillar of its defense and foreign policies; bothJapanese
elites and a substantial majority of the Japanese public favor a continuation
of a defense posture based on the U.S.-Japan Security Treaty and Japanese
military forces restricted to self-defense. At the same time, most Japanese
acknowledge a relative decline in U.S. power and accordingly accept the
need for some increase inJapan's own defense efforts and greater "burden
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sharing" with the United States. There is broad debate over what these
efforts should consist of and how far they should go. But there is general
agreement on the need to move in this direction.

Given a choice, the Japanese overwhelmingly favor focusing any in
creased Japanese responsibilities in areas such as economic assistance
Strong political opposition remains to any major increase in Japan's
defense capabilities or expansion of its security responsibilities. There is
very little evidence of any reconsideration in the short term of either
Japan's commitment to its security alliance with the United States or the
otihier components (article 9 of the constitution, the Basic Policy of
National Defense, the Three Non-Nuclear Policies, the ban on conscrip
tion, etc.) of its basic defense policies.

A number of recent trends, however, suggest the need for caution in
assessing the prospects for the future. These trends relate not to the
frictions in U.S.-Japanrelations per se, although these frictions have their
own cumulative importance, but to indications of potentially significant
changes in more underlying attitudes.

One cause for concern is the increasingly negative view that many
Japanese are coming to have of the United States. This perception results
partly from the domestic difficulties in the UnitedStatesandwhatJapanese
see as the continuing inability of the U.S. to get its economic house in
order. It also stems from the growing feeling that the United States is
unfairly "picking on" Japan for its hard-earned success rather than con
fronting America's own difficulties. Even if Japan opened all its markets
completely, the Japanese argue, the bilateral trade deficit would improve
only marginally. U.S. attempts to improveits trade position and strengthen
American competitiveness through such measures as the "Super 301"
provisionsof the Omnibus TradeActarewidely seen inJapanasreflectinga
"unilateralism" unbecoming of a great nation.

This increasingly negative image is reinforced by the current debate in
the United States over the "decline of America." Stimulated by Paul
Kennedy's widely read thesis on how empires decline and growing con
gressional concern with American competitiveness, Americans have en
tered a period of national introspection and self-doubt. The Japanese
appear far less taken by the notion of a historic "U.S. decline" than do many
of their American counterparts, although they do, as mentioned above, see
a relative U.S. decline in certain areas. Together with the objective U.S.
budgetary difficulties,however, this internal American debate is beginning
to raise questions in Japan about the prospects for U.S. leadership in
general and for the U.S. presence in the Pacific in particular. In the process,
new uncertainties are being expressed about the wisdom of continuing to
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adhere to a deterrent posture vis-a-vis the Soviet Union and whether
maintenance of the U.S.-Japan Security Treaty system, however desirable,
will be possible over the long term.

Most important, perhaps, is the mutual suspicion creeping into U.S.
Japan relations. As borne out by public opinion polls as well as a spate of
recent journal articles and editorials, Americans are increasingly coming
to see Japanese as opportunists, if not cheaters, and are raising questions
about Japan's "trustworthiness." A surprising number of Americans now
regardJapan as posing a greater "threat" to the United States than the Soviet
Union does. This perception has already affected American handling of
important bilateral issues, as we have seen in the U.S. rejection of the
proposed sale of Fairchild to Fujitsu and in its handling of the AEGIS
(sophisticated equipment for the maritime Self-Defense Forces) and FSX
Qapan's next-term advanced fighter plane) issues. On the Japanese side,
there is a growing questioning of U.S. motives.The new U.S. willingnessto
link economic and security issues, for example,is seen in some quarters as
designed to restrain Japanese development. Demandsfor greater burden
sharing, such as the request that Japan buy F-l6s off the shelf for its next-
term fighter, are viewed as aimed less at strengtheningJapanese military
capabilitiesthan at improvingthe U.S. trade deficit. The US. handlingofthe
FSX issue was particularly corrosive in this regard because it corroborated
an emergingJapanese view of the United States as an unreliable security
partner.

These attitudinal changeshavean insidiouseffect.Theycome at a time,
moreover, of considerable fluidity in the international and domestic en
vironments. Continued changes in Soviet foreign policies could diminish
support within Japanfor increased self-defense effortsand expanded U.S.
Japan defense cooperation. Significant drawdowns in U.S. Pacific forces for
budgetary or other reasons, particularly if coupled with the return of an
aggressive Soviet government or the establishment of a hostile regime in
Beijing,could bolster support for a more "independent"Japanese posture.
Governmental and generational changes in Japan could weaken interna
tionalist sentiment and undermine Japan's new willingness to actively
identify itself with the West. Leadership weakness in both Japan and the
United States could make it difficult to mobilize domestic support for
policy changes necessary to maintain a healthy bilateral relationship,with
leaders on both sides of the Pacific pandering to domestic interests and
exporting unpopular political choices. Over the longer term, such devel
opments could corrode U.S.-Japanrelations and precipitate a reevaluation
ofJapanese security policies.

Among many factors likely to influenceJapan's future course, the role of
the United States and the evolution of U.S.-Japan relations will be central. If
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the U.S. remains a credible security partner and the competitive compo
nents of the U.S.—Japan relationship are successfully managed, then the
prospects are for a basic continuity over the next five to ten years in
Japanese defense policies. This would involve continued qualitative im
provements in Japan's military capabilities, in a buildup oriented solely
towardthe defenseofJapanandsurroundingareasand carriedout within
the context of the U.S.-Japan securitysystem. It alsowould involve further
integration ofJapanese military efforts with thoseof the United States, as
well as increasedJapanese "burden-sharing" efforts.

A good basis has already been built for further movement in this
direction. Japan's geostrategic isolation, the likelihood of a continuing
Soviet threat, and Asian sensitivities to any major Japanese rearmament
effort allbolstertheprospects forsuchanevolution. IfUS.-Japan relations
are not successfully managed, however,we could see over the course of the
next decade aJapan that adopts a different kindof defense posture.
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5. Japan's Political Institutions
and the Decision-Making Process

T.J.PEMPEL

AnalyzingJapanese institutions and decision making requires us to con
front the constant tension among the infinityof variables that makes every
instance ofdecision making a unique experience and to search for patterns
and commonalities that allow us to generalize meaningfully about such
uniquenesses. This tension is as inevitable in Japan as it is elsewhere, as can
be seen in the difficulties in resolving the plethora of case studies that have
emerged on Japanese decisions with the equally numerous broad-scale
generalizations that circulate about "Japanese-style decision making."'

This chapter attempts to straddle these two extremes by examining
several middle-level propositions aboutJapanese institutions and decision
making. Generally true and typically important, they are neither so broad
as to render each decision excessively similar, nor so specific as to make
each case unique. In seeking to strike this balance between the general and
the particular, the chapter also attempts to attain some contemporaneity.
Rather than examiningJapanese decisions and policymaking over a broad
period such as the forty-odd years since the end of World War II, I will
highlight several more recent trends and tendencies that distinguish

^Among the more compelling case studies, one should note those in Ellis Krauss et al., eds.,
Conflict in Japan (Honolulu: University of Hawaii Press, 1984); Nakano Minoru, ed.,
Nihongata Seisaku Kettei no Henyo [The Changing Character of Japanese-style Policy
Making] (Tokyo:Toyo Keizai Shimbunsha, 1986); Hideo Otake, ed.,Nihon Seiji no Shoten
[Problems inJapanese Politics] (Tokyo: Sanichi Shobo, 1984); andT J.Pempel, cd.,Policy-
making in ContemporaryJapan (Ithaca, N.Y.: CornellUniversity Press,1977),amongothers.
On Japanese-style decision making see Tsuji Kiyoaki, "Nihon ni okeru Seisaku Kettei Katei"
[The Policymaking Process in Japan], in Sbinpan Nihon Kanryosei no Kenkyu [Studies in
Japanese Bureaucracy—Revised] (Tokyo: Tokyo Daigaku Shuppankai, 1969); Nakane Chie,
Japanese Society (Berkeley and Los Angeles: University of California Press, 1979); more
sweeping generalizations focusing on Japanese uniqueness are the mark of the so-called
Nihonjin ron school of analysis, which Karel von Wolferen recently described as viewing
Japanese decision making as "warm, wet and illogical." TheEnigma ofJapanesePower{New
York: Knopf, 1989>264-267.
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decision making in the late 1980s and early 1990s from the more well-
studied patterns of earlier time periods.^

The broad conclusion that emerges from this analysis is that Japanese
political institutions and decision makingcan best be understood as being
simultaneously buffered by centrifugal and centripetal forces. On most
issues in Japan today there is a constant stru^e between numerous
autonomous decision-making tendencies on one hand and efforts to rein
them in through centralized coordination on the other. The balance
between coordination and its opposite is by no means an even one; at
present, the pressures toward multiple independent and often conflictual
decisions seem far stronger than those toward coordination. \et enough
powerful forces exist in both directions that the dynamic between them
promises to be the most important phenomenon worth monitoring in the
future

In analyzing recent trends, I will also argue that contemporary Japa
nese decision-making patterns and the tensions between harmonization
and dissonance have evolved as the confluence of changes in three
areas: the political context in which Japanese politics now operate; the
changing agenda for Japan's major policymakers; and the changes in
political institutions that have occurred in recent years.' These three
dimensions of change, I will argue, provide the major influences over the
evolving processes and patterns of recent Japanese decision making and
are likely to be operative into the near future These are the areas to which
outside actors must pay the closest attention if they wish to influence,
participate in, or simply command a clear view of the processes of
contemporaryJapanese decision making.

The Changing Context of
Jt^anese Decision Making

ContemporaryJapanese decision making has been profoundly influenced
by several important changes in the international and domestic political
contexts within which it occurs. Today's decision makers operate in an
environment unlike that of two or more decades ago. As a consequence,
their goals, resources, and interactions are significantly different as well.

2Much of my thinking on these earlier problems can be found in T.J. Pempel, Patterns of
Japanese Policymaking (Boulder, Colo.: Westview Press, 1978), and T. J. Pempel, ed.,
Policymaking in Contemporary Japan (Ithaca, N.Y.: Cornell University Press, 1977). This
chapter also draws on several conclusions reached more recently in T. J. Pempel, "The
Unbundling of'Japan, Inc.':The Changing Dynamics ofJapanese Policy Formation,"/owmtai/of
Japanese Studies 13, 2 (1987):271-306.
^This framework draws heavily on that developed in conjunction with Douglas Ashford and
Peter Katzenstein in our joint series, Policy and Politics in Industrialized Societies (Phila
delphia: Temple UniversityPress, 1980-1989).
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Five major changes in the international arena and two in the domestic
arena are particularly worthy of note. Although individually few of them
are particularly surprising, their cumulative impact has been to reshape in
fundamental ways the institutions and character of much of Japanese
decision making.

The international context of the early 1990s finds Japan an over
whelmingly stronger national actor than it was in the past. In terms of
impact on Japanese decision making, this is perhaps the most influential
single change in the international arenawithin whichJapan operates. Most
of this newfound strength is a direct consequence of Japan's relative and
steady improvement in economic power since the end ofWorldWarII,and
even more so since the breakdown of the Bretton Woods international

monetary system in I97I and the OPECoil price quadrupling in 1973 and
the subsequent price rises in 1979. Whereas other countries suffered
through the constraints of stagflationor else accepted the cruel tradeoff of
massive unemployment, Japan successfully navigated its way to the indus
trial world's most successful mix of low unemployment, low inflation, and
high growth.^

The impact of this trend has been accelerated and given nuance by
several other major changes in the international arena. Among the most
notable is the warming of the Cold War, with the result that international
economic issues have come to challenge strategic issues as the prevailing
currency of world power and prestige. This shift in emphasis made Japan's
prowess even more significant than it might have been had military
capabilities remained the keystone to world power.5 Japan's increased
economic muscle is congruent aswell with still a third broad international

'̂ See, for example, the data in Goran Therborn, Why Some Peoples Are More Unemployed
than Others (London; Vesco, 1986); T.J. Pempel, "Japan'sCreative Conservatism: Continuity
Under Challenge," in Francis Castles, ed.. Comparative History ofPublic Policy (London:
Polity, 1989), pp. 149-191; Manfred G. Schmidt, "The Welfare State and the Economy in
Periods of Economic Crisis;AComparative Study ofTwenty-Three OECD^2X.ions"European
Journal ofPolitical Research 2:1-26; Nakano Minoru, "Kodo Seichd Tgo' no SeisakuKatei"
[The Policy Process Since High Economic Growth], in Nakano Minoru, ed., Nihongata
Seisaku Kettei no Henyo (Tokyo;Toyo Keizai Shimbunsha, 1986), pp. 1-11.
5This is not to deny the relevance of military, defense, and security matters. But clearly it is
surrogate wars among client states that mark most security conflicts among the major
powers. Meanwhile, recent concern by the Soviet Union's leadership to focus on internal
economic reforms (perestroika) over military spending; the economic and political reforms
of former Warsaw Pact countries; and the decade-long efforts by the Communist leadership in
China to concentrate on domestic economic reform all suggest important moves in this
direction. So, too, does the increased reluctance within most Western European countries
(with the major exception of Britain) to expand spending for NATO-related military
activities. One very tangible indication of how these changing perceptions have affected
opinion within the United States is the fact that a recent public opinion poll revealed that
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trend, namely, the relative "decline" in U.S. hegemony and the consequent
reluctance ofAmerican political leaders to continue their previous under
writing, for strategic reasons, of the major costs of maintaining the key,but
economically costly, instruments of the postwar international economic
system.^The U.S. decline has been vastly overdrawn by many,but there can
be no question that relative to other countries, the United States is no
longer as uniquely powerful as it was two or three decades ago. Japan's
economic strength contributes to, and plays a major part in, still a fourth
broad international trend, namely, the emergence of the Pacific powers.
Japan's economic success coupled with that of South Korea, Taiwan, Hong
Kong, Singapore, and more recently Thailand, Malaysia,and Indonesia has
given rise to sweeping expectations about Asian economic dynamism, the
importance of the PacificBasin,an "emerging Pacificcentury" and the like.

Finally, and perhaps less widely recognized and analyzed than the
previous points, still a fifth international trend must be noted, namely, the
worldwide tendency toward managed trade. The presumptions of a free
trade regime predicated on the General Agreement on Tariffs and Trade
(GATT)have given way in numerous industrial sectors to the development
of fixed market shares. From textiles and timber, to steel, to automobiles,
and to semiconductors, Japan has had to learn new rules of export and
increasingly of import.^

Most of these trends make Japan a more important and invigorated
player in a variety of international arenas. As the country with the second
largest gross national product (GNP), the second largest share of manufac
tured exports, a massive foreign reserve, a strong currency, and so forth,
Japan has been put in a curiously ambivalent position. On one hand, its
economic strength gives the government new-found resources with which
to exert influence in the international arena, to deal with domestic
demands, and to ward off many of the less wanted consequences of
international economic fluctuations. Unquestionably, Japan today is much
more influential in international organizations such as the United Nations,
the G-5 (the Group of Five [major industrialized countries], i.e., the United

more Americans believed that Japanese economic prowess was a greater threat to US.
interests than Soviet military power. On the general subject of territorial versus economic
might, see Richard Rosecrance, TheRise ofthe TradingState (New York: Basic Books, 1986).

^The first major indicator of this reluctance was Richard Nixon's willingness to scrap the
Bretton Woods monetary system. It has been continued with the increased trade protection
ism and the growth of managed trade, American reluctance to transfer potentially civilian-
related military technologies, governmental reluctance to continue prior economic support
for international organizations such as UNESCOand the United Nations, and so forth. Instead
there has been an increased focus within the United States on its own economic agenda and
on the demands that allies increase their "burden-sharing" activities.

^The managed trade agreements involving Japan and the advanced industrial states in the
former sectors are well known. As just one example of the increasingly important ways in
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States, Great Britain, West Germany, France, and Japan), the International
Monetary Fund (IMF), the Asian Development Bank (ADB), and the
General Agreement on Tariffs and Trade (GATT) than was the case two
decades ago.Asbut one simple manifestation ofJapan'snew power, in 1984
it requested and ultimately was granted a position as the second most
powerfiil shareholder in the World Bank—ahead of Britain, France, and
West Germany

Japan's new economic strength, however, contains within itself the
seeds of a corresponding weakness: Japan can no longer so easily avoid
demands that it use its new wealth and economic prowess in less self-
centered ways. Greater power brings greater expectations. Whether in the
form of increased pressures from the United States or Western Europe for
Japan to "open its markets," "revalue its currency," or "liberalize its
distribution system," or from less developed countries to "offer more
favorable trade conditions," "play a more active role in foreign aid," or
"solve the world debt crisis,"Japan's newwealth makes it a visible target for
a host of demands from other governments. No longer can the Japan of the
1990smouth convincingly the cliche of the 1960s: "We are apoor country
devoid of natural resources that must trade to survive." Nor does its

political counterpart carry much weight today: "Be nice to us conserva
tives or you'll have nothing but a bunch of communists and socialists to
deal with!"

Thus, the counterpart to Japan's success in gaining increased influence
in the World Bank, for example, came in the inability to resist drastic
liberalization of its own domestic financial system, including yen liberali
zation, liberalization of the Euroyen bond market, and liberalization of
long-term Euroyen loans, largely in response to foreign pressures.®

which Japan is managing trade with less developed countries, however, the former entered
into a so-called voluntary export with South Korea in knitwear in which the latter agreed to
restrict the growth in its exports to Japan to no more than 1 percent per year. In return,
Japanese knitwear manufacturers dropped an antidumping suit against their South Korean
competitors (FarEasternEconomic Review,April13,1989, p. 67). It would be an interesting
question beyond the scope of this chapter to explore the extent to which this trend
exacerbates or mitigates Japan's centrifugal policy-making tendencies. Japanese oligopolies
would seem better able to deal with such a phenomenon than would truly competitive
industries; on the other hand, when managed trade is demanded it is rarely by Japan, and as
such offers an external shock that often catalyzes the tendency within Japan to protect
existing positions of power.

®On this liberalization, see James YLomc,Japan's Financial Markets (Sydney: George Allen
and Unwin, 1985); Lewis Pauley,OpeningFinancialMarkets: BankingPolitics in the Pacific
Rim (Ithaca, N.Y.: Cornell University Press, 1987); Frances McCall Rosenbluth, Financial
Politics in ContemporaryJapan (Ithaca, N.Y.: Cornell UniversityPress,1989);YoichiShinkai,
"The Internationalization of Finance in Japan," in Takashi Inoguchi and Daniel I. Okimoto,
eds..ThePoliticalEconomy ofJapan, vol.2,TheChanging International Cow/earf(Stanford,
Calif.: Stanford UniversityPress, 1988), pp. 249-271.



100 T.J. PEMPEL

Japan's new economicstrengthalsoraises greatanxieties among many
countries.Thisisespeciallytrue amongJapan's Asian neighbors, who seem
uniformly to advocate greaterandmorefavorable economiclinkage'swith
Japan whileat the same timeremaining highly sensitive to the potentially
negative strategicand militaryimplications ofJapan's newstrength.Thisis
especially true in their demands for economic aid. But as Franklin Wein-
stein put the dilemma, "Whatever the Japanese do, they will be criti
cized [I]ftheygive moreaid, [they]willbeseenasbentondomination;
if theydeclineto do so, theywillbe viewed as stingy."^

Japan thusfinds itselfunderpalpably sterncriticisms from many Asian
leadersfor actions relevant primarily atthesymbolic level, such asvisits by
government leaders to Yasukuni Shrine or the inclusion of Shinto rites in
the Emperor'sfuneral,or for the relativelyminor historical fictionalization
ofJapan's imperialist period that are systematically carried out by the
Ministry of Education.

This same mixed trend influences many ofJapan's companies. Typically,
mosthave become far more international intheir abilities toraise capital as
well as in their manufacturing, sourcing, and sales. Many are clearly
entering the ranks ofthe true multinationals, increasingly independent of
their home government. In numerous instances theyare also more cos
mopolitan in their middle-level, ifnotsenior, management staff. They are
also enjoying far greater international economic successes than pre
viously. At the same time, theyare also confronting greater criticism and
heightened demands, bothfrom governments and from their competitors.
This includes host country demands for more local content in manufactur
ingoperations, more managerial training oflocal employees, and greater
sensitivity to regional political and economic needs on everything from
ethnic politics to sexual equality. It results, too, in demands for linkages
between private business success and official Japanese governmental
performance.10 It has also come recently to include home country de
mands for a code of business behavior abroad, and a demand by home
country politicians for increased contributions from Japan-based busi
nesses that have enjoyed greater overseas successes.

'"ASEAN and Japan," in Karl D. Jackson and M. Hadi Soesastro, eds., ASEAN Security and
Economic Development (Berkeley: Institute ofEast Asian Studies, University ofCalifornia,
1984), p.174. This point was earlier made and substantiated inFranklin B. Weinstein, "Japan
andSoutheast Asia," inRobert A. Scalapino andJusufWanandi, eds..Economic, Political, and
Security Issues in Southeast Asia in the1980s (Berkeley: Institute of East Asian Studies,
University ofCalifornia, 1982).

"Witness only the ability of Arab countries to link oil sales to changes in Japanese
govertunental policies toward Israel, and theability ofthese countries to insist onJapanese
company boycotts of salesto Israel in exchange for favorable treatment in the Arabcountries.
Yoshi Tsurumi, "jipasx," Daedalus 104 (Fall 1975).
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The economic successes of Japan as measured in comparative and
international terms have their domestic counterpart in the tremendous
political entrenchment of the Liberal Democratic Party. This is not at all
unrelated to the macro-level economic success of the national economy
and is perhaps the single most important domestic factor influencing
contemporary decision making. Foredoomed by the media to an ever-
dwindling margin of electoral victory in the mid-1970s, in part asa result of
the massive public policy challenges that confronted the party in eco
nomics, social welfare, and the environment, the LDP had managed by
1980 to arrest its longstanding electoral decline and to reconstitute its
political appeals." Thus, despite the LDP's vast troubles as a consequence
of the Recruit scandal, the philandering of ex-prime minister Uno, and the
introduction of an unpopular sales tax, the party still won a handy victory
in the 1990 elections. The result is that by the early 1990s it had become a
political party unlikely to be toppled by any foreseeable political combina
tions in the near future

The opposition political parties, of course, continue to play some role
in defining outer boundaries to the politically acceptable and in proposing
actions that might eventually be taken by the government. But there is
little question of their exercising the levels of ideological and policy-
making influence that they exerted from the mid-1950s into the mid- to
late 1970s. Recent efforts by the Japan Socialist Party to modernize itself
structurally and ideologically can most charitably be labeled too little, too
late. It is hard not to conclude that theJSP and the other opposition parties
have settled comfortably into roles as marginal niche parties, appealing to
highly particularistic constituencies that are themselves unlikely ever to
represent a majority ofJapan's electorate, and from which they are unlikely
to extricate themselves in the near future Hence, LDP control over the
organs ofgovernance seems an inexorable conclusion for the present and
at least the short- to medium-term future. This is now a domestic given in
Japanese politics that has also had a profound effect on public policy-
making and decision making.

Partly in relation to the increased strength of the LDPand the success of

^^See Takashi Inoguchi, "Conservative Resurgence Under Recession," in T J. Pempel, ed.,
Uncommon Democracies: The One Party DominantRegimes (Ithaca, N.Y.: Cornell Univer
sity Press, 1989); Sato Seizaburo and Matsuzaki Tetsuhisa, Jiminto Seiken [LDP Power]
(Tokyo: Chuo Koronsha, 1986); Gerald L Curtis, TheJapanese WayofPolitics (New York:
Columbia University Press, 1988), chap. 2.

^^One of the more telling indications of how the opposition parties have accommodated
themselves to LDP hegemony, or perhaps better, how LDP hegemony has allowed it to
subsume the opposition parties, lies in the Recruit scandal. That the scandal involved so many
parliamentarians from the Democratic SocialistParty (DSP) and the Clean Government Party
(CGP) as well as even one or two from the Japan Socialist Party QSP) suggests that little
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Japan's economy, and partly as a result of numerous independent trends,
Japan's citizenry has become far more diffuse in its interests and in its
political demands than was the case with its parents' generation. This, too,
is a major domestic trend with important consequences for decision
making.

The broad-scale urbanization of Japan and the wide permeation of the
national economic successes have given rise to what Murakami has called
"Japan's New Middle Mass."^^The cumulative result has been to reduce the
appeal of many older political associations and slogans. Consumerism
places increased demands on Japan's political leaders for tangible eco
nomic benefits in the here and now.^^ Environmental concerns, an aging
population, working mothers, educational quality,housing demands, and a
host of other issues have all attracted their own particular and particularis
tic constituencies. A "new nationalism" also pervades much of the citi
zenry. Never terribly well informed aboutJapan's militarypast and the fears
it still engenders in neighboring states; frustrated by increased foreign
demands onJapan; self-confident that Japan's past economic success is the
result ofcitizen diligence mixed perhaps with a bit of inate superiority, this
new self-confident nationalism also confronts Japan's leaders with new
types of issues to address.

Someof these trends would seem to pressJapan toward agreater ability
to act with a singleminded coordination both at home and abroad. To some
extent this is true, but the opposite trends seem to be far stronger. Just as
Japan's very strength has given rise to new and more varied demands from
abroad, so its economic well-being makes for greater and more diffuse
demands at home.Macro-level economic growth and security fromforeign
attack are no longer sufficient to ensure continued popular support for
today's politicians. Nor does it satisfy Japan's international allies; indeed,
quite the contrary: Japan's achievement of peace and prosperity leads to

remains of the once allegedly sharp divisions between the LDP and its supporters, and the
opposition parties and its supporters.

^^Murakami Yasusuke, Shinchukan Taishu no Jidai [The Period of the New Middle Mass]
(Tokyo:Chuo Koronsha, 1984). Asummary of Murakami's argument in Englishcan be found
in his "The Ageof New Middle MassPolitics: The Case ofJapan,"/owrm?/ ofJapanese Studies
8,1 (1982):29-72.

*^In addition to the demands on the public treasury in the form of public works, tax benefits,
and the like, the demands can be quite personal. Recent journal articles have suggested, for
example, that LDPpoliticians need to spend about US$1million annually even in nonelection
years just to pay off staff and constituent sweeteners. Members of parliament attend an
averageof6.6weddingsand26.5funeralseachper month.Theyare expected to bringagiftof
¥10,000 to each funeral and ¥20,000-30,000 to each wedding. For a three-week period
every December, a politician has to attend or be represented at thirty parties a day,to most of
which he must chip in between ¥5,000 and ¥10,000. TheEconomist, April 29,1989, p. 13.
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ever greater demands on the Japanese system to do more. Thus today's
Japanese leaders confront a far greater diversity of organized interests, far
more pluralism in the number and kinds of demands placed on them, and
fargreater stridency in the demand that those leadersrespond quicklyand
favorably to them all.^^

In these manyways,conditions confrontingJapanesepolicymakersand
the institutions ofJapanese decision making are no longer similar to those
of an earlier era. Assuch, they place very different constraints and rather
different demands on the Japanese political system. Mostparticularly, they
force a reconceptualization of the main issues on the national political
agenda.

A Changing Agenda for Decisions

One of the main reasons why Japanese decisions often look so disjointed
today, and why the decision-maWng process often looks so disconnected,
is thatJapan'spolitical leadership(and its masspublic) lacksa comprehen
sive and agreed-upon vision ofwhere the country is going and how it is to
get there. Long-time students ofJapan can probably count dozens if not
hundreds of occasions when analysts have declared Japan to be at some
historical crossroads or another. The path Japan chooses from here, the
pundits then argued, will represent a major deviationfrom the past and
will be of monumental significance for the fiiture. Indeed, Japan has
probablypassedenough such crossroads that its tradingcompaniescould
profitablybegin to export Japan'ssurplus crossroads. Despite the dangers
of contributing further to the crossroads' proliferation, it is difficult to
ignorethe factthatJapanese leadersandinstitutions are uniformly search
ingfor a "new role forJapan." Fromthe end ofWorld WarIIuntil sometime
in the very early 1970s,the overarchingpolitical agendaof most actors in
Japan's conservative camp centered on two principles: high economic
growth and alliance with the United States, a Japanese version of "peace
andprosperity." Notwithstandingvariationsin the degree of their commit
ment, most government officials and large numbers of their most impor
tant conservative supporters were in substantialagreement that these two

^5This trend was most importantly noted by EllisKraussand Michio Muramatsu, "Bureaucrats
and Politicians in Policymaking:The Case of}2ip2in.^^ AmericanPoliticalScienceReview 78,1
(March 1984):126-l46. It is pursued in their piece "The Conservative Party Line and the
Development of Patterned Pluralism,"in KozoYamamura and Yasukichi Yasumba, eds.. The
PoliticalEconomy ofJapan, vol. 1:TheDomestic Transformation (Stanford,Calif.: Stanford
UniversityPress,1987),pp. 516—554. It has since become a mainstayargument for thosewho
argue thatJapan isbecoming more pluralistic,both sociallyand politically. Amongthe best of
the empirically based arguments is that of Muramatsu et al., Sengo Nihon no Atsuryoku
Dantai [PressureGroups in PostwarJapan](Tokyo: ToyoKeizai Shimposha, 1986).
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goals should be the pillars of Japanese public policy. To this extent,
Japan's leaders shared a consensus on broad-scale national objectives.
These goals also won widespread popular support. For any issue to gain a
good deal of official attention and popular support during this period, it
was vital that it be accommodated to one or both of those two overarching
goals. Such agreement in turn gave a good deal of coherence and internal
compatibility to Japanese policymaking.^^Indeed, the agenda itself even
tually came to win widespread support even among many of its original
opponents.^®

Things had changed significantly by the early 1970s. The consensual
agendaof "peace andprosperity," once achieved,lost itsprevious abilityto
suppress or dissipate debate on other emerging issues. As close security
ties to the United States became second nature, bilateral economic ten
sions between the two countries flared up. Newly enriched Japanese citi
zens came to question the value ofgrowth for its own sake and to concern
themselves with environmental problems and quality-of-life issues.

Yetashigh growth shifted to lower growth there was a greater strain on
government budgets, making it less easy to "do everything," leading
eventually to even more intense political conflicts and a high reliance on
deficit financing.Evenwith deficit financing,budget choices became more
controversial, and the government's once powerful tools of economic
management and export enhancement proved less adaptable to the newer
tasks of domestic stimulation and import enhancement.

That discontinuity continues today, although manyinJapan are search
ing feverishly for some acceptable new role around which a national
consensus could be formed. This collective search was given some
stimulation by Prime Minister Takeo Fukuda's articulation of the Fukuda
Doctrine in 1977 and by Prime Minister MasoyoshiOhira'scall forJapan to
pursue a policy of "comprehensive security." Former Prime Minister Yasu-
hiro Nakasone, following on these initiatives, attempted, shortly after
taking office, to address the "unknown challenges of the twenty-first
century," citing Japan's need to become a sophisticated "information

i^These principles are often referred to as the Yoshida Doctrine or the Yoshida Line See
Kenneth B. Pyle, "In Pursuit of a Grand Design: Nakasone Betwixt the Past and the Future,''
Journal ofJapanese Studies 13, 2 (Summer 1987):243-270.

i^Thispoint isdeveloped at length in Pempel, "The Unbundlingof Japan, Inc.'" pp. 275-279.

^®Thus, the constitution, which was a source of major division, has become publicly and
politically beyond major question. So,for the most part, haveJapan's Self-DefenseForces and
the SecurityTreatywith the UnitedStates. Thisiscertainlytrue at the levelof the masspublic.
But even the JSPtoday declares the Self-Defense Forces to be "constitutional, though illegal,"
a major deviation from previously unalterable opposition.
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society."'^ He went further than Fukuda or Ohira on security matters,
attempting to shiftdirection substantiallyand callingforJapan to act more
autonomouslyandexplicitlyin external securitymattersandinternational
dispute resolution.20 He alsowent further than anyof his predecessors in
attempting to convince his countrymen that Japan should reject the
constraints of article 9 of the constitution, the Three Non-Nuclear Princi
ples, the postwar legacyof pacifism and other such "artificial" constraints
on "realism" and carve out for itself a more active and positive role in
international affairs.

Yet even as some accord emerges on the desirability of a new role for
Japan, there is by no means widespread agreement, even among conserva
tive circles, that Japan should pursue the course proposed by Nakasone
Surely some widespread support exists for the Nakasone vision in the
corridors of the Self-Defense Forces, the headquarters of Japan's major
military manufacturers, and even in some quarters of the Ministry of
Foreign Affairs (not to mentionmanyin theU.S. government). Some would
go even further and exercise "Japan's nuclear option."2i

But others are arguingfor a strategy that is more explicitlybased on
economics—one that would be devoted predominantly to resolving the
world debt crisis or to using extensive foreign aid to relieve the more
politicallydestabilizing economic conditionsin lessdevelopedcountries.
Stillothers would vary this orientation to concentrate on Japan'srole as a
"technological superpower."22

The unresolved debate about Japan's as yet undetermined future role
has had an impact on Japan's decision making in at least two major ways.
First,the absence of broad agreement about what Japan as a nation should
do with its power and economic resources reinforces the many other
pressures toward fissiparous policyformation. Consequently, varioussub-
issues are pursued in isolation from one another as the unconcretized
goalsof "internationalization" or "liberalization" or "socialwelfare" take
on multiple concrete and conflicting meanings.

•'Sec Kenneth B. Pyle, "Japan, the World, and the TWenty-flrst Century," in Inoguchi and
Okinioto, eds..Political Economy ofJapan, p. 448.
^°Onecan citeJapan'seffortsto aidin resolvingthe Iran—Iraq Wat; itseffortsto represent the
ASEAN position on Cambodia/Kampucheain the UnitedNations,its boycott of the Olympics
to protest theSoviet invasion ofAl^anistan, the US $4billionaidpackage to SouthKorea, and
the like as examples of this new-found willingness to act positively in international affairs.
^'See Shimizu Ikutaro,Nippon yo, Kokka Tare: Kaku no Sentaku [Japan! Becomea State!
There is no Choice!) (Tokyo; BungeiShunju, 1980),pp. 86-91.
22An important assessmentof the competing imagesofJapan'sfutiure role is offeredin Pyle,
"Jiq)an, Ae World, and the TWenty-first Century."
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As a consequence, numerous politicians, government agencies, and in
terest associations interact on specific proposals in a variety of areas with
little sense of how they are connected, ifat all.This phenomenon strength
ens the tendencies noted in the preceding section toward social and
political pluralism.

The second way in which the absence of agreed-on national goals
influencesJapanese decision making is that virtually any political claim by
any group can be justified as legitimately linked to the carving out of the
future role for Japan most advocated by that group. More concretely, when
Japan's political leaders announced that Japan should become "more
international," virtually every government agency from the Ministry of
Agriculture to the Japan Foundation laid claim to new budgetary and
personnel resources in an eflfort to create or beef up their "international"
capabilities. Much the same occurred when the country confronted the
crisis of the "greying ofJapan," when biotechnology became the national
buz2word and computerization grew widespread.23 (Note that such an
embrace of goals comes only to the extent that it advances the specific
interests of the group or agency involved. When "privatization" was the
buzzword during the debates on administrative reform, no government
agency with which I am familiar willingly shucked its associated public
corporations or surrendered its bureaucratic turfto the private sector. Nor
did the commitment to internationalization result in any significant liberal
ization of Japan's regulations against according citizenship to foreigners
born in Japan or in any opening to Southeast Asian refugees. Nor did it
prevent a purge of foreign scholars at Tsukuba University, originally
designed to be a waystation of the new internationalism.^4)

Institutions: The More Things Change ...

Japan's political institutions have been far slower to undergo change than
either the context or the agenda of politics. Japan's political structures of
the late 1980s do not look terribly different from those of the late 1950s.
Many are certainly somewhat more complex as a result of new organiza
tions and institutions that have sprung up to deal with new policy
problems. Moreover, the institutional balance of power has shifted in

23Thiscame about as a result of a change in the National Government Organization Lawthat
allowed virtually all agencies to add staff to carry out the new internationalization. See
Okurasho Insatsukyoku, Horei Zensho 12 [Collection of Laws], vol. 58 (1984), pp. 12-58, as
noted in Haruhiro Fukui, "Too Many Captains in Japan's Internationalization: Travails at the
Foreign Journal ofJapanese Studies 13, 2 (Summer 1987):363.

'̂̂ Thus, in the niid-1980s, inJapan's 95 national universities there were only thirteen full-time
foreign faculty members.
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important ways, typically as established institutions have gained new
political resources or else have seen their powers severely eroded.

Yet in surprising contrast to the explosion in the size of national
governments worldwide, Japan's has remained remarkably small, aided in
part by the recent actions of the Second Administrative Reform Commis
sion (Rincho) and also by the privatization ofJapan's telecommunications,
airlines, and railroad systems. Japan's bureaucratic organization and dimin
utive size are one of the more striking continuities in that country's
political institutions. Yet the once vaunted ability of the Japanese bu
reaucracy to run the country with minimal interference is subject to more
questioning.

Two factors seem particularly important in this regard. First, many of
the tools of various bureaucratic agencies are no longer quite so effective
in the current environment as they once were. This is particularly true in
the area of finance and economics, where the Ministry of Finance's (MOF)
control over the exchange rate of the yen and the Ministry of International
Trade and Industry's (MITI) control over the access of private companies
to foreign exchange played major roles in the government's ability to exert
important leverage over national economic policy. The internationaliza
tion of capital movements has made these powers all but irrelevant.
Furthermore, the pressures for economic liberalization have reduced the
powers of the Ministry of Agriculture, Forestry and Fisheries (MAFF) to
underwrite the national price of rice, or to restrict imports of beef, citrus,
and tobacco. Similarly, the Ministry of Construction has found itselfhaving
to deal with bids on government projects by non-Japanese companies, and
the Justice Ministry has found it impossible to keep foreign lawyers from
practicing and is under increased pressures to liberalize conditions for
foreign workers to enter the country. Conversely, the economic weight of
the postal savings system and the importance of telecommunications have
lifted the influence of the Ministry of Posts and Telecommunications
(MPT).

Japan's parliament has not changed substantially, although its ability to
ensure the rapid and unobstructed passage of bills has varied greatly with
time The great difficulties the government had with the Diet during the
period of relative equality between itself and the opposition during the
mid- to late 1970s has ended, and for most of the 1980s the Diet has not
been a major impediment to government actions.25 This will change now
that the opposition has a majority in the Upper House.In a similarway, the
abilities of local governments and the courts to serve as counterweights to

25Dataon the passage rates of government bills and on amendments can be found in Asano
Ichiro, Kokkaijiten [Diet Handbook] (Tokyo:Yuhikako, 1988), pp. 372-380.
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rule from Tokyo has diminished as LDPrule has been consolidated both in
Tokyoand in the regions, and as environmental cases haveceased to be the
province of the court system.

Though bureaucratic and governmental structures have remained
largely the same, there has been a massive increase in the number of
organized interest groups and associations since the mid-1970s.As with
the balance of power among government agencies, certain bodies, such as
Nokyo (the Japan Federation of Agricultural Cooperatives) or the Japan
Medical Association, can no longer claim the automatic allegiances and
allies they once took for granted. Others, including many professional
associations and welfare-related groups, have sprung up from nowhere.
But within such ebbs and flows what is most striking is the simple increase
in the number and perceived influence ofJapan's private-sector associa
tions. Similarly striking is the extent to which interest groups of all
functional types have learned to accommodate themselves to working
with the Liberal Democratic Party and to existing bureaucratic agencies.^'^

One of the major organizations thatwould appear on the surface to be a
counterexample to that accommodative posture would be the newly
formed labor federation, Rengo. Begun in 1987 and reorganized in 1989,
Rengo has subsumed most other major labor federations and offered a slate
of anti-LDP candidates in the last Upper House election. The latter served
to unify the electoral strategies of the currently disjointed opposition
parties. It worked in 1989 but was not followed in the 1990 elections. This
is not the place for a detailed discussion ofRengo. Sufficeit to say that even
though Rengo maintains close ties to the organized labor movement which
has traditionally been antigovernmental, and to the opposition parties, it is
hardly an organization committed to radical change. Rather, Rengo is
heavily weighted to favor unionists inJapan's export-oriented manufactur
ing sectors and is strongly committed to a brand of economic unionism
calculated not to let wages drift so high as to cause Japanese products to
lose their international competitiveness. Indeed, Rengo officials currently
meet on a semimonthly basis with their counterparts in the Japan Federa
tion of Employers' Associations (Nikkeiren) to settle wage disputes within
precisely that context,

The interactions ofJapan's many new groups with government agen-

26See Muramatsu et al.,SengoNibon no Atsuryoku Dantai, pp. 43-44; 80-85.

27Muramatsuet al.,Sengo Nihon no Atsuryoku Dantai\ Krauss and Muramatsu, "Patterned
Pluralism" and "Interest Groups in a One Party Dominant State," in Pempel, Uncommon
Democracies. See also Tsujinaka Yutaka, Rieki Shudan [Pressure Groups] (Tokyo: Toyko
Daigaku Shuppankai, 1988),pp. 126-134.
28"Can Pay, WillPay," Far Eastern EconomicReview, April 13,1989,p. 44.
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cies has been facilitated by the 200-odd governmental advisory groups
{shingikai) that exist in part to provide advice on the numerous new
policy problems that these agencies have had to confront ^9 Most of the
shingikai, however, are linked to a single government ministry or agency.
Yet many of Japan's most pressing policy questions themselves are no
longer susceptible to easy pigeonholing as the responsibility of some
single agency Telecommunications involves both the MPT and MIH, and
even the Ministry ofEducation has a stake insofar as computers are widely
used in classrooms. Housing policy involves not simply Construction but
also Forestry and MITI. As noted, foreign affairs has become a subject on
which most agencies, not just the Ministry of Foreign Affairs, can stake
some claims to an interest. Thus, the advisory committee system does little
to resolve battles between agencies; in many cases it exacerbates them.

The tensions toward "turf battles" within the bureaucracy might well
seem amenable to greater resolution as a result of the strength of the LDP.
Indeed, there is strong evidence to suggest that in the well-analyzed
balance between politicians and bureaucrats, the former are indeed
exerting far greater weight than they did a decade or two ago.^o Further
more, the LDP's long-term hegemony has strengthened the party as a
whole, and it no longer fully fits the cynical description as "neither liberal,
democratic, nor a party." AsCurtis has noted, the party is no longer simply
an agglomeration of factions but "a much more complex, dUfferentiated
institution which has clear rules regulating the recruitment of leaders and
which plays varied and important roles in making public policy. It has also
developed a relationship with the bureaucracy that has become in
creasingly close."^^

29it is worth noting that the number of advisory groups has diminished somewhat in recent
years, offering the possibility of more coordination and less diffusion in policy formation. In
1965 the number was 277; in 1971 it was down to 235; and in 1984 it was 214. Shinoda Torn,
"Danjo Koyo Kikai Kintoho o meguru Ishi Kettei" [Opinion Formation Regarding the Lawon
the Equalization of Male-Female Employment Opportunities] in N2%2iDO,NihongataSeisdku
Kettei no Kenyo, p. 80.

50This is certainly the theme of Sato and Matsuzaki,Seiken, and also the works of
Krauss and Muramatsu cited in note 15. See also Inoguchi Takashi, GendaiNihon SeijiKeizai
no Koztu Seifu to Shijo [The Structure of Contemporary Japanese Political Economy:
Government and Market] (Tokyo: Toyo Keizai Shimbunsha, \9^Ayjeviathan, vol. 1 (1987);
Haruhiro Fukui, "The Liberal Democratic Party Revisited: Continuity and Change in the Party
Structure and Performance,"ofJapanese Studies 10, 2 (Summer 1984), inter alia.

^^Curtis, Japanese WayofPolitics, p. 116.As just one indication of how close that relation
ship between the LDP and the bureaucracy has become, it is worth noting that a number of
senior bureaucrats, once presumed to be the "Mr. Clean's" ofJapanese government, have been
implicated as having received bribes from Recruit. See Far Eastern Economic Review,
December 15,1988, pp. 35-36.
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Yetthe key point to remember about the LDPis that it is still a political
party designed to elect candidates, not to run the government. As a
consequence, its central organizational concerns are electoral, and the
policy links to the bureaucracy are most typically designed to ensure that
public policies are responsive to the party's electoral concerns. As a
tangible manifestation of this fact of life,consider simply the phenomenon
of zoku (tribes or policy groups) or giin renmei (Dietmen's leagues)
within the party. Zokugiin (policy experts within the LDP),we are told,
through their increased familiarity with the technical details of public
problems and policy proposals, provide a political check over bureaucratic
agencies. No doubt they do. But the kinds of checks they provide, though
possibly making policy more politically responsible than was the case
when most conservative politicians had far less technical expertise, also
reinforce the tendency toward turf battles and the insularity of bureau
cratic agencies from one another. This certainly has been true of zoku
ejfforts to protect various segments of agriculture, fishing, coal mining, and
small distribution networks from liberalization pressures. It is also true
that many of the ex-bureaucrats now entering the LDP come from highly
politicized and specialized agencies such as Home Affairs, Construction,
and Police, and less so far from general agencies such as MOFand MFA that
were once the prime producers of senior LDP officials.^^ Thus, the party
politicians that today exert such influence over decision making act
principally as individuals or as representatives of specific functional
interests, rarely as representatives of the party as a whole.

Within the LDP, the Seichokai (Policy Affairs Research Council) at
tempts to serve a coordinating role that would reduce the particularities of
such "turf battles." Yet the Seichokai is really a body representing the
diverse interests on any issue rather than a group or body above those
particularities, such as the Big Three or the Big Four, which once resolved
particularly contentious issues within the party.^3

There have been a number of efforts to control such innate centrifiigal
tendencies through the creation of new political institutions in govern
ment as well. On trade-related issues, for example, the Cabinet Secretariat
established an office of trade ombudsman to examine any claims of
bureaucratic interference with "free trade." MIPRO (Manufacturers' Im
ports Promotion Organization) has been created to encourage the promo-

52T.J.Pempel, "UneasyTowardsAutonomy: Parliament and Parliamentarians inJapan,"in Ezra
Suleiman, ed.. Parliaments and Parliamentarians in Democratic Politics (New York:
Holmes and Meier, 1986), pp. 142-144.

53HaruhiroFukui, "The Policy Research Council ofJapan's LiberalDemocratic Party: Policy
Making Role and Practice," Asian Thought and Society 11, 34 (March 1987):5-6.
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tion of imports as part of Japan's internationalization. Former Prime
Minister Nakasone alsoattempted to beefup the coordinating capabilities
of the Prime Minister's Office. He followed a rather different method of
seeking consensus, namely, the useofadhocor private advisory groups to
the Prime Minister. With shadings of difference, one can note recent
examples in the two commissions on administrative reform, and the Peace
Problem Study Group or the so-called Maekawa committee. Whether or
not such effortswill survive the personality of Nakasone, however, is sure
to remain an open question.

The dominant motif in contemporary Japanese decision making is
therefore thestruggle betweenfragmentation andcoordination. Most typ
ically, the keybattlelines on importantissues involve oneor moregovern
ment agenciesand their allies—interest group,politicians'group(s), and
oftenforeigners—against other agencies and their corresponding allies.
Although manypolitical institutionshavethe potential to serve ascoordi-
native or unifying decision-making bodies, the present evidence indicates
that the centripetalpowersheld byJapan's manypocketsofpowerremain
difficult to overcome

Processes inJapanese Decision Making

When oneexamines theactual processes ofJapanese decision making, this
tension between coordination and conflict, and more especially the
difficulties in resolving the fissiparous tendencies ofJapanese politics, is
readily apparent. But the processes of Japanese decision making have
changed in at least one important way, namely, the increased ability of
foreign actors—governments, groups, and individuals—to insert them
selvesinto what mightotherwiseappear to be adomesticpoliticalprocess.
This has contributed even more to the fragmentation of the decision-
making processes.55

This has certainly been the case on most issues of trade liberalization,
with MAFF, Nokyo, and a largenumber ofLDP politiciansin opposition to
counterforces typically organized around MITI, Keidenren, MFA, and
many U.S. and European multinationals. Pharmaceuticals saw a similar
coalition for liberalization, heavily weighted toward foreigners, lined up
against MHW and JMA. On the green card issue, over taxing interest
payments on postal savings, the MOF stood virtually alone in calling for
such taxation while MPT, many consumers groups, and numerous LDP
officials were vehemently opposed.

'•'Sato and Matsuzaki,/<m/wfd Seiken, pp. 158-162.
"This point is developed at greater length in Pempel, "TheUnbundling of 'Japan, Inc.,'"
pp. 291-294.
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On the FSX issue, many in the Japanese government (especially MIH
and SDF)and industry would have preferred a totally indigenous produc
tion line MOF and MFA originally held out for the most economical
arrangement, namely the counterstrategy of buying U.S. fighters "off the
shelf." Once the "defense" issue became blurred with the "trade im

balance" issue, however, and the FSX took hold as a notion, one could
identify even more complex lines that pitted various segments of the U.S.
policy network (especi^y the Pentagon and the Executive Office), plus
MITI and SDF, against the US. Commerce Department, many in Congress,
and many in the Japanese aerospace industry who would have preferred
not to share any production wiA the United States.'^

The number of recent cases could be multiplied, and surely the specific
lines of division would be different, but it is almost certainly the case that
most would reveal far more ^ency-to-agency division, far more splits
among politicians, and far more cross-cutting alliances ( many of them
including foreign actors) than theywould show agency agreement, (even
semi-) unified political leadership, and national-level coordination. The
pulls in the latter direction undoubtedly exist, but they would appear at
present to be far weaker than those in the opposite direction.

Asa consequence, issue-specific"turfbattles" and conflicts of authority
are likely to remain a part of near-term Japanese policymaking whether
bureaucrats or politicians hold sway, unless far stronger coordination
mechanisms can be created and, more important, institutionalized. And
this effort in turn is not likely to happen so long as there is little agreement
on a collective national agenda for the country and its policies as a whole

Implications for ASEAN

This is not the place for a detailed treatment of Japan's relations with
ASEAN. Other chapters in this volume address the problem more centrally.
But two or three brief thoughts may be worth consideration.

One of the first comments that must be made is that for ASEAN to

ensure itself a relevant place in the Japanese future, it must be on Japan's
agenda in some meaningful way. And at present that agenda is not very
clearly defined. Asa major industrial power,Japan will clearly be far more
interested in, and far more open to, the political changes that occur in
North America and Western Europe Difficult as it may be to accept, the
ASEAN nations do not currently rate a place at the top, or even in the top

excellent analysis of this problem is found in Richard J. Samuels and Benjamin C.
Whipple,"DefenseProduction and IndustrialDevelopment:TheCaseofJapaneseAircraft," in
Chalmers Johnson, Laura Tyson, and John Zysman, The Secret ofJapanese Productivity
(Cambridge: Ballinger,1989), pp. 275-318.
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three or four items, in the as yet inchoateJapanese political agenda. Given
the economic relationship between the two, that is not likely to change
easily. Japanese direct investment in ASEAN is dropping as a percent of
total Japanese investment; the same is happening in trade. Thus as Japan
looms larger and larger on the ASEAN horizon, the reverse is true for
ASEAN in relation to Japan.

As just one possible example of how this effect could be relevant,
consider the fact that Japan's participation in the Group of Five will
undoubtedly mean that the exchange rate ofthe yen will be fixed by Japan
through the Bank ofJapan, partly as a result of negotiations with the other
members of that body. But a fluctuating yen can have major impact on the
exports or imports of ASEAN countries, even though those countries
played no role in the bargaining nor probably even in the major calcula
tions of the bargainers.

Japan's commitment to liberalization and internationalization holds
some promise, but it would be well to remember that even as Japan is
committed in the abstract to marketplace economics and to letting sunset
industries die—all ofwhich would hold out the promise ofeasier access to
the Japanese market for producers in the nations of Southeast Asia—in
reality, Japan's politics are chock full of potential petty barriers to such
internationalization and liberalization, as everyone from exporters of
European skis to Thai chicken wings can attest.

In addition, the observations on the complex institutional and deci
sion-making processes in Japan should serve as a flag of caution to anyone
who feels he is dealing with an entity called "Japan," either for an
organization, a nation-state, or ASEAN as a whole As this chapter has
attempted to suggest, it is very difficult for there to be an unchallenged
"Japanese position" on most matters of import. Internal divisions and a
plurality ofpower make it very important for any outside actor to consider
the domestic implications of either demands made toward Japan or
promises given by Japan.

The converse, however, is also important. To lose is not necessarily to
lose permanendy. With so many centers of potential leverage inside the
Japanese system, and with foreign actors increasingly able to play very real
roles in the development of allies within that system, the opportunities for
the politically astute would seem almost infinite. If "it ain't over 'til the fat
lady sings," it might be weU to remember that Japan has a few political
fat ladies.
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6. Cooperation and Competition
Between Japan and the United States:
Possible Impacts on the ASEAN Region

MARIA SOCORRO H. GOCHOCO and

RUPERTO P. AL0N20

The common strategic interests that Japan and the United States share,
especially in the Asia-Pacific region, often prod the two countries to take a
cooperative stance in dealing with the different countries in the region,
especially when it comes to Official Development Assistance (ODA). A
prime example is the lead taken by these two countries in the matter of the
proposed Multilateral Assistance Plan (MAP) for the Philippines. At the
same time, however, one cannot help perceiving a sense of competition (or
even conflict) between the two countries in their trade and investment
relations with each other.

This ambivalence between cooperation for strategic reasons and
competition for economic reasons has become increasingly obvious,
especially in the niid-1980s.During this period, despite the U.S. economy's
recovery and curbing of strong inflationarypressures, its budgetary deficit
remained huge and kept the U.S. dollar overvalued so that its trade deficit,
especially with Japan, continued to grow. This imbalance prompted
bilateral negotiations in which then Prime Minister Yasuhiro Nakasone
appealed to the Japanese people to increase their consumption of imports
from the United States at the same time that a substantial appreciation of
the Japanese yen vis-a-vis the U.S. dollar was worked out. Similar pressure
was put on the newly industrializing economies (NIEs), with which the
U.S. trade deficit was dso growing substantially. These developments were
viewed positively at the time by many ASEAN countries as a step not only
toward the opening up of the huge Japanese domestic market for then-
exports, but dso toward possibly inching into the NIEs' market share in
U.S. imports, especially in light manufactures.

The currency realignments and "moral suasion" may indeed hav^e
helped reduce the U.S. trade deficit somewhat, but it has remained high in
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absolute magnitude. This is especially true of the deficit with Japan, which
in 1988 accounted for more than 40 percent of the total U.S. trade shortfall.
The appreciation of the Japanese yen has also triggered an increase in the
flowofJapanese tourists and equity capital to the United States,makingthe
Japanese presence more visible to the average American than previously.
Thus, protectionist sentiments in the United States appear to have been
rekindled once more, culminating in the inclusion of Japan in the list of
countries (together with Brazil and India) that are officially deemed
systematically to restrict American access to their markets. The so-called
"Super 301" provision, though not in itself setting sanctions on the listed
countries, is nevertheless feared by many as capable of triggering a trade
war that could contract world trade and cause a global recession, and some
U.S. policymakers are wary of its possible consequences.

The ASEAN bloc, of course, views these developments with much
concern, for relations with both Japan and the United States play a
significant role in each ASEAN country's economic structure—whether in
the area of trade, investment, financial capital flows, or official develop
ment assistance. This chapter will examine the possible implications of the
seeming dichotomy in strategic and economic interests between Japan
and the United States on the ASEAN economies in general and the
Philippine economy in particular.

ASEAN Economic Relations withJapan
and the United States: An Overview

During their meeting in Manila in December 1987, the ASEAN heads of
state took cognizance of developments in the world economy that could
adversely affect the prospects for growth and development in developing
countries, including the ASEAN countries. These developments include
the general slowdown in the world economy, the rising tide of protection
ism in world markets, large trade imbalances, the massive foreign debts of
less developed countries (LDCs), exchange rate instability, and the in
creased inflows of foreign investment and financial capital into the de
veloped countries. The annual growth in world trade has been falling,from
5 percent between 1971 and 1980 to 2.8 percent between 1981 and 1985.
The United States has a large trade deficit that it is trying to aUeviate by
expanding exports and reducing import growth, both of which will hurt
developing countries' exports. The European market is expected to be
more inward looking as Europe becomes a fully integrated economic area
by 1992, although this remains to be seen.

On the positive side, the strengthening of the Japanese yen meant that
theJapanese could buy more from and invest more abroad, some ofwhich
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would no doubt spillover to developing countries. TheJapanese yen has
gotten weaker compared with the U.S. dollar since the ASEAN summit
meeting with the result that the expectations on this front have been
somewhat dampened, especially for those countries like the Philippines
that have been pegging their currencies to the U.S. dollar.

Nevertheless, another positive development fromthe point ofviewof
developing countries is the fact that the United States suspended the
Generalized System of Preferences (GSP) for imports from Hong Kong,
Taiwan, Singapore, and South Korea; starting in 1989, these countries'
exports will be subjected to higher tariffs andmore limited quotas. This
action could translate into increased access to the U.S. market by other
developing countries. TothedegreethattheU.S. move ispartofitsstrategy
of limiting its Overall importgrowth, however, it may stiU handicap other
developing countries like the Philippines in the U.S. market.

Various reasons have been put forward to explain why Japan will
increasingly play themajor roleandwill consider increasing trade, aid, and
investmentto developingcountries, such as the Philippines, asbeingin its
best interests. It must be emphasizedthat there are many aspects to the
concept"national interest," andmaterial profits areonlyoneofthem. First
is the fact thatJapanhashad unprecedented current accountsurpluses in
recent years and is expected to continue to do so in the coming years.
Japan needs to recycle these surpluses in the same manner that the
recycling of petrodollars allowed many ASEAN countries to grow and
expand theirtradewithJapan inthe1970s. IfJapan recycles itssurpluses to
developing countries, it will not only be beneficial to the recipient
countries but will also further enhance Japan's role as a political and
economic world power and perhaps blunt some of the criticism Japan
receivesfor having trade imbalances in its favor comparedwith countries
like the United States.

Second,sinceJapan does not havea large defense budget relative to its
GNP, it is getting pressure from the United States to share in thecostsof
maintaining regional and world peace Japan can advance its security
interestsby tryingto promote peace and stability in the regionthrough
sharing some ofitseconomic wealth. ThePhilippines, whichhosts theUS.
military facilities, contributes directly to thesecurity andeconomic well-
being ofJapan, the Pacific region, and the rest of theworld. The United
States ships responsible for protecting oil tankers in the Gulf, on which
Japan andthe restoftheWest areso heavily dependent fortheiroilneeds,
areservicedbythe US. military facilities in thePhilippines. It isnowonder,
thffi thatJapan, SouthKorea, and the other ASEAN countriessee that it is
in their interest that these facilities remain in the Philippines. Giving aid to
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thePhilippines in exchange for theU.S. bases may be acheaperalternative
than increasing Japanese defense expenditures beyond the defense ex
penditure limit of 1 percent of Japan's GNP.There are those who believe
that theUnited States willtry topersuadeJapan to hasten itsparticipation
in a mini-Marshall Plan for the Philippines in an effort to keepits military
facilities in the Philippines.

Third, though Japan was able to maneuver itself successfully through
the two oil crises, in part by relying on some ASEAN countries for its
energyneeds, there are always pressureson costsofproduction to rise An
important element of cost saving in production is access to cheap re
sources and the shiftingof labor-intensive production processes to coun
trieswith a large supply ofcheap andskilled labor(Phongpaichit, 1988).
The appreciation of the yen since September 1985 has reduced the
competitiveness of industries in Japan and has induced them to relocate
abroad.

The remainder of this chapter will review trade and investment
relations and ODAprograms ofJapan and the United Stateswith the ASEAN
countriesin thehopeofadding historical perspective to theanalysis ofthe
implications of cooperation and/or competition between the two coun
tries. Thediscussion oftraderelations andODA willdwell moreonJapan
than on the United States, partly in recognition of the historical impor
tance ofsuch relations, the dominant role thatJapan may be expectedto
play in the future of the ASEAN economies, and the theme of this volume
itself, focusing on the Japanese role in the Asia-Pacific region. It will
attempt to relate certain developments in theworld economythat have a
bearing on these issues. Finally, some tentative conclusions will be drawn.

Trends in the ASEAN Trade Structure*

General Trade Patterns

ASEAN exports toJapan grewsubstantially duringthe 1970s, at anaverage
rate of 28 percent per year. The share of ASEAN countries in the total
importsofJapanincreasedfrom10percent in 1970to 15percent in 1980.
For the firsthalfof the 1980s, howevei;Japan's imports fromASEAN asweU
asfromtherest oftheworldshowed adecline; by1985, thedollarvalue (in
nominal terms) ofJapan's imports fromthe regionwasonly86 percent of
its 1980valueofUS 821 billion.Nevertheless, withJapan's importsfromthe
rest of the world declining as well, the ASEAN region's relative share
dropped only slightly, to 14percent ofJapan's total imports.

*This section draws on Alonzo 1987.



Cooperation and Competition betweenJapan and the United States 121

A basically similar pattern may be observed of Japan's exports to
ASEAN. Between 1970 and 1975, ASEAN imports from Japan grew at 27
percentperyear, declining to17percentperyear between 1975 and 1980.
After apeakofUS $15 billionwasreached in1981,Japan's exportstoASEAN
began to fall inabsolute terms evenasitstotal world exports recovered in
1984 and 1985. Thus, by 1985, the share of the region in Japan's total
exportswas only 6percentdown from the10percent level experienced in
theearly 1980s. ASEAN has maintained atrade surplus withJapan through
outthese periods, incontrast toJapan's tremendous surpluswiththerestof
the world. FromJapan's point of view, therefore, ASEAN has heen more
importantas a source of its imports than as a destination for its exports.

The overall trade picture, however; does not reflect differences in
trends experienced by the individual member countries. In the 1980s,
Indonesia and Malaysia, as major sources of raw materials and fuel,
accumulated huge surpluses, whereas Singapore and Thailand ran huge
deficits. ThepatternforthePhilippines hasbeenmixed, withtherelatively
small deficits of 1981 through 1983 turning into small surpluses in 1984
and1985. Butthesesurplusesweremainly theresultofacontraction inthe
economy, which reduced imports more than it reduced exports. The
Philippine balance of tradewithJapan became negative again by 1987 as
the economy began to bounce back from its recession, with imports
growing more than exports. Neither imports nor exports, however, man
aged to reach their 1983 levels withJapan or their 1984 levels with the
United States.

Thepattern that emerges fromthe natureandcomposition ofASEAN-
Japan trade is thatofa diversification ofthe exports andimports ofJapan
within the ASEAN market,with the changingroles ofthe differentmember
countries in their trade relationships with the trading partner. The expan
sionofJapan's tradewithASEAN inthe1970swasaccompanied byasimilar
expansion with less developed countries. Theshare ofexportsto LDCs in
totalJapan exports rosefrom 41 percent to 46percent between 1970 and
1980, asJapan's industrial structure became more competitive with the
industrialized countries and more complementary to the developing
countries (Kakazu 1982).

This complementarity, however, was notfully exploited in thefirst half
of the 1980s,when Japan's imports began to decline Evenas the ASEAN
countries' exports continued to grow (although at slower rates), this
period saw adeclining share ofJapan in total exports oftheregion (Table
1). For the Philippines, Singapore, and Thailand, the United States has
become the dominant export destination by 1984, perhaps with the
stimulation brought about by an overvalued dollar. Japan nevertheless
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Table 1

Percent Shareof MajorTrading Partners in ASEAN Countries' Trade,
1975,1980, and 1984

Imports Exports

1975 1980 1984^ 1975 1980 1984^

Indonesia

Japan 31.0 31.5 23.8 43.9 49.3 47.3
United States 14.0 13.0 18.4 26.2 19.6 20.6
EEC 19.7 13.4 14.9 5.7 6.4 4.7
Singapore 7.2 8.6 12.9 8.9 11.3 9.7

Malaysia
Japan 20.1 23.0 25.4 14.5 22.8 19.7
United States 10.7 15.0 16.1 16.1 16.3 13.2
EEC 20.4 15.5 14.1 23.3 15.2 14.6
Singapore 8.5 11.7 13.9 20.3 19.1 22.5

Philippines^
Japan 27.9 19.9 13.6 37,4 26.6 19.4
United States 22.2 23.6 27.4 29.8 27.5 38.0
EEC 12.5 10.6 10.8 16.0 18.5 13.4
Saudi Arabia 10.3 10.0 6.9
Singapore 1.4 1.9 6.0

Singapore
Japan 16.9 17.8 18.2 8.7 8.1 9.3
United States 15.7 14.1 14.6 13.9 12.7 20.1
EEC 13.0 10.8 10.0 14.0 12.3 9.7
Malaysia 11.6 13.9 15.0 17.2 15.0 16.1

Thailand*^

Japan 31.5 20.7 26.9 27.8 15.1 13.0
United States 14.4 16.6 13.4 10.6 12.7 17.2
EEC 17.1 12.8 12.1 16.1 25.8 20.5
Saudi Arabia 9.0 9.0 8.5
Singapore 2.0 2.0 7.9 9.1 7.7 8.4

^Figures for Malaysia are for 1983.
t»For the PhUippines, Singapore is not a major importer and Saudi Arabia is not a major
exporter. For Thailand, SaudiArabia is not a major exporter.

Source; UnitedNations,Yearbook of International TradeStatistics, 1984.

remained the major source of imports for the region, for the ASEAN
member countries continued to rely on the industrialized economies for
their intermediate and capital goods requirements.
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Commodity Composition ofASEAN Trade

The commodity composition of ASEAN-Japan trade shows the exchange
of resource-based exports from developing countries for the industrial
products of the developed country. More than 80 percent of ASEAN
imports from Japan are heavy industrial goods. Between 1975 and 1982,
the share of machinery in total imports from Japan expanded from 44
percent to 55 percent for Indonesia, from 52 percent to 62 percent for
Malaysia, and from 52 percent to 59 percent for Singapore. Meanwhile, the
bulk ofASEAN exports to Japan are in the form of foodstuffs (for Thailand),
raw materials (for Malaysia and the Philippines), and mineral fuels (for
Indonesia and Singapore). There has been some increase in the export of
processed goods from the Philippines and Thailand; with a low base to
start from, however, the share of processed goods in total exports to Japan
remains low.

The highly concentrated nature of member-country exports toJapan is
seen in more detailed commodity breakdowns. Oil-based and liquefied
natural gas constitute more than halfof the exports of Indonesia, Malaysia,
and Singapore to Japan. Exports of the Philippines and Thailand are more
diversified, but Philippine bananas (with a 20 percent share) and Thai
natural rubber (with a 27 percent share) still stand out. ASEAN has
strategic importance for Japan in certain commodities because the region
provides a huge share of the latter's imports of certain raw materials (71
percent of liquefied natural gas, 67 percent of natural rubber, 61 percent of
unwrought tin) and certain foodstuffs (83 percent of bananas, 40 percent
of fowls) (Yamazawa and Adachi 1986).

Implications ofChanges inJapan-US. Relations on ASEAN

Any changes in the economic relationship between Japan and the United
States are of course likely to impinge on the ASEAN economies' trade
relations with these two countries. Accurate estimates of the magnitude of
these changes in the future performance of the individual ASEAN econo
mies are not easy to trace, but broad macroeconomic directions are
clear: If a trade war ensued between Japan and the United States, the
economic slowdown in the two economies would generally lead to a
contraction of their imports from their trading partners and a consequent
decline in output and employment for these partners. The problem lies in
estimating the probable quantitative dimensions of these macroeconomic
effects.

A 1976 study by the Ministry of International Trade and Industry
(MITI), cited by Kakazu (1982), estimates these effects to be substantial,
for the import elasticities of demand by these two countries for the
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individual ASEAN countries' products and the corresponding trade multi
pliers for ASEAN country exports arerelatively high. Given thetrade and
domesticou^ut structure in 1975, Indonesia would be the ASEAN coun
trymost adversely affected byaJapan slowdown and Singapore would be
the least affected. The effects, of course, cut both ways, with positive
developments in theJapanese economy benefiting Indonesia themost and
Singapore the least.

The ASEAN countries, therefore, clearly have a stake in the continued
cooperationbetweenJapanand the United States, for theycannotexpect
much to gain by wayof trade diversion in the eventof increased trade
conflict between the two. If at all, perhaps only Singaporewould benefit
from any reduction in trade betweenJapan and the United States, for its
exportstend to be morecompetitive wdth the commodities that the two
Qapan and the US.) trade with each other.At the same time, the ASEAN
countries should sustain their efforts in diversifying their trade across
morepartnersasawayofspreading their risks in the eventofacontraction
in the economies of their two major trading partners. BothJapan and the
United States, of course, have more to lose with soured trade relations
between them, but there is no guarantee that bilateral negotiations will
necessarilyend up for the common good.

Foreign Direct Investments in ASEAN^

The Nature ofInvestment Flows

Foreign directinvestment (FDl) consists ofnewequity capital, reinvested
earnings, net borrowing from a parent company or its aiffiliates, and the
transfer of technology andmanagerial andmarketing skills. Fromthepoint
of view of developing countries, several advantagesof direct investment
over borrowing to achieve growth may be identified (Michalopoulos
1985).First, equity financing requirespaymentsonlywhen the investment
earns a profit, whereas debt requires payment irrespective of the eco
nomic conditions of developing countries. Second, payments to foreign
direct investors are under the purview of the host country, whereas debt-
servicing requirements, being dependent on interest rates set in world
finanrial markets, are not as easily controlled by developing countries.
Third, onlya portion of theprofits fromdirect investment are repatriated
because most are reinvested in the host coimtry, whereas the principal and
interest servicingon debt have to be paid. Between1973 and 1982, for
example, an average of about 56 percent of earnings by US. company
affiliatps in developingcountrieswere reinvested(InternationalMonetary

2Thissection draws heavilyon Gochoco 1988 and 1989.



Cooperation and Competition betweenJapan and the United States 125

Fund1985).Finally, direct investment aUows the matching ofthe maturity
structures of the earnings from an investment and the repayment ofcapitd
used to finance it,with little efifect on theshort-termfinancing problemsof
developing countries.

Trends and Patterns ofU.S.FDI in ASEAN

The basic features of U.S. FDI in ASEAN countries are its concentration in
large-scale, import-oriented, natural resource—based projects such as FDI
in petroleum in Indonesia, and its emphasis on labor-intensive industries
operating either for export or for import-substitution such as FDIin some
manufacturing industries (Suriyamongkol, 1987).

Total U.S. FDI in ASEAN, excluding Brunei, amounted to USli9.84
billion in 1986, representing only 3.7 percent of total US.FDIworldwide
This figure represents a very slight increase from 3.5 percent of total U.S.
FDI worldwide in 1982.In 1987,US. FDI in ASEAN increased slightlyfrom
the 1986 figure to $10.05 billion. Among the ASEAN countries, Thailand
registered an impressive increase of 22.3 percent in US. FDI growth
between 1986and 1987, almostat par with that ofSouthKorea, although
between 1985and 1986U.S. FDI growth in Thailandactuallyfell. Malaysia
also posted an increase in the rate of growth of US. FDI in 1986-1987
comparedwith 1985-1986, whereasIndonesia, the Philippines, andSinga
pore had smaller rates of growth of US. FDI in 1986-1987 compared with
those in 1985-1986.

The sectoral composition ofFDIdiffers in each of the ASEAN countries.
In Singapore,most of the new FDIshavebeen in high-tech industries such
as computers. In Indonesia, about 60 percent of FDI is in the petroleum
industry, followed by textiles and leather products. Similarly, in Malaysia,
FDI is concentrated in food, textiles, and electronics. For the Philippines,
the areas for FDI are food, chemicals, paper, metal, and mining. For
Thailand, FDI is divided almost equally among services, manufacturing,
and mining and construction.'

Table 2 shows that petroleum investments in Indonesia and the man
ufacturing of electronic equipmentand banking particularly in Singapore
were significant sources of US. income from FDI in 1985. Table 3 shows
that U.S. FDI in the Philippines and Thailand was apparentlyconcentrated
in import-substituting industries, as shown by the low ratio of exports to
total salesof US. affiliates. The exception to this rule isSingapore In terms
ofemployment, US. FDI in thePhilippines accountedfor the largest, at 1.04
million workers employed in 1982.

^See U.S. Department of Commerce, Surveyof CurrentBusiness(Washington, D.C.; Govern-
ment Printing Office), annual issues.
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Table 2

U.S. Investment in ASEANCountries, Investment Income Abroad
(inUS$ millions)

Sector/Industry Indonesia Malaysia Philippines Singapore Thailand

Petroleum 1,394 a -18 -40 92

Manufacturing: b

-44

356 22

Food & Kindred 2 -2 —

Chemicals & Allied products 5 3 26 3

Metals (primary & fabricated) -1 1 -2 —

Machinery, except electrical —
1 0 53 5

Electric and electronic eqpt. -2 19 8 155 13

Transportation equipment 0 0

8

0

Others -4 —
2

Wholesale trade 8 23 12 7

Banking 3 14 33 79 1

Finance (except banking,
insurance, real estate) 5 1 5 1 -1

Services -1 3 -4 2 2

Other industries -2 6 2 10

Total 1,407 333 95 413 134

a... = data suppressed to avoiddisclosure of individualcompanies,
b— = less than $500,000.

Source: US. Department of Commerce, Survey of Current Business 66, as cited in
Suriyamangkol 1987,p. 140.

Tosummarize,the share ofU.S. FDI goingto ASEAN remainssmalland is
a relatively insignificant component of total flows to ASEAN. U.S. FDI in
ASEAN is concentrated in large-scale, import-oriented, natural resource-
based industries that sometimes come into conflict with national policies
of ASEAN countries, such as the development of small- and medium-scale
industries that are labor intensive. This practice not only contributes to the
lack of complementarity between the U.S. and ASEAN, it also tends to
intensify the competition within ASEAN. The only country in ASEAN
where employment generated by US. FDI is high is the Philippines, but
even this figure is small from a national standpoint. Thou^ US. FDI
worldwide hasshiftedawayfromextractive industries into manufacturing,
the largest amount ofUS. FDI inASEAN isin thepetroleum industry, with
manufacturing running only second. Private flows are predominant in
high-income countries like Singapore.
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Tables
Selected Data on U.S. Investment in ASEAN, 1982

(in US$ millions)

Number of Total Sales Ratio of US. Exports US. Imports
Host Total Employees (Goods and Net Exports to Shipped to Shipped by

Country Assets (1,000) Services) Income Total Sales® Affiliates Affiliates

Indonesia 6,990 52.7 12,543 2,037 0.661 395 2,097
Malaysia 3,333 60S 4,319 379 0.473 977 1,142
Philippines 3,566 104.7 3,596 24 0.160 313 305

Singapore 6,251 46.1 14,114 543 0.820 956 1,334
Thailand 1,431 29.4 2,590 15 0.212 299 66

Total 21,571 293.7 37,162 2,998 2,940 4,944

^Includes sales to the United States as well as to other countries.

Source: U.S. Department of Commerce, 1982 Benchmark Survey ofU.S. Direct Investment,
as cited in Suriyamongkol 1987, p. 138.

Japan's Direct Investments in ASEAN

Following the appreciation of the yen since 1985, Japan has emerged as a
major supplier of equity capital in the Asia-Pacific region (Rana 1988).
Aside from the strengthening of the yen, the increase in financial flows in
the form of equity capital can be traced to world developments such as the
increase in real interest rates in the 1980s as the OPEC oil glut reduced
OPECs surplus, which made borrowing from commercial banks expen
sive, and more open international capital markets, which have made
financial flows from private sources easier. In Japan's case, there was a
substantial liberalization of controls on capital outflows. The rising yen
and real wage increases also make Japanese industries less competitive and
provide an impetus for Japanese firms to relocate abroad. At the same time,
some Asian countries have adopted a more liberal attitude toward foreign
investments.

It is worth noting that Japan's relative share of FDI in the Asia-Pacific
region has been declining. From March 1975 to May 1987, the share of
Japanese FDI going to North America almost doubled. In the mid-1970s,
ASEAN had a 20 percent share of totalJapanese investments, but this fell to
less than 4 percent in 1986 (Lim 1988). The reason often cited is that the
Japanese domestic market as well as markets in Asia became saturated in
the 1980s, meaning that the limits to the size of the domestic markets were
reached. Japan began to depend increasingly on its export markets in the
European Community (EC) and the United States. At the same time, in
order to counter the rising tide of protectionism, Japan is using direct
investments in these countries to secure its markets. It is apparent.
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therefore, that Japan is acting on the basis of its own interests, which
encourages a larger share of FDI to other regions besides ASEAN.

As far as ASEAN is concerned, Japanese investments in the 1980s
increased in Malaysia, Singapore, and Thailand and fell in the Philippines
and Indonesia. In addition to Japan's desire to secure its markets abroad,
Japanese investmentswent to North America instead of ASEAN between
1982 and 1985, for all the ASEAN countries' growth rates declined. It is
apparent, therefore, that not all the ASEAN countrieswere able to capital
ize on the increase in Japanese investments arising primarily from the
strengthening of the yen.

There has been a change in the composition of Japanese FDI. Tradi
tionally, manufacturing was the preferred area. Currently, investments in
commercial and service industries, such as finance, insurance, and trans
portation,havebecomeimportant.Theshareof investmentgoingto labor-
intensive industries has decreased, however. This change tends to impart a
bias againstASEAN and developing countries that havesurplus labor. For
the Philippines and Indonesia, mining and manufacturingcontinue to be
the primary areas of investment. The United States remains the largest
foreign investor in the Philippines, although Taiwanhas also become an
important investor.

ASEAN's biggest loser inJapanese investments has been the Philippines.
Between 1982 and 1986, the Philippines experienced political instability,
negative growth, double-digit inflation, and the worst export growth
performance in ASEAN. Japanese Ministry of Finance data show that
Japanese investments in the Philippines(in both equity and extension of
branches) hit an all-time low of US!521 million in 1986 (Lim 1988). How
ever, recent data from the Central Bank on registered equity investments
(excluding extension of branches) show an increase in Japanese invest
ments from USS371.62 million in 1986 to US$395.97 million in 1988. In
terms of Board of Investments (BOI)-approved equity inflows,Japanese
investments increased 329 percent between 1987 and 1988. The level of
investments represented by this is second only to that of Taiwan, which
had the largest amount of BOI-approved equity investments in the same
period.

Determinants ofForeign Investment Flows

The amount of FDI flows from developed into developing countries,
which declined in the 1970s, increased in the 1980s. One reason often
cited is the following: In the 1970s, commercial loans were readily
available to developing countries and real interest rates were low, even
negative. This situation encouraged borrowing by developing countries
rather than their attempting to attract FDI flows. At the same time, the
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OPEC countries, to which most of world savings accrued in the 1970s, did
not undertake direct investment in developing countries and opted to
acquire equity in already existing entities in developed countries. The
funds were placed in commercial banks, which recycled them. In the
1980s, bank borrowing has become expensive Real interest rates in
creased as the OPEC surplus was dissipated and commercial banks had no
more of the earlier surplus to recycle. Many developing countries that had
borrowed heavily in the 1970s found themselves saddled with debts and
unable to borrow as easily in the 1980s. Though the ability to borrow may
offset FDI flows to some extent, the relationship is not always inverse As
mentioned earlier, the countries with large debts also tended to have large
amounts of FDI. This positive correlation between the amounts of exter
nal debt and FDI may arise because some of the indebted countries have
allowed their creditors to convert debts into equity in host countries.

The kind of capital inflows, whether oflScial or private, seems to be
dependent on the income of the recipient country. Official flows tend to
dominate in countries that are least attractive to private investors, such as
the Philippines in the late 1970s and early 1980s. On the other hand,
private capital inflows are predominant in high-income countries like
Hong Kong and Singapore Though income may be important in determin
ing the nature of the capital inflow, it is less so in determining the share of
FDI accruing to a country. Indonesia, for example, is the poorest country in
ASEAN, yet its share of FDI is high. In addition to the policies of host
countries, other factors presumably explain the amount of FDI in a
country. In the case of Indonesia as well as Malaysia, the abundance of
petroleum and other natural resources is important. The size of the
domestic market in Indonesia, the Philippines, and Thailand, and the
favorable conditions for marketing in countries like Singapore, Hong Kong,
and South Korea, are also presumably important in explaining the amount
of FDI in a country (Rana 1988).

As mentioned earlier, the policies of developing countries toward FDI
are important elements in determining not only the amounts but also the
areas of FDI. As governments increased control of natural resources
though nationalization offoreign-owned assets or restrictions on the entry
of foreign capital into certain sectors, FDI in the extractive industries fell.
The strict control of ownership also probably explains why there has
traditionally not been much FDI in agriculture. The fact that U.S. FDI in
ASEAN, particularly Indonesia, is largest in the petroleum industry largely
reflects the technological advantage of the United States in such industries
rather than the lack ofstrict control ofownership by host countries. FDI in
manufacturing could have increased partly in response to trade restric
tions that were part of the earlier national policies of import substitution.
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as in Hong Kong, South Korea, and Singapore, and to serve domestic
markets (IMF 1985). Perhaps the increase in investment in the service
sector is also a response to these kinds of national policies.

It has also been argued that U.S. FDl not only tends to locate in import-
substituting, high-tech industries, but is also frequently undertaken by
large multinational corporations (MNCs) whose domestic structure is
oligopolistic (Hill and Johns 1985). As such, U.S. FDl allegedly comple
ments the strategies of MNCs rather than the industrial structures of the
ASEAN countries (Suriyamongkol 1987). These strategies include raw
material extraction for export, high-tech, and highly capital-intensive
requirements. Furthermore, these strategies force the ASEAN countries to
compete against each other.

Pangestu (1987) uses an investment-intensity index approach to show
that the high intensity of investment flows between Japan and ASEAN is
caused by high complementarity in industrial structures, and high country
bias. For the United States and ASEAN, despite average levels of overall
complementarity, the intensity of investment flows is low. Country bias
factors, mostly geographical proximity, are lacking in the U.S.-ASEAN
relationship, whereas this is not so between Japan and ASEAN. Given the
high intensity of investment flows from Japan to ASEAN, a tightening in
American openness to Japanese investment is then likely to divert the
Japanese funds to the ASEAN countries. The issue, however, is how the
ASEAN countries will share the inflow among themselves.

Official Development
Assistance to the Region^

The Distribution, Composition, and Terms ofODA

Trends and patterns ofJapanese OfficialDevelopment Assistance to devel
oping countries havechanged between the 1960sand the 1980s.Whereas
in the 1960sJapan was only a minor ODA contributor, between 1976 and
1986 Japan's ODA increased fivefold and was second only to the U.S. in
volume in 1986 (Pante 1988). In 1986, Japan's ODA stood at US$5.63
billion, a 48.4 percent increase over the level in 1985. A major reason for
this large increase in 1986 was the sizeable appreciation of the yen starting
in September 1985. Between 1983 and 1987,Japan's ODA budget grew by
an average of 8.3 percent per year, whereas the general budget account
only grew by 1.7percent annually. However, Japan still lags behind other
development assistance countries (DACs) in terms of the proportion of

"^This section draws on Gochoco 1989.
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GNP allotted to ODA and in terms ofODAper capita. Japan is ranked only
fourteenth relative to other DACs.

The share of Japanese ODA going to ASEAN countries, however,
declined from 31.3 percent in 1985 to 23 8 percent in 1986, even though
the actual amounts to ASEAN increased from US$800 million in 1985 to

US$914 million in 1986. Japan's aid to other regions increased at a much
greater rate than that to ASEAN. Compared with 1980, the amoimt of ODA
going to ASEAN to 1985 did not increase substantially because of a large
drop in ODA disbursements to Indonesia. A large reduction in net dis
bursements to Malaysia also took place between 1985 and 1986. At the
same time, there was a rapid expansion in aid disbursements to the
Philippines between 1982 and 1986.

Among the ASEAN countries, ODAas a percentage ofGNP is highest for
the Philippines, at 1.5 percent. With the exception of Indonesia and
Singapore, more than half of all the ODA received by ASEAN countries
came from Japan. At 68.5 percent, Thailand has the highest proportion of
Japanese ODA. Another notable development is the emergence of China as
the largest single recipient of bilateral aid since 1982, probably reflecting
Japan's interest in China as a potential source of raw materials and, more
important, as a market for Japanese goods. About 13 percent of total
Japanese bilateral aid went to China in 1986.

It is not clear, however, if Japan is favoring China at the expense of
ASEAN because of numerous problems in disbursements. Meanwhile, the
ranking of countries receiving bilateral aid from Japan has changed, with
the Philippines occupying second place in 1986.

In terms of the composition of ODAto ASEAN, the grant component
has more than doubled compared with the loan component in the period
1982 to 1986.The grant-loan mix for ASEAN is about 42 percent grants and
58 percent loans (Pante 1988). On the other hand, the grant-loan mix in
the case of Africa is about 66 percent grants and 34 percent loans and
likewise favors grants in the case ofCentral and South America. Overall, the
grant element of Japan's ODA stood at 73.6 percent in 1984-1985, an
improvement over that in 1970-1971. This was, however; below the
average of 90.3 percent for DAC countries in 1984-1985. In 1985, only
Japan did not meet the concessionality target among DAC countries.

Individually, there is a wide variety of grant-loan mixes among the
ASEAN countries. In 1986, Indonesia had the most favorablegrant-loan mix
(68.3 percent grants), followed by Thailand (48.3 percent grants), the
Philippines (18.4 percent grants), and Malaysia (15.4 percent grants). It is
not clear how Japan decides on the grant-loan mix. Indonesia enjoys the
most favorable grant-loan mix perhaps because it has the lowest per capita
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GNP in the region. It is not dear, however, why Thailand has a better grant-
loan mix than the Philippines since the latter has a lower per capita GNP.In
fact, it has been noted that there seems to be a negative association
between per capita assistance and per capita income (Alonzo, 1987). On
the other hand, Thailand has become something of a "front-line state"
Japanese investments have been flowing into Thailand particularly in the
period 1982 to 1985, which were years ofpolitical and economic decline
in the Philippines. That Malaysia has a grant-loan mix not too different
from that for the Philippines is also hard to explain, since Malaysia's GNPis
more than double that of the Philippines. Also, though China received the
largest share of bilateral ODA, most of this (82.5 percent) was in the form
of loans. Perhaps the grant-loan mix reflects historical factors that do not
change much.

The terms of ODA loans from Japan, including interest rates, length of
maturity, and grace periods, tend to be less generous than those of other
DAC countries (Pante 1988). In 1985, for example, the interest rate on
Japanese ODA loans was the highest (3.7 percent) among DAC countries.
In terms of length of maturity, Japanese ODA loans ranked sixth at 27.7
years compared with 35.6 yearsfor the UnitedStates. Japan,however, had
the fourth longest grace period of 8.8 years among the DAC countries.

Since 1978, Japan has pursued a policy of untying ODAloans. Untied
assistance in Japan's bilateral loans reached 61 percent in 1985, whereas
that portion for the US. and France was 14 percent and 39 percent,
respectively. The proportion of tied grant aid is high, however (an esti
mated 55 percent in 1983). ThoughJapan has pursued a general policy of
untying loans, there is a feeling among some countries that the manner in
which projects are developed and funded still favorsJapanese suppliers.

Recent Developments in Economic Cooperation

Perhaps the most notable development in Japan's assistance to ASEAN is
the establishment of an ASEAN-Japan Development Fund (AJDF). This
fund is a financial cooperation scheme designed by the government of
Japan to encourage the development of the private sector of ASEAN
member countries and the promotion of intraregional economic coopera
tion within ASEAN. Aspart ofJapan's recycling of its surpluses, no less than
US 32 billion ofuntied financial resources will be made available to ASEAN

countries under this arrangement over a three-year period. "Rvo-thirdsof
the loans under AJDF will be sourced from the Overseas Economic
Cooperation Fund (OECF) and the rest will come from the Japan Export-
Import Bank. AJDF'smain focus will be the private sector. Private ventures
and government-related entities can potentially be funded; only govern
ment or government-related institutions, however, may be direct bor-
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rowers. Private financial institutions and other private entities may be
direct borrowers only under Category B or under existing Ex-Im Bank
schemes.

To promote direct overseas investment from Japan to ASEAN, the
ASEAN-JapanInvestment Fund has also been established, funded by both
private and official sources. The Japan-ASEAN Investment Company
OAIC)will manage the fund and participate in equity in ASEAN countries.
The equity participation, however, is seen as temporary in the sense that
when the enterprises have achieved steady growth, equity held by theJAIC
will be sold in ASEAN stock markets or by other means in ASEAN. In the
case of equity investment as well as two-step and three-step loans, there
will be no counterpart funding required of ASEAN countries.

Japan has also promised to undertake efforts to promote market access
for ASEAN products intoJapanese markets through institutions such as the
ASEAN Promotion Center and the Japan External Trade Organization
Oetro).

During the Experts' Meeting on ASEAN-Japan Cooperation, held in
Tokyo from November 30 to December 1,1987, several aspects of conces-
sionality were discussed and agreed to. These included the following: (1)
procurement under OECFand Ex-Im Bank loans would be fully untied; ( 2)
there would be flexibility on mark-up and spread for two-step loans; (3)
there would be no requirement for counterpart funding by either govern
ment or financial institutions for two-step loans; (4) Japan would try to
enhance ASEAN's access to its domestic market; and (5)Japan would seek
the promotion and transfer of technology through institutions such as
the JAIC.

The feeling persists among ASEAN members, however, thatJapan is not
being concessional enough and could be more so. There were several
unresolved issues: (1) Japan's reluctance to be concessional on interest
rates on OECFloans, which, as discussed earlier, are generally higher than
interest rates on loans from other DAC countries; (2) its reluctance to
lengthen the maturity and grace periods for these loans; (3) its reluctance
to waive the requirement of government guarantee on OECF loans (it is
only willing to do so for Ex-Im Bank loans on a case-by-case basis); (4) the
absence ofa commitment on the currency mix for OECFloans; (5)Japan's
hesitance to undertake direct equity investment in projects or financial
institutions. The participation of Japan in direct equity investments is
limited to its 100 percent ownership of the Japan-ASEAN Investment
Corporation.

The problem with denominating OECFloans in yen is that the servicing
burden of the borrower increases each time the yen appreciates. The latter
is a very real possibility despite the current strengthening of the dollar.
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since all the available projections indicate that Japan will continue to
experience surpluses in its current account in the coming years. At the
same time, there are no contingency funds to help borrowers against such
effects of currency appreciation.

In short, a number of areas exist where Japan could be more conces
sional so that its assistance to ASEAN would yield the most benefits to
ASEAN. This view had been expressed not only by ASEAN and individual
ASEAN countries, but also by some sectors in Japan. The Keidanren, for
example, points out that fund-raising costs for OECFloans tend to be high
because they are partly financed through the Japanese government's
general account as well as by funds made available through the fiscal
investment and loan program. The Keidanren proposes that budgetary
allocations from the general account be increased and that the OECF issue
foreign bonds to finance aid projects denominated in foreign currencies.

What are the prospects for Japan's raising its ODA:GNP ratio to a level
commensurate with its status as an economic power?Japan's medium-term
target, set in 1985, states that the volume of ODAis targeted to increase to
more than US$40 billion during 1986-1992 and to double the ODA
amount in 1995. If this is achieved, Japan's ODAiGNP ratio would reach
0.42 percent in 1992.For this to happen, ODA would haveto grow by 10.5
percent annually. Since there was a 48.4 percent growth rate of ODA in
1986,ODA would onlyhaveto growby 8 percent per yearfor the targets to
be met. The target may even be overshot, depending on what happens to
the yen. It has been estimated that Japan will post a current account
surplus of US$60 billion to US$80 billion a year between 1988 and 1992.
On the other hand, it has been pointed out that most of the surplus capital
in Japan is held by private sector, but the problem is not insurmountable if
Japan decides to take the lead in a mini-Marshall Plan.

The Multilateral Assistance Initiativefor the Philippines

The Multilateral Assistance Initiative for the Philippines is an example ofa
situation in which cooperative rather than competitive arrangements
between Japan and the United States would benefit the aid-receiving
country. This so-called mini-Marshall Plan is an arrangement whereby
US$8- $10billion would be made available to the Philippines in the form of
grants and concessional loans over a five- to ten-year period. Japan is to be
the primary source of the funds; other developed countries will provide
additional funds. Though it is clear that the Philippine government,
particularly the president and the chiefdebt negotiators, have pinned their
hopes on the mini-Marshall Plan, there exists a degree of skepticism about
the "additionality" in the plan. Some donor countries, for example, have
already stated that aid previously earmarked as part of their bilateral
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assistance to the Philippines will simply be coursed through the plan. From
the Philippine perspective, it may also be more difficult to obtain the best
terms from donor countries if all sign at a single pledging session. It is
unclear, at this point, why Japan has not yet taken the lead in a mini-
Marshall Plan for the Philippines. One reason is perhaps the fact that
although the Philippine government has identified certain structural re
forms as necessary for the economy to sustain growth, not all the necessary
changes involve budgetary support. It is equally important to build the
necessary institutions to sustain democracy and economic growth.

Because this is so, it is not immediately apparent that more financial aid
from Japan, unless it helps in the rebuilding of institutions, will be all that
useful. The bigger question in all this is the interplay betweenJapan and the
United States, and specifically the role of the military bases in that interplay
which has a bearing on the Philippines. It is unclear whether the United
States is pressuringJapan to hold off on the mini-Marshall Plan, just as the
United States itself is doing, unless a commitment on the bases beyond
1991 is given by the Philippines, something which Japan also wants. The
reasons for Japan's wanting the bases to remain in the Philippines are
economic and political in nature. Other Asian countries likewise do not
wantJapan to assume a more militaristic stance, such as raising its defense
expenditures, because they fear a return of a new militarized and rich
Japan. These statements are highly speculative and perhaps better dealt
with by political scientists. Nonetheless, it is curious to note that for all the
rhetoric about a mini-Marshall Plan, the Philippines has received nothing
thus far, not even more decent treatment from its foreign creditors for
having thrown out a dictator, displaying willingness to pay its debts, and
paying its dues through severe belt-tightening measures. At the same time,
the Philippines has not committed to granting an extension of stay of the
military bases beyond 1991.

Conclusion

This chapter has been an attempt to trace out the possible implications of
the changing environment in Japan-U.S. relations on the ASEAN econo
mies in general and the Philippines economy in particular (especially in
the area of official development assistance). The global recession of the
1980s, large trade imbalances, the rising tide of protectionism, the debt
problem of many developing countries, the large budget deficits of the
United States that have made it a debtor country, the impending comple
tion of Europe's economic integration, Japan's enormous current and
projected current account surpluses, and the strengthening of the yen are
events that have started to reshape the relationships among the United
States, Japan, and the ASEAN countries, including the Philippines.
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At the very least, the path seems to point to the inevitably increasing
role ofJapan in the economic resurgence of the region. In so doing, Japan
can advance its own economic interests by, for example, relocating in
ASEAN, where costs are generally lower; can increase ODAand investment
flows to ASEAN, and to the Philippines in particular, to recycle its product
—possibly to prod the latter to extend the lease on the military facilities
beyond 1991.The overall relationship betweenJapan and ASEAN, however,
differs from the bilateral relations betweenJapan and each ASEANstate in
the areas of trade, FDI, and ODA.

Without denying the increasingly significant contribution ofJapan to
ASEAN economic growth, it is apparent, however, that compared with the
other regions ASEAN has not been the highest recipient of capital flows in
the forms of ODAs, loans, and investments. Part of the reason for this state
of affairs is the need to secure markets for Japan's exports in North
America, where the rising tide of protectionism threatens Japan's exports.
Another reason may be the existence of problems in the disbursement of
aid. There seems to be no clear-cut rationale to explain the criteria for the
amounts ofJapanese ODAthat a country receives. Yetit bears emphasizing
that Japan should not necessarily be appealed to on moral grounds; rather,
ASEAN can only seek to convinceJapan that it is in the latter's best interests
to grant larger shares of aid, investments, and trade to ASEAN. Indeed, the
United States and Japan have often displayed competition, even friction, in
their dealings, a fact that may engender competition/cooperation among
ASEAN states as well.

Both the United States andJapan must also realize that even in the area
of economics much can be gained from cooperation. Certainly, both the
United States and Japan would lose if a trade war ensued. Sowould the rest
of the world, including ASEAN. Isolationism and protectionism can benefit
no one Their strategic interests, such as maintenance of regional security
and world peace, also call for cooperation and perhaps, in view of the
internal difficulties of the United States, even a form of burden sharing
whereby Japan will increasingly bear the costs.
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7. America's Evolving Relationship with
Japan and Its Implications for ASEAN

GERALD L CURTIS

This chapter offers an assessment ofU.S.-Japan relations and their current
and potential impact on the interests of ASEAN. The analysis focuses
broadly on the U.S.-Japan relationship rather than on U.S.-J^an interac
tions in Southeast Asia alone It does so because developments in U.S.-
Japan relations that have no direct relationship with ASEAN can have far-
reaching effects nonetheless on the interests of the countries in that
region. Decisions taken in the context ofbilateral U.S.-Japan relations, for
example, whether in the areas of trade, defense, or "burden sharing," often
have major spillover effects on third countries, and nowhere more pro
nounced than in East and Southeast Asia. Moreover; since the U.S.-Japan
relationship is a crucial element in the management of the international
economic system, the policies these two countries pursue in regard to
global economic issues have a profound impact on all other nations,
including of course the countries in ASEAN. It is important to recognize
the significance of these global and bilateral issues and trends in order to
comprehend the evolving triangular relationship among the United States,
Japan, and ASEAN.

The chapter is divided into four sections. The first section, a summary
review of the evolution of the bilateral relationship between the United
States andJapan since the conclusion ofWorld War II, highlights structural
changes in Ae relationship that are challenging some of the most basic
assumptions on which U.S. policy toward Japan in the years following
World War II were based. The second section assesses the current state of

the relationship, and the third deals with burden-sharing issues as they
relate to defense and Official Development Assistance (ODA). The fourth
section, finally, focuses on the US.-Japan-ASEAN triangular relationship in
its economic and political security dimensions.

138
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The Decline of the

Magnanimous Hegemon

With an initial postsurrender objective of ensuring that Japan would not
again become a threat to world peace, the United States pursued a two-
pronged policy aimed at Japan's demilitarization and democratization.
With the outbreak of the Cold War,however, and well before the decade of
the 1940s had ended, the emphasis in United States policy toward Japan
shifted to securingJapan's participation in America'ssystem of alliances to
contain the SovietUnion.Support forJapan'seconomic reconstruction and
for its democratization, and even the acceptance of a minimal Japanese
military security role,were part and parcel of a strategy designed to ensure
thatJapan would be apoliticallystable and economicallystrong allyin the
struggle against Soviet communism.

American strategy was not static. It assumed that as Japan grew in
economic strength, and as social and political stability increased, that
country would play an increasingly larger role in self-defense, reduce
government controls over the economy,and take on burden-sharing roles
to contribute to the economic development of other noncommunist
countries in its part of the world. But the strategy was premised on the
indefinite continuation of what is now the fashion to call American

hegemony, namely, the overwhelming economicand militarypower of the
United States and its overarching role in maintaining the international
economic and political/security system.

Within this context of American global strategy, postwar American
policy toward Japan was based on a number of fundamental assumptions
about American national interests. Three in particular stand out in impor
tance, and together they provided a framework within which the United
Stateswas able to order priorities and determine tactics in its dealingswith
Japan across a broad array of issue areas. The fact that not one of these
assumptions remains entirely valid today is a mark of how fiindamentally
the U.S.-Japan relationship has changed.

The first and most important assumption was that it was in the U.S.
interest to help Japan rebuild and strengthen its economy and that an
effective way to do this was to help Japan secure access to markets for its
exports. The United States not only opened its own markets to Japanese
goods but lent its power as well to prying open markets in Europe and
elsewhere to Japanese products. Although the General Agreement on
Tariffsand Trade (GATT) system was premised on the idea of reciprocal
free trade, the United States pursued for a long time what amounted to a
unilateral free trade policy toward Japan, permitting Japanese products
access to the American market while not protesting heavily protectionist
restrictions on imports into Japan. The United States saw few costs and
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enormous benefits in such magnanimous policies, which had the effect,
after all, of creating a strong Japanese ally.

Americans did not begin to question the wisdom of this policy until the
1960s and did not frontally challenge it until much more recently Indeed,
John Foster Dulles and other architects ofpostwar American policy toward
Japan were convinced that Japan could not produce products that the
United States or other advanced countries would want to buy. They
believed that Japan's major export markets would lie in Asia,where Japan
could sell the kinds of low value-added and low-quality export items for
which it had become famous before the war in exchange for access to the
region's primary commodities.

Other Asian countries were more apprehensive of Japan's potential
economic resurgence. European countries also worried about Japanese
competition, with many of them invoking their rights under Article 35 of
the GATT to continue to restrict Japanese imports after Japan joined the
GATT in 1955. But the United States championed Japan's economic re
covery and used its dominant power in the international economic system
to help Japan secure the opportunities for the export growth it needed to
pay for its burgeoning requirements for raw materials and other imports.

Needless to say,American policy to encourage and support the growth
ofJapanese export markets was a smashing success. Asthese exports began
to compete directly with American products and as the Japanese economy
grew in strength, however, the economic policies of the early postwar
years gave way to demands on Japan to shoulder more of the burdens of
maintaining the free trade regime. These demands escalated sharply in the
1980s, when the macroeconomic policies pursued by the Reagan admin
istration resulted not only in the exacerbation of the bilateral trade deficit
with Japan but in a massive global deficit as well. The result has been a
mounting chorus of demands in this decade that Japan "do something" to
reduce the bilateral imbalance along with a range of new American
protectionist measures.

America's relative overall economic decline and the dramatic rise of

Japan to economic great power status signaled the end of United States
global economic dominance and precipitated the erosion of American
political support for the kinds of magnanimous policies that formerly
served its hegemonic interests. American public opinion today increas
ingly viewsJapan's economic power as a threat rather than an asset to U.S.
interests. According to one widely cited recent poll, for example, a
majority ofAmericans considerJapanese economic competition a greater
threat to the United States than Soviet military power.^ Nothing better

^See the Daniel Yankelovich Group, "AmericansTalkSecurity,"NationalSurvey, no. 8 (1988).
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exemplifies the shift away from hegemonic magnanimity and toward
demands for equality than the 1988 Omnibus Trade and Competitiveness
Act and its "Super 301" provision for retaliation against countries that do
not provide what the U.S. government judges to be fair access to their
markets.

A second strategic assumption embraced by key postwar US. policy
makers was that paramount importance needed to be accorded to mainte
nance of the U.S.-Japan political security relationship and that other
objectives of American policy toward Japan were to be subordinated to
that goal. One consequence of such thinking was to contain American
demands for greater Japanese military efforts. Although the United States
complained ofJapan's security "free ride," it also was aware that insistence
on considerably greater Japanese military efforts would create enor
mously difficult domestic political problems in Japan.Japan in the 1950s
had a powerful political opposition whose public support was in large part
based on its opposition to the U.S.-Japan Security Treaty and support for
unarmed neutrality.

Concern with maintaining the political relationship also resulted in
restraints on the vigor with which the U.S. government pursued negotia
tions over economic and trade differences with Japan. For a long time it
was unwilling to permit dissatisfaction with Japanese trade practices to
threaten the smooth functioning of the political relationship. There was
little thought in any case that Japan's protectionist measures adversely
affected American interests to a significant degree Indeed, for years they
were believed to be necessary to insulateJapan from outside competition
while it got its economy back on its feet and thus became a stronger and
more effective ally.

Today,of course, Japan's trade policies and the structure of its economy
have become the most divisive issues in the U.S.-Japan relationship. A
policy of benign neglect in relation to Japanese trade barriers has been
replaced by demands not only that they be removed but that their removal
produce results. Thus the growing popularity of proposals for sector-
specific "results-oriented" trade negotiations, which amount to a demand
that Japan guarantee American companies specified market shares, and for
a more fully managed trade regime under which the United States would
decide what size imbalance in bilateral trade withJapanwould be tolerable
and Japan would manage its trade, either by cutting exports or increasing
imports, to reduce its surplus to this level.

The vestiges of a policy that sought to keep economic controversies
from damaging political relations, which was so prominent in the heyday
of American hegemony, remain evident in the United States today. The
National Security Council defines "security" in a narrow political/military
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sense; televised debates between U.S. presidential candidates over foreign
policy bring up missile throw weights but not currency exchange rates;
military production agreements such as the recent FSX accord withJapan
are negotiated with scant attention to trade and economic implications
and with only peripheral participation at best of economic agencies like
the Department ofCommerce and the U.S. Trade Representative (USTR) in
the negotiations. The contrast with Japan could not be sharper. There
economic issues dominate discussions of international relations, Ministry
of International Trade and Industry (MITI) bureaucrats are deeply in
volved in military procurement decisions, and there is a pervasive sense
that the nation's security is intimately tied up with its international
economic policies.

The belief that disagreements over trade issues should not be per
mitted to affect adversely the United States' political relationship with
Japan also explains the enthusiasm in some circles for a US.-Japan free
trade agreement. The argument is that such an agreement would get trade
disputes off the agenda of day-to-day relations and out of the newspapers,
thus permitting the two governments to focus on more important issues
and preventing trade frictions from eroding the strength of the political
relationship. Similarly, some of the proposals for managed trade also hav^e
been motivated by concerns that acrimony over bilateral trade issues were
exacting too high a political cost. However, negotiating trade disputes one
by one in a fairly highly charged political atmosphere, though it does not fit
the strategic assumptions ofpostwar U.S. policy towardJapan, has become
an inescapable feature of the political relationship between the two
countries.

The third assumption underlying American postwar policy toward
Japan was the expectation that, as it recovered its economic strength,
Japan would engage in more "burden sharing." John Foster Dulles, when he
was Secretary of State, and even earlier when he was negotiating the peace
and security treaties withJapan on behalfofPresident Truman, never tired
of berating Japan for taking a free ride on defense. His successors also
pressed Japan to do more to contribute to its own defense. AsJapan grew
economically, the United States also urged it to spend more on economic
aid to Southeast Asia and to normalize relations with, and extend large
amounts of aid to. South Korea.

But burden sharing in postwar American policy had a particular
meaning that was bounded by assumptions of continuing American hege
mony. Burden sharing meant sharing America's burdens, not sharing die
responsibilities for determiningwhat those burdens should be or how they
should be parceled out. The American desire to see moreJapanese burden
sharing is greater today than ever before. Because ofthe shift in the relative
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power of the two countries, however, it is not surprising thatJapan should
want to share not only "burdens" but the decision-making power to
determine what burdens are to be shared, and how.It is significant that the
expression "burden sharing" in Japanese is most often rendered as "re
sponsibility sharing" {sekinin buntan) or "role sharing"{yakuwari bun-
tan). The linguistic differences reflect an important distinction in what
each country means by burden sharing. This difference so far has not
become much of an issue in the relationship between the two countries
becauseJapan's reluctance to incur new burdens has inhibited its demands
for more power. But over timeJapan's burdens will become more substan
tial, and as they do its demand for a greater say in determining them is
bound to increase.

Increased Japanese burden sharing also is going to affect the relative
power and influence of the United States and Japan in third countries.
Burden sharing in the form of Japan's ascendance to the position of the
world's largest donor of official development assistance, for example,
invariably means an expansion ofJapanese influence in the countries it is
helping. When Americans urged Japan thirty or more years ago to take on
larger international burdens, they did not contemplate that this action
would result in a relative decline ofAmerican influence And it is not clear

that many Americans recognize this implication of a greater Japanese
burden-sharing role today.

Discussions of burden sharing in both the United States andJapan these
days tend to emphasize the role Japan can play in carrying economic
burdenswhile the United States continues to shoulder most ofthe politico-
security responsibilities. Economic burdens, however, invariably bring
tangible economic benefits, whereas political and security ones impose
immediately visible economic costs. Therefore, a division of labor be
tween the United States and Japan that gives the United States the role of
maintaining global stability and Japan the opportunity to focus its atten
tion and resources on participating in the economic development of the
third world is bound over the long run to be politically unsustainable in the
United States. Urging Japan to play a substantially greater role in sharing
political and security burdens as well as economic ones, however, raises
difficult questions about Japanese military spending and the role of its
armed forces. These questions involve issues of the role of military force
in Japanese foreign policy that are politically controversial both in Japan
and abroad.

Finding ways to implement burden sharing, in other words, is more
difficult and vexing than the current popularity of the expression might
lead one to expect. It involves aJapanese willingness to accept some of the
responsibilities of global leadership, including the willingness to take
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positions on controversial issues and to adopt policies that may be
unpopular domestically. It also involves an American willingness to con
sult with Japan on a wide range of issues, including those that lie outside
the direct bilateral relationship, and the creation of a system for sharing
responsibilities for the formulation aswell as the implementation of policy.
This adjustment is difficult for both countries; it is particularly painful for
the United States, which, after all, has to accept a somewhat diminished
role for itself as Japanese influence in world affairs increases.

Such adjustments eventually will have to be made, however, since
current policy rests on assumptions about U.S. andJapanese power and the
structure of the world's political economy that are no longer adequate
Japanese economic capabilities have developed to a point that was unim
aginable to thepolicymakerswhoformulatedAmericanpolicyin the 1940s
and 1950s. And even though the United States remains the most powerful
country in the world and is almost certain to retain that position for many
years to come, its decline in economic power relative to Japan invariably
changes the basic dynamics of the bilateral relationship. The most immedi
ate consequence has been the escalating trade frictions and political
tensions of the past decade

The Current State of U.S.-Japan Relations

Depending on the angle of vision one chooses, the U.S.-Japan relationship
can appear to be the strongest and most beneficial of all our external
relationships or the most troubled. Predictions by well-informed ob
servers that aJapanese desire to challengeAmerican preeminencewill lead
to an inevitable collision vie with forecasts by equally prominent analysts
ofa growingintegration of the nichibet Qapan-America) economy and an
evolving role for Japan as a major supporter of American hegemony.

The contradictions, inconsistencies, and paradoxical qualities ofAmer
ican reactions to Japan's emergence as a global economic power are
evident everywhere In the United States today aJapan boom exists side by
side with Japan bashing. Americans who express support for restrictions
onJapanese imports are the same ones who spend their money onJapanese
consumer goods. American congressmen issue calls for restrictions on
Japanese investment in the United States while more than forty state
governments have established representative officesin Tokyoprecisely to
attract such investment. Americans complain ofJapan's "closed" markets
while we sell more goods to Japan than to any other country except
Canada. The US. government complains about the slow consensus-build
ing decision-making process in the Japanese government and the conse
quent failure to take initiatives, but then gets upset when Japan does take
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an initiative, as it did at the 1988 Toronto summit on the issue of Third
World debt.

The contrasting perspectives illustrated by these examples are the
product ofthe momentous changes in the domestic political economies of
both countries as v^ell as in the global financial, trade, and security regimes
that have structured international relations in the post-World War II
world. U.S.-Japan relations are undergoing a kind of structural change as
Japan becomes vastly more powerful than it was in the past and more
powerful relative to the U.S. than before This fact is bound to create
tensions even as it draws the economies ofthe two countries more closely
together.

Furthermore, although America's global interests and general foreign
policy goals earlier in the postwar period impacted heavily on its relations
with Japan, the bilateral relationship with Japan was not a major factor
affecting the functioning of the international system. Todayhowever, the
U.S.-Japan relationship has burst its bilateral seams. To capture the signifi
cance ofthis change, one has only to remember that for many years a fairly
well-coordinatedJapan policy was run out of the "Japan Desk" in the State
Department and contrast that with the multiplicity of actors and the
absence of coordinating mechanisms for making policy today.

Adjusting to the new "globality"of the U.S.-Japan relationship is not
easy for either the United States orJapan. It is complicated by the fact that
not only do bilateral U.S.-Japan issues impinge on the interests of other
countries, but that the coordination—or lack ofcoordination—ofU.S. and
Japanese economic policies, ranging from domestic fiscal and monetary
policies to exchange rates and multilateral trade negotiations, has become
a key factor in the management of the international economic system.

The United States andJapan have made some progress in dealing jointly
with global economic issues—in managing exchange rates, in coordinat
ing policies in the Uruguay Round, in formulating the American proposal
to deal with Latin American debt that was announced by Treasury Secre
tary Nicholas Brady in March 1989. But there also is considerable U.S.
resistance to accept fully the implications ofJapan's emergence as a global
economic power, as reflected in its apparent reluctance to give greater
voting power to Japan in the International Monetary Fund (IMF) and the
World Bank.

Japan, for its part, is torn between the desire to exercise greater
political clout in world affairs and to obtain greater prestige on one hand
and, on the other, the desire to avoid controversialpolicies that would get it
into political trouble at home or abroad. It has liberalized its trade policies
under enormous pressure from the United States, but the grudging quality
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of these "concessions" has only intensified American anger at what is
widely perceived to be a desire to retain an outdated, mercantilist policy.

The result has been a large and growinggapbetweenJapanesethinking
about Japan's role in the world and perceptions of that role among
important elite groups in the United States and elsewhere outside Japan.
The American mass media has taken to offering its readers a steady diet of
articles on the "Japanese challenge" Any number of recent popular
accounts ofJapan raise the specter ofJapan'sbuying outAmericaand stress
the need for special measures to deal with this challenge and maintain the
world economic order.

In Japan, however, the view continues to grow stronger that Japan
cannot challengeAmericangloballeadership and has nothing to gainfrom
trying to do so.The dominant viewinJapanisthat the most rationalforeign
policy for the nation to pursue is one that seeks to reinforce rather than
challenge American hegemony. As a consequence, the idea of a pax
Japonica that was bandied about earlier in this decade hasfar lesssupport
in Japan now than before

But whatJapanese see as efforts to draw ever tighter the bonds that tie
Japan to the United States are perceived by many in the United States as a
frontal attack on American predominance The realization that the United
States needsJapanese capit^ tohelp fuel its economy, that itdepends on
Jiqianesemarkets for exports, and that it needsJapanese political support
and military alliance to pursue many of its foreign policy objectives has
brought home to many Americans for the first time the element of
mutuality impUcit in the notion of interdependence Until recently, the
United States has been accustomed to being depended on; it now has to
face up to its growingdependence on others, and on Japan in particular.

Even ifJapan seeks to pursue a policy of reinforcingAmerican hege
mony—of being the banker to Americanpower,ifyou will—the question
remainswhether such a poUcyisfeasibleover the long run. Ifit ispossible,
it will only be because both countries accept the need to institutionalize
power-sharing arrangements and structure their relationship around the
three factors ofglobality, interdependence, and competition^thave now
become the central elements in the US.-Japan relationship.

Defense and Aid

Much of the issue of burden sharing in US.-Japan relations revolves
around defense and aid. These are matters that impinge quite directly on
ASEAN interests. There is not the space here to explore each of them in
great detail, but some salient points deserve mention.

Japanese defense spending has been increasing throughout the decade
at an annual rate in excess of 5 percent and has broughtJapan to an annual
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defense budget of some US$30billion at current exchange rates.Although
this figureaccounts for only 1percent ofgross nationalproduct (GNP)^ it
ranks Japan as the third largest military spender in absolute doUar terms
after Ae United States and the Soviet Union.

The 1percent ceiling on defense spending has heen removed, but there
is little likelihood that a considerably larger share of GNP will be given to
defense, in the near- to mid-term future at least. The significance of the 1
percent figure has changed: It is now as much a floor under defense
spending as a ceiling over it. It has become so widely taken for granted in
Japan that 1 percent of GNP will go to defense that the government has
little trouble getting its defense budget through the Diet as long as it hovers
around the 1 percent mark.

There is still strong public opposition to Japan's becoming a military
superpowei; or even a regional military power, and overwhelming support
for the status quo. But the "status quo," Japanese style, means support for
annual increases in defense spendinghigher than for any NATO country. As
long as the Japanese government does not try to move its military policies
beyond the current definition of self-defense and keeps its defense spend
ing around 1 percent of GNP, the defense issue is unlikely to become an
important vehicle, as it used to be, for opposition party attacks on the
Liberal Democratic Party (LDP).

But the situation is quite different in the United States. Despite the
advances made by Japan in strengthening its self-defense capabilities and
despite general Pentagon satisfaction with Japanese poiicy, Japanese de
fense spending and military policies have become increasingly controver
sial issues in the United States. The reasons for American irritation are

evident enough. Under current exchange rates, Japan has pulled slightly
ahead of the United States in per capita GNP.In the United States, however,
defense spending per capita in 1987 was $1,155, whereas in Japan it was
only US$173. (The figure for West Germany, in contrast, was US$453.) At
nearly 6 percent of GNP,American defense spending last year was about
US$300 billion. At 1percent ofGNP,Japanese defense spen^gwas US $30
billion.

Frustrations with these asymmetries get vented in congressional reso
lutions demanding that Japan spend more on defense, but American
politicians well informed on Japanese defense issues recognize the prob
lems involved in pressing Japan to spend very much more than it is now
spending. Recently a number ofmembers ofCongress journeyed to Tokyo
demanding that Japan spend 3 percent of GNP on defense, only to come

2When calculated according to the NATO formula, which includes military pensions, the
figure is about US$40 billion or roughly 1.3 percent of GNP.
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back better briefed and better informed and saying that perhaps it would
be better to put the extra money into ODA.

The military issues likely to be central in the U.S.-Japan relationship
during the last decade of this century will more probably involve defense
technology and the American military presence in Northeast and South
east Asia than Japanese defense spending as such. In the past few years
defense technology has produced serious political problems in a number
of cases. One was the abortive effort by Fujitsu to buy the Fairchild
Semiconductor Company. In this case the joint opposition of the Depart
ment of Commerce and the Pentagon to Japanese acquisition of a company
involved in defense-related work forced Fujitsu to back off. The second
was the Toshiba incident, in which Congress imposed sanctions on
Toshiba for the sale by one of its subsidiary companies of milling equip
ment used to produce quiet submarine propellers to the Soviet Union in
violation of Coordinating Committee on Export Controls (COCOM) rules.

The third case was the FSX. Here the Japanese negotiated a deal with
the Reaganadministration to coproduce a new-generation fighter support
aircraft on the body of McDonald Douglas's F-16, only to find the Bush
administration, under intense pressure from Congress and from members
of the cabinet, insisting on renegotiating its terms. It is a nasty incident that
Japanese see as a case of American betrayal of an agreement negotiated in
good faith and that Americans see asJapan sticking the proverbial camel's
nose under the tent of American aviation technology.

The FSX affair is a watershed incident that has led the United States to

consider seriously the need for aJapanese-style "comprehensive security"
approach that takes into consideration technological and trade dimen
sions of military security issues. The United States needs to come up with a
coherent, coordinated policy for dealing with such technology-related
issues, to be sure. But initiating this policy change by demanding altera
tions in the FSX accord was hardly the best way to do it. The costs of the
FSX wrangle in terms of American credibility and long-term U.S.—Japan
defense production relations far outweighs the commercial benefits that
will be derived from strongarming Japan into making changes in the
agreement.

Another issue in the U.S.-Japan military relationship involves the
American troop presence in the Philippines, in South Korea, and in Japan
itself. President Reagan entered office declaring the Soviet Union an evil
empire, only to announce all but an end to the cold war when he left.
Within an eight-year period American military spending did a complete
flip-flop, with heavy infusions of new funds in the first half of the Reagan era
followed by cuts in real spending in the last years of his administration.
Growing consensus on the need to make deep cuts in the budget deficit
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combined with the growingpopularity of the view that the Sovietmilitary
threat has lessened are hound to create strong pressures for further cuts in
the defense budget.

It is not possible to predict with any confidence what these pressures
will do to American policy on forward deployments in Asia. It is not
inconceivable, however, that sometime in the next decade the United
States will have no bases in the Philippines, that it will have withdrawn its
troops from South Korea, and that it will have reduced its presence in
Japan as well. It is difficult to anticipate what impact such developments
would have on Japanese military policy or on the region as a whole, but
they almost certainly would be destabilizing. Afterall,Japanese defense
policymakes sense, both militarily andpolitically, onlyin the context of
the U.S.-Japan allianceand an American militarypresence in the region.It
makes no sense, for example, to defend sea lanes out to 1,000 miles from
Japanese shoresif there are not American shipsto pickup responsibilities
forprotecting shipping beyondthe 1,000-mile limit. Once majorchanges
in American deployments in the region are projected, the rationale for
Japanese policy begins to unravel.

Clearly,Japanwants the American presence to continue.Thedebate in
Japan during the past decade over whether Japan should depend on
military alliance with the United States or opt for a kindof GauUist policy
hasgiven wayto a broad-based eliteconsensus on the desirability oftying
Japanese military policy and strategy ever more closely to the United
States. American moves to withdraw from Asia,particularly a withdrawal
from South Korea that did not have the support of that country's govern
ment, would undo this consensus, especially if it is accompanied by the
kind of American "techno-nationalism" that surfaced in the FSX incident.

The issue of withdrawal of American forces from Japan itself hinges
entirelyon the largerissueofAmerican military policyin Asia, sincelittle
of the US.force structure inJapan is intended for the purpose of defending
Japan. Naval facilities there are for the purposeoffacilitating Seventh Fleet
activities in the region, and bases in Okinawa, which account for 60
percent ofAmerican forces inJapan, areforthepurposeofproviding force
projectioncapabilities intoKorea andotherpartsofAsia. Furthermore, U.S.
forces that are intended specifically for the defense ofJapan possess the
offensive attackcapabilities thatJapanese forces do not have. Theirwith
drawalwould raiseseriousquestions aboutJapanesemilitarystrategyand
about American intentions.

If the United States decides to reduce its defense budget by cutting
down on overseas deployments, the deepest cuts will have to be made in
Western Europe, not in Asia. The American defense contribution to the
defense ofWestern Europeisestimatedto consumeabout US$170 billion
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of the US$300 billion U.S. defense budget, whereas Asia takes about US$40
billion. Withdrawing or substantially reducing the American military
presence in Asiawould be a relatively high-risk policy that would result in
little cost saving. But that is not to say that this policy will not find strong
proponents in Congress and in the Bush administration.

Let me now turn to Japan's official development assistance policies as
they relate to U.S.-Japan relations. Japanese ODA spending has become a
major issue in the U.S.-Japan dialogue over burden sharing. Although
Americans are divided and ambivalent about the issue of increased Japa
nese defense spending, there is apparently wide support in the United
States for Japan's spending 2 or 3 percent of GNP on ODA. The U.S. Senate
passed a resolution in 1987 calling on Japan to increase its ODA to 3
percent ofGNP,and several officials in the Reagan administration called on
Japan to increase its aid "dramatically."

The chances that Japan will respond to these entreaties are nil.
According to Ministry of Finance (MOP) figures, in order to increase its
ODA even to 0.36 percent of GNP(from the current 0.30 figure) by 1992,
Japan would need to increase aid spending in the budget by an average of
14.5 percent per annum, which the MOP regards as totally beyond
consideration.5 The much-touted commitment of the Japanese govern
ment to spend $50 billion on ODAover the five-yearperiod 1987-1992, in
fact, represents a victory for the MOP, which looked askance at rapid
increases in ODA budget expenditures. It was a defeat for the Foreign
Ministry, which wanted the government to peg ODAspending at a higher
GNP figure that would have required higher annual budget increases
to reach.

It sounds little short of blasphemous to question the desirability of
ever-higher amounts of official development assistance, but dramatic
increases in Japanese aid are not an unalloyed blessing. There is, for one
thing, the question of the absorptive capacity of recipient governments of
this largess. The Philippines is a good example. At the end of 1987, US$2.2
billion of a total of US$2.7 billion in overall aid commitments to the

Philippines was unspent, including more than half of Japan's US$734
million share of this total. IfJapan were to accept proposals that it increase
its ODA to, say, 2 percent of GNP, and if it were to leave its geographical
distribution ofaid as it is today, then the Philippines would have received in
1987 US$4.4 billion, over one and a half times the amount of aid from all
bilateral and multilateral sources, and over half the size of the 1988
Philippines government expenditure budget. It is at least questionable
whether such an infusion of funds would be entirely to the good. The

^Asahi Shinbun, May 30,1988.
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dangers are real that it would make worse already serious problems of
corruption, put enormous strain on public finance to maintain all the
projects Japanese aid would have developed, raise new concerns about
Japanese "neocolonialism," and leave untouched the problems of land
reform and institutional changesand foreign debt that are at the heart of
the Philippine development problem.

There is also the issue of aid perceived as a vehicle for increasing
Japanese influence in recipient countries. Many Americans accept as
unavoidable Japanese predominant economic influence in Asia (where
Japan gives nearly US$7billion in ODA, compared to roughly $500 million
for the United States), but it is another matter when ODA is seen as
spearheadingJapanese influence elsewhereTheUnited States hasencour
agedJapan to extend strategic aid to Jamaica, Central America, Mexico,
Turkey, and elsewhere, but the intent has been to have Japan shore up
American interests,not challengethem.As longasJapaneseaidisrelatively
modest in these countries and closely coordinated with Americanpolicy,
no problem arises. But if Japan were to spend US$100 billion on ODA
(whichis aboutwhat 3 percentoftheJapanese GNP amounts to), it does
not take much imagination to anticipate American membersof Congress
deridingJapanese efforts to use economicaid to "invade" America's own
backyard in Latin America, for example, and to take export markets away
from American companies. Some far-sighted people in Tokyo have been
proposing approaches thatwouldtieJapanese assistance to Latin America
to the purchaseoiAmerican capitalequipment, but so far this suggestion
has not led to any specific programs.

That the dangers of "ODA frictions" between the United States and
Japan arenot entirely fanciful wasbrought home byareport submitted to
Congress by theBush administration inApril 1989 claiming thatAmerican
industry is losing exportsapproaching US $1 billion ayearbecause foreign
governments areincreasingly using foreign aid asa means to expand their
ownexports.Thereport,whichwasmandated bythe1988Omnibus trade
bill, cited asanexamplethe inabilityofanAmerican company to matchthe
foreign aidcreditpackage offered byJapan inconjunctionwithabidbythe
Nippon Electric Corporation for a US$100 million contract for digital
switching equipment for Jordan in 1985.

The newspaper story about this report also indicated the lackof any
clearadministration strategyor coordinatedeffortto dealwith thiskindof
issue. It noted that the report wasdelayedbyfiercebureaucraticwrangling
and that some of its conclusions were toned down by the Office of
Management and Budget and by the State Department. Apparently the
budget office frettedaboutdemands forincreased spending tocounterthe
foreign subsidies, andthe State Department "feared thatCongress might
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divert the $15billion a year [sic] American foreign aid program to export-
support activities, instead of using it to support broad foreign policy
objectives."^

The purpose in raising questions about ODA spending is not to argue
that Japan should not spend more money on helping other countries
develop their economies. Japan could and should spend more money than
it is spending now to aid Third Worlddevelopment. The question ishow to
spend more money effectively.There are limits to the utility of traditional
ODA approaches, especially the project-oriented, Japanese equipment-
tied approach that has characterized Japanese policy. More innovative
approaches are inhibited, however, by bureaucratic inertia inJapan and by
an American reluctance to give Japan more power in major internationd
organizations.

Nonetheless, many Japanese leaders believe that Japanese capital can
be used in more innovative ways to assist developing countries and are
beginning to feel their way toward a greater leadership role in this area.
The Miyazawa initiative on Third World debt is an important landmark.
Even though it failed to get the support of the Reagan administration, its
essential elements were included in the Brady Plan. It is no coincidence
that Treasury Secretary Brady, in announcing his plan, took note of the
importance ofJapan in making the plan work.

It is an illusion to think any longer that Americanpressure is responsi
ble for increases in Japanese aid spending. Japan sees its national interests
being served by its aid policies, and it is doubtftil that the ODA budget
would decrease were American members of Congress not to breathe
another word about Japanese aid spending. Nor is it likely that congres
sional resolutions and other pressure tactics would convince the Japanese
government to spend more than the US $50billion over five years that it has
committed itself to spend. Thus a lot ofwhat Americans think is effective
"pressure" amounts to very little in terms of policy consequences.

In terms of U.S. policy towardJapan, the United States might do well to
take a hint from its recent experience with defense relations with Japan
and adopt a roles and missions approach to ODA issues. ODA is an area
where some institutional innovation in the bilateral U.S.-Japan relation
ship is desirable. In the case ofdefense, a high-level consultative committee
arrangement was concluded to facilitate the roles and missions discussion.
Asimilar committee devoted to working out ODAcooperation might also
be useful. It is possible that Japan might take over some of the costs of
American ODAprograms, by employing American personnel, for example.

''SeeClydeH. Farnsworth, "$1Billion Annual Export Loss Seen," NewYork Times, April 21,
1989, p. D9.
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This is not an entirely farfetched idea, given the shortage of Japanese
human resources for ODA programs.

Closer coordination and cooperation might also involve the United
States in ODA activities where it otherwise would be inclined to leave the
field almost entirely to theJapanesein the nameof burden sharing. Acase
in point isVietnam andCambodia. Thereis a lot to be said forhaving the
United States involved in economic assistance programs to these countries
once a peace settlement is agreed on. But under current thinking, the
United States is likely to give these responsibilities to the Japanese and
forgo the opportunities to forge new relationships with these countries
that ODA activities help make possible Agreement on roles and missions,
moreover,is aneffectivewayto overcome the MOF's budgetary stringency,
since the issue of how much to spend becomes one of following through
on governmental commitments.

The United States, Japan, and ASEAN

What conclusions can we draw about the implications for ASEAN of the
developments in U.S.-Japan bilateral relations discussed here? Given the
relative size of the economies and the power of the countries involved,
ASEAN is going to be directly affected by US.-Japan bilateral relations
without beingable to exert much influence on that relationship. Should
frustration andangerwithJapanese tradepractices continueto growinthe
US. Congress and stimulate stronger protectionist policies—an all too
likely possibility—it is the weakercountries in Asia that pursue export-
oriented growthstrategies that are likely to paythe highestprice in terms
of reduced export opportunities in the Americanmarket.

Even in the absence of direct efforts to restrict access to American
markets, frustration with Japanese market access policies has created
strong support in the Congress for policies of "reciprocity" that are
especially troublesome for other Asian countries. Japan was able to
schedule its market liberalization over a period of nearly two decades;
other countries in Asia are not going to be afforded that luxury as
Americans demand reciprocal access to markets. This dynamic is cur
rently playing itself out most fully in South Korea, but the quicker the
countries of Southeast Asia industrialize, the faster will the United States
makedemandsfor reciprocity. Thusone can anticipateheightenedAmeri
can criticism of the trade policiesofSoutheast Asian nationsas the waveof
rapid industrialization sweepsacrossEast and Southeast Asia.

It is in this context that the question of whether Japan will become a
major importerofmanufactured goods from ASEAN (andelsewhere) and
relieve some of the pressures on the US. market takes on particular
importanceTheshareof imports to totalconsumption of manufactured
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goods is considerably lower inJapan than in other advanced economies,
but recent trade data reflect a substantial increase inJapanese manufac
tured imports. Japan's total imports in 1987, for example, were up 18.3
percent over the previous year, but the import of manufactured goods
went up 25 percent. Imports of manufactured goods from Asiaincreased
by61.1 percent (following ona 37.6 percent increase the previous year).
Imports of manufactured goods from Asian newly industrializing econo
mies (NIEs) were 17.6percent of all imports in 1987.

As a share of total imports, manufactured goodsaveraged around 20
percent at the beginning of thisdecadeandwere only30percent in 1985.
ButasaresultofJapanese investments inoverseas manufacturingplants for
exportsbacktoJapan,Japanese domestic demand-led growth policies, and
yen appreciation, manufactured imports after 1986 have experienced
stronggrowth, accounting for 44.1 percent of total importsin 1987(and
57 percent of the total increase in imports that year) and 49.5 percent
in 1988.

Animportantquestionis whether these recent trade statistics repre
sent thekindofstructuralchange intheJapanese economy thatwouldlead
to continuedincreases inJapanese imports of manufactured goodsand a
higher component of horizontal trade in the structure of its trade relations
with ASEAN. Even with the recent increase in ASEAN's manufactured
exports to Japan, manufactures made up only 16.8 percent of Japanese
imports from ASEAN in 1987. Since the recent increases in manufactured
imports have been brought about by strong growth rates stimulated by
domestic demand, it isnotclearwhatwouldhappen to these importswere
the Japanese economy to slowdown substantially and total demand for
manufactured goodsdecline. Surely domestic producerswouldpresshard
to retain market share in a smaller market and to drive out foreign
competitors.

On the other hand, yen appreciation has made foreign goods price
competitive, andit isdrivingJapanese companies to investmoremoneyin
plants abroad to take advantage of lower labor costs for the export of
products back to Japan. The reduction of tariff and nontariff barriers and
the adoption of various import promotion measures have also opened
Japanese markets that were not openedbefore and that cannoteasily be
closed again. Furthermore, Japanese consumers have become more aware
ofthepricedifferentials betweendomestic andforeign productsandmore
demanding of access to inexpensive foreign-made goods.

In terms of the triangulartrade relationshipamongASEAN, the United
States, andJapan, clearly theworstpossible scenario isone inwhichJapan
continues to provide most of the capitaland technologyASEAN needsfor
its industrializationwhile the United States absorbs thebulkofthe exports
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ofASEAN manufacturedgoods andJapanremainsprimarilyan importer of
raw materials and energy. This division of labor between the United States
and Japan is politically untenable in the United States and would make
protectionist pressures there grow ever stronger.

The growth of American protectionism should be of concern to ASEAN
not only because it will limit export opportunities, but also because of its
implications for American security policy. The growth of protectionist
sentiment in the United Statesamid charges that other countries, particu
larlyJapanand the rapidlygrowingcountries inAsia, are engaging in unfair
trade practices will create inexorablepressures for a reduction ofpolitical
commitments to the region.

The U.S. military presence in the region has served a number of
purposes, not the least of which has been to act as a buffer betweenJapan
and its neighbors. None ofJapan'sbilateral relationships, with South Korea
or Chinaor the countries ofSoutheastAsia, could havetaken the shape they
have assumed were there not a US.-Japan alliance and a U.S., rather than a
Japanese, military presence in the region. A change in that pattern of
relationships would have destabilizingeffects throughout the region.

ForASEAN a critical strategic objective, I would suppose,is to keep the
United States active in the region, politically and economically, if for no
other reason than to balance to some degree theJapanese presence there.
Japan alsoviewsa continued Americanpresence asdesirable. Contrary to a
view that commands some popularity in the United States,Japan's interest
in regionalism has waned as it has become a global economic power. To the
extent that Japanese contemplate aJapan-led regional bloc, it is in terms of
a reaction to those regional arrangements being created elsewhere.

The global and nonregional nature ofJapan's economic involvement is
evident in both trade and investment. Whereas Japanese trade is of
immense importance to each of the countries in ASEAN, the reverse is not
the case.

In terms of direct investment as well as trade, what characterizesJapan
is its globalization, not its concentration in Asia. As of March 31, 1988,
Japanese foreign investment in Asia, South America, and Europe was
almost equal in amount. The region that draws the highest amount of
Japanese investment is North America. In fiscal 1986 this came to US$10.4
billion, a 90 percent increase over the previous year,which corresponds to
the total ofJapan's direct overseas investments in fiscal year 1984. Second
highest was Oceania, with an 89 percent increase, followed by Europe
with a 79.7 percent increase. Investments in Central and South America
went up by 81.2 percent and in Asia by 62.2 percent.^

Japan Economic Almanac 1988, p. 41.
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Yetfor Southeast Asia,Japanese investment is increasingly important as
American investment sags. In Thailand, for example, Japanese direct
investmentcatapulted from US$50 millionin 1986and US$150 millionin
1987 to US$360 million in the first quarter of 1988 alone. By contrast,
American investment in all ASEAN countries combined increased by only
4 percent between 1985 and 1987.In the most rapidlygrowingcountry in
ASEAN, Thailand, the United States this past year was only the fourth
largest investor, laggingbehind Japan, Taiwan, and South Korea.

In trade and investment activities, the U.S.-Japan relationship in South
east Asia that would best serve ASEAN interests is one of intense competi
tion. Trade and investment are not zero-sum games; everyone can gain by
Japaneseand Americanactivityin the region.Buthere againthe issue isnot
ASEAN policy, nor even Japanese policy, but American competitiveness,
about which ASEAN can do litde.

One thing ASEAN can do in this context, however,is to put its energies
behind efforts to build strong regional multilateral institutional arrange
ments that encompass both the United States and Japan. Such institutions,
at both the private and governmental levels, can provide a number of im
portant functions. They can help constrain the propensity of the United
States and Japan to forge bilateral trade deals that inevitably come at the
expense of other countries and that weaken the multilateral free trade
regime.They can provide a mechanism to helpJapanese internationalists
counter the domestic pressures resisting market liberalization. They can
keep the United States involved, interested, and informed about the region
and help create networks of personal relationships among private and
governmental leaders in the region. And they give ASEAN countries and
other participants the opportunity to form ad hoc alliances with Japan to
fightAmericanprotectionism and with the UnitedStatesto pressJapan to
open up its markets further in areas of particular relevance to them. In
order to accomplish these objectives, of course, these regional organiza
tions have to include the United States, not exclude it as some recent
proposals seem to have suggested.

If the U.S.-Japan economic relationship in ASEAN is, and properly
should be, characterized primarily by competition, the question remains
whether there is a role for U.S.-Japan cooperation on political and security
issues in the region. In some respects such cooperation is already well
advanced.Japan hastaken the major responsibilityfor official development
assistance to the region and pursues policies toward the countries there
that are paralleland complementary to those pursued by the UnitedStates.

Furthermore, Southeast Asiais emerging as an arena for Japan to flex its
political muscles as it searches for a way to assume greater political
responsibilities in world affairs without developingconcomitant military
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capabilities. It is centrally engaged in a multilateral aid initiative to the
Philippines. For a decade now,beginning with the Ohira administration's
unsuccessful effort in 1979 to "moderate Vietnam's foreign policy" in the
words of then Foreign Minister SunaoSonoda, the Japanese government
hasbeen searchingfor aconstructive role to playin Indochina. Forthe past
severalyears it has reiterated its willingnessto contribute to payingfor an
international presence to supervise elections and help move forward the
peace process in the event ofa Cambodian settlement. It also has held out
the carrot of large amounts of economic assistance and private investment
to Vietnam. With a Cambodian settlement and Vietnam's shift to a more

open economic policy, the chances for a fairlyhigh-profileJapanese role in
Indochina in the coming years are considerable

This prospect apparently evokes ambivalentfeelingsamong the coun
tries in the region.There isno question thatJapanesefinancial supportfor a
Cambodiansettlement would be helpfiil and that Japan'spolicy of moving
along a parallel track with ASEAN in developing its policies toward
Vietnam and Cambodia givesadded strength to the ASEAN position. On the
other hand, there apparently is uneasiness about the extent ofJapanese
economic power that will come to bear on the Indochinese situation.
According to one Thai intellectual in a position to know, the Thai prime
minister delivered a letter to President Bush at the funeral for Emperor
Hirohito urging the United States to be involved economically in turning
Indochina from "a battlefield to a marketplace" And visitors to Hanoi
report an interest there in finding ways to develop economic ties with the
United States and other Western countries in part to avoid becoming
overly dependent on Japan.

But the prospect for a major US.economic involvement in Indochina is
very poor. For the United States, Indochina is a rather ideal place for U.S.-
Japan burden sharing. Because there are no major policy differences
between the United States and Japan over Indochina, and because the
domestic political situation in the United States renders unrealistic any
proposal for major American economic involvement in Vietnam for
several years to come, a strong case can be made that Japan should play a
lead role in the area.

The issue of American involvement, it seems to me, is not one of how
much the United States wiU directly involve itself in supporting a settle
ment in Indochina, but whether or not it actively opposes the settlement
that is agreed upon there. The presence of Pol Pot forces in a coalition
government in particular, or the domination ofa coalition by the Vietnam-
backed Hun Senforces, can easily provoke a strong negative reaction in the
United States and increase pressures to oppose a settlement on these
terms. Since Japan is likely to go along with ASEAN in developing its
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position on Indochina, it is not inconceivable that dijfferences over Indo
china policy could become an issue in U.S.-Japan relations, with the
United States accusing Japan of being indifferent to human rights in what
will be said to be its unprincipled quest for economic gain.

Having said all of this, I believe it is important to keep theJapanese role
in Indochina and in Southeast Asia in perspective A more active Japanese
political role in the region is to be expected, given the enormousJapanese
economic involvement there But Japan is certain to continue to pursue a
cautious, fairly low-posture political role in the region for several years at
least. It has little to gain from trying to exert its influence there more
aggressively and there are no strong domestic political pressures within
Japan to do so.

Over a somewhat longer time horizon, however, the question of
Japanese involvement in the region hinges on whether or not the United
States remains an active presence there politically and economically The
big "if" is not Japanese policy but American intentions. Whether the
dimension be competition or cooperation, the key to the future of U.S.-
Japan relations is the degree to which the countries engage each other,
bilaterally and in international and multilateral settings. Needless to say,
ASEAN's future, both in economic and security terms, is intimately tied up
with the future course of U.S.-Japan bilateral relations, and this depends
heavily on economic and political developments within the United States
itself.

All these issues in turn are embedded in the question of whether
international regimes that were created at a time of American dominance
and maintained in the context of American hegemony can be sustained
through a period of relative American decline and the economic ascend
ance of Japan. Most specifically, a critical issue is whether major trading
countries—and Japan in particular—^will agree to share the costs of
maintaining a relatively open, multilateral free trade system orwhether the
system will degenerate into a number of competing regional blocs. The
implications of this choice are not simply trade related or limited to the
economy alone As suggested earlier, an American retreat from the multi
lateral free trading system that it championed in the past will inevitably
produce a retreat from internationalism more generaUy Such a develop
ment would have enormous and, as far as I can see, entirely adverse
consequences for the interests of the countries in ASEAN.
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8. Japan, the USSR, and the PRC

DONALD S. ZAGORIA

Before considering the factors that are likely to shape Japan's bilateral
relations with the USSR and China, I want to look brieflyat the global and
regional strategic environment. This environment, which is changing
rapidly as we approach the 1990s, is bound to influence the relations
among all the major powers.

The Global and Regional
Strategic Environment

First, the entirepatternofsecurityrelations in thepostwarera ischanging
as a result of Gorbachev's reforms and the collapse of communism in
Central Europe. In Poland, Hungary, East Germany, and Czechoslovakia,
there is movementtoward multiparty systems, free elections,and market
economies. And in Bulgaria andRomania, newreformist leaders pledged
togreater pluralism arenow inpower. Itwill bedifficult, ifnotimpossible,
for Gorbachev or any subsequent Soviet leader to reverse this historic
process of democratization in Eastern Europe without risking massive
bloodshed. In sum, the Soviet empire in Eastern Europe is coming to
an end.

Second, the Soviet Union itselfis facing an extraordinary political and
socioeconomic crisis at home. The supply system has broken down, and
food shortages are the worst they have been in thirty years. There is an
enormous budget deficit. The value of the ruble has plummeted. Ethnic
and national tensions are growing. Miners and railway workers are in
creasingly resorting to strikes. In many ofthe non-Russian republics, the
Soviet Communist Partyhas lost effective control to a varietyof National
Fronts. High-ranking Soviet economic officials are now warning that
without radical and painful reforms of the economy—including freeing
and raising prices, accepting someunemployment, privatizing inefficient
factories, selling shares in industry, and creating a stock market—the
economy may sink into chaos.

In an effort to reduce its budget deficitand to increaseproduction of
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consumer goods, the Soviet leadershipis now engagedin cutting defense
expenditures as well as investment in energy and other capital goods.
Moscow has already announced its intention to cut 14 percent from its
defense budget over the next three years and 500,000 troops from its
armed forces.

The cut in the Sovietdefense budget, the appearance of noncommunist
governments in Eastern Europe, and the general perception of a much
reduced Soviet military threat is leading to a new detente between the
Soviet Union and the United States and to a corresponding cut in the
American defensebudget. TheUS. Defense Secretary, Richard Cheney, has
announced his intention to reduce the U.S. defense budget by US$180
billion over the next three years.

ProvidedGorbachevremainsin power over the next fewyearsand the
reforms in the Soviet Union continue, the new detente between the two
superpowers is likely to outlast the shortlived detente of the 1970s. The
superpowers will remain strategic and geopolitical rivals, but both now
have a strong interest in cutting defense expenditures, easing regional
tensions, increasing trade and contacts, reaching agreements on conven
tional and nuclear arms control and, generally, introducing greater sta
bility into their relationship. AStrategic Arms Reduction Treaty (START)
agreement cutting strategic arms and an agreement reducing conventional
forces in Europe are both likely to be signed within the foreseeable future
Meanwhile, Soviet-US. economic relations are also picking up, and it
seems likely that the United States will soon ease a variety of trade
restrictions on the SovietUnion in an effort to stimulate that trade. In sum,
the twosuperpowers aremore"insynch" witheachothernowthanatany
previous time in post-World War II history.

Anothernew feature of internationalrelationsis the easingof tensions
not just between the Soviet Union and the United States but between the
other major powers in Asia as well. The recent visits of Soviet President
Mikhail Gorbachev to China and of Chinese Prime Minister Li Peng to
Moscowsignal the end of a long period of Sino-Soviet estrangement and
the beginningofa new era ofdetente. Although the two communistgiants
will remain wary of each other's long-range goals and intentions, both now
have a stronginterest in reducingthe costsofconfrontation, in increasing
trade,inmaximizing their leverage on theWestern powers,and in develop
ing a more stable relationship. Gorbachev has promised to cut some
twelve divisions from the Soviet forces on the Chinese border and to
withdraw all of the Soviet troops in Mongolia. The Chinese, for their part,
have already cut 1million men from their armed forces. Asa result, neither
Moscow nor Peking now sees the other as an imminent threat.

Soviet-Japanese relations are alsoshowingsome signsof improvement.
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Ministerial and vice ministerial contacts have been restored after an

absence of about a decade; trade in 1988 reached a new high of close to
US$6billion; tourism and cultural exchanges are growing; and Gorbachev
is scheduled to visitJapan in 1991. Although the territorial dispute over the
four northern islands off Hokkaido remains a serious obstacle to any
substantial warming ofSoviet-Japanese relations, some compromise solu
tion to this issue may yet be found. Even Chinese-Indian relations are
improving after a visit by Indian Prime Minister RajivGandhi to Beijing, the
first such visit by an Indian leader since the 1950s.

The easing of tensions among the major powers in Asia is to a
considerable degree responsible for the improved outlook in many of the
regional conflicts. Vietnam, under pressure from Moscow, has withdrawn
most of its forces from Cambodia, and although the civil war among the
various Cambodian factions continues to rage, the prospects for a political
settlement of the Cambodian conflict are better now than they have been
since the conflict began. North Korea, one of the last bastions of Stalinism
in the communist world, is facing pressure from both its Soviet and
Chinese allies to adopt a more moderate line toward South Korea, and
some modest dialogue has begun between the two Koreas.

Another prominent trend in contemporary international relations is
that both Moscow and Beijing are increasingly preoccupied with internal
reforms that are needed to breathe new life into their economies. Both

countries will need to modify their centrally planned economic systems
and gradually introduce market forces, competition, and price reforms
while opening the door to foreign investment. Because this transition is
bound to involve considerable cost and sacrifice, and because it will be
resisted by the apparatchikiwho benefit from the existing system, it could
take years to complete. But so long as Russia and China are preoccupied
with this internal reform process, both countries will want stable relations
with the Western powers, nations that are in a position to supply them with
large amounts of capital, trade, and technology.

The purge of Zhao Ziyang and the conservative crackdown in China
following the Tiananmen massacres last June have been followed by the
naming of a new successor to Deng Xiaoping—the sixty-three-year-old
Jiang Zemin from Shanghai. It remains unclear at this point whether, after
the passing of the eighty-five-year-old Deng, Jiang will be able to consoli
date his power position. But Jiang and the other conservative leaders in
China have signaled a strong interest in maintaining their open door policy
to the West. China has no real alternative to Western trade, credits,
technology, and markets, if it intends to modernize.

Another important trend in the Asian environment is the substantial
change in Soviet policy in the region. The Soviets have withdrawn from
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Afghanistan, normalizedrelationswith China, cut backtheirgroundforces
in Siberia, agreed to dismantle their SS-20 intermediate-range nuclear
weapons, made a variety of efforts to improve diplomatic and economic
relations with virtuallyall of the Asian countries; sought to join regional
economic organizations such as the PacificEconomic Cooperation Con
ference (PECC)and the Asian Development Bank, passed a joint venture
lawto encourage foreign investment in Siberia, and tabled avarietyofarms
control proposals.

To be sure, there is no euphoria about the Soviets in most Asian
countries, and certainly not inJapan,where the historical legacyofconflict
and mutual suspicionremainsstrong.But the Soviet image in the regionis
changing and there is now hope, inspiredby domestic and foreign policy
changes in the USSR, that the Sovietsmaybegin to play a more constructive
role in the Pacific.

Finally, it seems clear that the global system ofinternational relations is
entering a period of transition. The beginning ofthe end of the Cold War in
Europe,the appearance of noncommunist governments in EasternEurope,
the collapse of the Berlin Wall and drawing closer together of the two
Germanies all suggest that the security system in Europe will need to be
redesigned during the 1990s.The refashioning of this security system in
Europe will sooner or later also lead to the need for rethinking the security
system in Asia.

Japan-USSR Relations

Letme now turn to examinesome of the salient issuesinJapan's relations
with the USSR. Since Gorbachev came to power in 1985, there has been a
modest improvement in Soviet relations with Japan but no substantial
breakthrough. There are now institutionalized channels of communica
tion that were missing during much of the Brezhnevera. In addition, a
numberofagreements havebeensignedon suchrelatively minorissues as
taxes, trade payments, fishing, and cultural exchanges. Tradehas grown,
albeitfromrather lowlevels, andafewJapanese companies have signed or
are exploring joint venture agreements with the Soviet Union.

Thereare a numberof reasons why both Moscow andTokyo willwant
to continue improving their bilateral relations in the coming years. On the
Soviet side, Gorbachevhas attacheda high priority to overcomingyearsof
economic and technological stagnationand to developingthe Soviet Far
East.Japan would be the ideal parmer for such an enterprise Moreover,
good relationswithJapancould assistSovieteffortsto joinAsian economic
organizations such as the PECCand the AsianDevelopment Bank.Moscow
wants to plug the stagnant Soviet economy into the dynamic Pacific
economic grid. But to do this, the Soviets need Japanese goodwill.
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There are strategic as well as economic incentives for the Soviets to
improve relations with their Japanese neighbors. Japan in recent years has
become a much firmer ally of the United States by participating in joint
exercises, cooperating in SDI research, contributing development assis
tance to geopolitically threatened countries such as the Philippines, and so
on. Moreover, Japan is becoming a major power in its own right. It is
already the second greatest industrial power in the world, and its military
budget is the third largest. The Soviets are, therefore, aware the Japan is
destined to play a much greater role in both the Asian and the global
balance of power in the next century and that they can no longer afford
either to ignore such a power or to treat it with disdain. Although the
Soviets are probably ambivalent about the U.S.-Japanese alliance, some
Soviet specialists on Japan are now arguing publicly that it is not in
Moscow's long-range interest to see breakup of that alliance and the
emergence of an autonomous and nuclear-armedJapan. Still, the Russians
probably would like to see a weakening of the U.S.—Japan alliance and
almost certainly they want a slowdown in Japan's military spending. By
presenting a more benign image and improving relations with Japan,
Moscow could hope to achieve these goals.

Finally, Japan plays an important role in Moscow's diplomatic and
political calculations. As part of its efforts to gain full-fledged recognition
as a Pacificpower, the SovietUnion has succeeded in easing tensions with
the United States and in normalizing relations with China. It has also
improved relations with most of the other Asian countries. But Moscow
cannot complete its political breakthrough in Asiawithout a substantial
improvement in relations with Japan.

Japan, for its part, also has some reasons to want to improve relations
with the USSR. First, there are a number ofeconomic incentives. Agrowing
number ofAmerican, European, and South Korean companies in industries
ranging from accounting and hotels to copiers and computer software are
rushing to invest in the SovietUnion and other Eastern European nations in
order to take advantage of recent changes in economic policies. In the
Soviet Union alone, close to 200 companies from Europe and the United
States have formed joint ventures to obtain a foothold in that huge market
of 280 million people. Even though many corporate executives acknowl
edge that there are great diflSculties involved in doing business in the USSR,
they are willing to accept the risk for the chance of obtaining a big payoffif
the Soviet economy begins to take off. PlanEcon, a consulting group in
Washington, says that by the end of 1989 about 650 joint venture agree
ments will be signed with the Soviet Union alone, more than triple the
number signed at the end of 1988. Especially at a time when Tokyo's
economic relations with Europe and the United States are coming under
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pressure asaresult ofgrowingprotectionist sentimentin the U.S. Congress
and theprospect ofa united Europeby 1992,Japanese companies willnot
want to be left out of the Sovietand Eastern European market.

Politically, too,Japanmust nowfeelsomepressure to improverelations
with the Soviet Union. Now that Sino-Soviet relations have been nor
malized and there has been an easing of superpowercompetition, Tokyo
does not want to be left as "odd man out" in the Pacific quadrUle

Finally, achieving a breakthrough in relations with the USSR is the last
postwar foreign policy issue to be settled inJapan.The failure to conclude
a peace treaty with the Soviet Union following World War 11 remains an
extremely abnormal and painful situation. It poses a challenge for any
Japanese prime minister, particularly at a time when the Soviet Union is
displaying much greater flexibility toward Japan than at any time in the
recent past. The Japanese are bound to want to test the waters in the
coming months andyears to seeiftheycanenticeGorbachev intomaking
concessions on the territorial issue that has longprevented the signing
of a treaty.

But if the motives for improving relations are substantial, obstacles to
any breakthrough are also large. First and foremost is the longstanding
disputeoverthefourislands north ofHokkaido. FortheSoviet Union, these
islands areofconsiderable military importance They straddle thepassage
between the Sea of Okhotsk and the Pacific Ocean and are extremely
valuable for the Soviet navy, which hides many of its missile-firing sub
marines in the Seaof Okhotsk. Control of the disputed islands allows the
Soviets tomonitor theentrances andexitstothatstrategically vital bodyof
water. Without such control, Soviet submarines wouldhave to operate in
the open waters of the Pacific, where the American navy would pose a
much greater threat. Also, the Soviet leaders have to worry about the
possible military use that could be made of the islands if they were
returned to Japan. American or Japanese antisubmarine warfare (ASW)
equipment stationed on these islands could pose a serious threat to the
Soviet submarines in surrounding waters.

Then, too, the Soviets fear that returning the islands to Japan might
establish a precedent for other countries from which the Russians took
territory during World War II to make their own territorial demands on the
USSR, thus opening a Pandora's box of irredentist aspirations at a time
when ethnic tensionsover territorial boundaries are already on the rise
insidethe Soviet Union and threateningto erupt in Eastern Europe.

Finally, the Soviets have little incentive to return the islands without
obtaining some major concession in return. The Japanese, on the other
hand, seemto believe that Gorbachev needsJapan more thanJapan needs
the Soviet Unionand that time is therefore on Tokyo's side.

In a recent high-levelencounter between officials of the two countries.
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a meeting between Gorbachev and Foreign Minister Sosuke Uno in May
1988, Gorbachev chidedJapan for its willingness to put territorial disputes
with China and South Korea on the back burner while insisting on
immediate resolution of the dispute with the Soviet Union. Why, asked
Gorbachev, did Japan take a harder-line approach on territorial issues
with the SovietUnion?Unoresponded that Tokyohad no intention of aban
doning its territorial claims, and he insisted that Japan's claims to the
Soviet-occupied territories were "totally different" in nature from Japan's
territorial disputes with China and South Korea. He told Gorbachev that
the American return of Okinawa in 1972 should be the precedent for the
return to Japan of the four islands. Unopointed out that the UnitedStates
returned Okinawa to Japan despite the islands' strategic significance and
the blood shed to capture it during World War 11.

This recent exchange between the two countries suggests that they
still remain far apart on the territorial issue. Nevertheless, a compromise
solution to the problem mayyet be worked out. Giventhe audacityofsome
of his other domestic and foreign policy initiatives, Gorbachev may yet
come up with a bold initiative on the islands.Moscowmight offer to return
the two smaller islands and to demilitarize the two larger ones. Gorbachev
might also tie the return of the disputed islands to someplan for demili
tarization of Northeast Asia, thus throwing the United States and Japan on
the defensive.

Still, it is unlikely, even if there is a territorial settlement, that Soviet-
Japanese relations will improve dramatically. In the economic arena, even
thoughJapan's trade with the Soviet Unionhas grown in the past year to
close to USS6 billion, that total still represents a minuscule portion of
Japan's total trade. Moreover, Japaneseenthusiasmfor getting involved in
large-scale Siberian developmentprojects haslargelyevaporatedbecause,
since the 1970s, Japan has established a more fiiel-efficient production
method for its industries while greatly diversifying its sources of oil supply.
Ata time of plentifuloil and relativelylowenergyprices, theJapanesehave
lost much of the appetite they once had to explore Siberian coal and gas
reserves. Of the few hundred joint ventures that the Soviets have signed
recently, Japan's share is still meager.

Also, the revolution in container-type maritime transportation, the
growing use of air freight for high-tech exports, and other factors have
substantially reduced the economic advantagesofgeographical proximity.
It may now be cheaper to bring some merchandise from Africaor Latin
America than to drag it across Siberian permafrost. Moreover, Japanese
companies are still wary of the difficultbusiness environment in the Soviet
Union, including much red tape, problems in repatriating profits, inade
quate infrastructure, and the like.

Also, and most important, there is a substantial legacy of mistrust
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between the two countries that is likely to inhibit any major warming of
relations. The two countries have been at odds for most of this century.
They have fought four times, the last time in 1945 when the Red Army
entered Manchuria in the final weeks of World War II. The Japanese still
regard this as a "stab in the back" that violated the Soviet-Japanese
neutrality treaty of 1941. Moreover, the Soviets kept over half a million
Japanese prisoners in the Soviet gulag, and many of them never returned
home. As a result, Japanese public opinion polls regularly show that the
Soviet Union is the least liked and most distrusted of all foreign countries.
Dislike and distrust of the Soviet Union is also deeply rooted within the
Japanese elite As a result, perhaps more than any other country in the
Western alliance, the Japanese are the most cautious about the changes in
the SovietUnion under Gorbachev.Finally, the SovietUnion has not as yet
reduced its military forces in the FarEastern MilitaryDistrict facingJapan.
Rather, Moscow's military reductions in Siberia have been confined to the
forces facing China.

In sum, Soviet-Japanese relations are likely to see a modest but limited
improvement in the near fiiture The most difficultvariable to predict is the
degree of flexibility that Gorbachev will show on the territorial issue

Japan-PRC Relations

Let me turn now to try to assess the factors that influenceJapan's relations
with China. 1 see three factors that are likely to determine the future of
these relations—strategic, economic, and domestic politics inside China.
For both China and Japan, there are strong strategic and economic
incentives for continuing to strengthen their bilateral relations, a process
that has been evolvingsteadily since the 1970s.ForJapanaswell asfor the
United States, improvement in relations with China has produced highly
beneficial changes in the strategic environment. The Nixon-Kissinger
breakthrough with China helped reduce the U.S. military burden in the
Pacific, enabled Japan to normalize its relations with China, and helped
contain Soviet power in the Pacific. Japan, China, and the United States all
share a common interest in balancing Soviet military power in Asia, and
this common interest will remain so long as the USSR sits at the heart of the
Eurasian continent, maintains the largest land army on it, modernizes its
growing Pacificfleet,and maintains military ties with a number ofkey allies
and client states in the region.

Japan and China also share a large and growing stake in developing
their economic relations. TheJapanese fear of political instability in China
after the Tiananmen massacres may have cooledJapanese ardor for invest
ing in China in the short run. AndJapan, along wiA the United States and
Europe, has curtailed official aid to China since the Tiananmen crackdown.
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But over the longer run, economic relations between the two countries
are likely to grow. Trade between the two countries reacheda record of
more than US$19billion in 1988, and for the first time in many years China
did not run a deficit.ForJapan,Chinahas now become a significant trading
partner. Prior to Tiananmen, China's willingness to accept 100 percent
foreign-owned joint ventures was increasing China's attractiveness to
Japanese manufacturers. Also priortoTiananmen, Chinaannounced thatit
wasgoing to create special export processing zones in five coastal zones
that would allow Japanese companies to operate as freely as in similar
zonesin the Asian newlyindustrializing countries(NICs). Finally, another
incentivetoJapanese manufacturers shouldbe the investment protection
pactsigned byoutgoingJapanese Prime Minister Norobu Takeshita when
he visited Beijing in August 1988. This pact could pave the way for
expandedJapanese investment in China oncepolitical stability isassured.

For China, too, there are strong economic incentives for maintaining
stable relationswith Japan. Japan is China's largest foreign trade partner,
excluding Hong Kong, and it has become an indispensable market for
China's growing exports. In recent years, some 25 percent of China's
textiles, 17percent of China's crude oil and oilproducts, and a growing
amount of China's machineryexports and metalducts are goingto Japan.
Prior to Tiananmen China was also the largest recipient ofJapan'soverseas
development assistance, and Takeshita promised an additional US$6 bil
lionloanpackage foragricultural, power, communications, andtransporta
tionprojects when hevisited China inAugust 1988. This loan package has
been suspended since the crackdown; but Beijing was, in April 1990,
urgingjapan toresume the official package, and theJapanese are consider
ing this request. Japan's past investment inChina—about US$2 billion in
1987—is exceeded only by the United States and Hong Kong. In sum,
continuing economic cooperation with Japan is indispensable to the
success of China's reforms and open door policies.

To be sure, the Sino-Japanese relationship is not free of problems.
Differences have arisenin the pastovertrade imbalances, the slowpace of
Japanese investment in China, China's fears ofrisingJapanese nationalism
and militarism, and China's suspicionsaboutJapan's aspirations regarding
Taiwan. Some Chinese are also concerned that an erosion ofUS. influence
in the Pacific, if it were to be combined with growingJapanese military
power, could eventually lead Japan to become a threatening force in the
region.

On the Japanese side, there are concerns over the poor quality of
China's business environment, excessive red tape, the difficulty of obtain
inghigh quality labor, and similar problems. There have also been con
tinuing doubts about China's political stability, doubts that will almost
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certainly grow as a result of the violent repression of the pro-democracy
movement and the signs of political instability at the top of the Chinese
leadership. Most important, the Japanese went along with other Western
governments in suspending ofhcial aid to China after Tiananmen, and it is
not yet clear whetherJapan will resume this aidpackage in the near future

Still, the two sides have successfully managed their relationship over
the past two decades in the faceofmanyserious challenges.Chinadoes not
want a serious deterioration of its relations with either Japan or the United
States. And the Japanese have gone out of their way since Tiananmen to
warn the United States and other Western powers not to isolate China.

Directions for the Future

Thisbriefreviewsuggests that one of the principal uncertainties affecting
the future ofmajor-power relations in Asia is the stability anddurability of
the reform process in Russia and China.There are three potential scenarios
for the future. First, despite recent difficulties, the reform process could
continue slowly, incrementally, and relativelypeacefully in both countries.
There would be temporary setbacksand short-lived periods ofrepression.
But the general direction of reform and openness to the outside world
would remain.

Second, there could be a sharp reversal of the reform process in both
Russia and China. Conservative anti-Western leaderscould come to power,
and they would be determined to arrest the liberalization process.

Third, there could be a sharp reversalof the reform process in one of
the communist countries while it continued in the other.

Obviously, the first scenariowould be the mostbenignfor Chineseand
Soviet relations with the West. The second would have the most harmful
impact on those relations. The impact of the third would be complex. For
example, even if China's relations with the West continue to deteriorate as
aresultofthe repressioninsideChina, Gorbachevwillstillwant to develop
stable relations with the West, and he will hesitate to do anything that
might jeopardize those relations.

According to Zbigniew Brzezinski, there are two fundamental long-
range alternatives for the Soviet Union and China in the wake of commu
nism's "grand failure.''^ The first possibility is that these communist
systems will evolve into increasingly pluralistic societies with mixed state
and private economic sectors. The second possibility is that they will
stagnate under largely existing institutional arrangements while those in
power tinker at the margins but preserve dictatorial power through a

'Zbigniew Brzezinski, The Grand Failure: The Birth and Death of Communism in the
Twentieth Century (New York: Charles Scribners, 1989).
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military-police coalition that increasinglyrelies on appeals to nationalism
asthe mainsourceofpoliticallegitimacy. Ineithercase, theprocessmaybe
evolutionary or it may involve some violent upheavals. So far, Brzezinski
argues, the historical record does not offer much encouragement for the
first alternative

Still, as Brzezinski himself concludes, it would be wrong to exclude
altogether the possibility of a postcommunist transition in the more demo
cratic direction and market-based economic systems. And in the Soviet
Unionthere isemerginga"civilsociety" that coexistswith, but isno longer
dominated by, the political system.Independent groups are alreadyspring
ing up in many communist states, including the Soviet Union and China,
and these groups are exploiting new technical means for the dissemination
of mass information and the articulation of alternative political views.

If this process continues, the two large communist states may yet
become more pluralistic and be absorbed into a broader global commu
nity.While hedging its bets on such a benign outcome and preserving an
appropriate degree of caution, the West should also be searching for a far-
sighted strategy of promoting communist democratization and integra
tion into the Western community.
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Japan and SoutheastAsia





9. Japan and Southeast Asia:
Searching for Acceptable Roles

KAVICHONGKITTAVORN

Mystery surrounded Japanese Prime Minister Noboru Takeshita's tour of
the member countries of the Association of Southeast Asian Nations

(ASEAN) in May1989—a few weeks before he resigned from his premier
ship. No one seemed sure why he came. But as good recipients ofJapanese
aid, ASEAN leaders greeted the lame-duck leader and gave him a welcome
warmer than any he could expect at home. While in Bangkok, Takeshita
wanted to see both Nguyen Co Thach, the Vietnamese deputy premier and
foreign minister, and Cambodian resistance leader Prince Norodom Siha
nouk. The meetings failed, somehow, to take place. Takeshita's Thai hosts
were reluctant to help.

This incident epitomized the scope and the limits of Japan's role in
Southeast Asia. Takeshita'strip allowed him to reaflSrm the "continuity and
consistency" of Tokyo's ASEAN policy, but Takeshita had also hoped to
convey to Indochina a Japanese scheme to revitalize the war-torn region
after the settlement of the Cambodia conflict. Thailand, under versatile
Prime Minister Chatichai Choonhavan, did not want Tokyo's effort to
eclipse its own Indochina initiative.

Throughout the latter half of the 1980s, Japan has advanced a range of
political initiatives on the conflicts in this region, notably the war in
Cambodia. But its role as a "peacemaker" or a "mediator" has not been
accepted by ASEAN—rather, it has been rejected, ironically, in the region
whereJapanese economic influence is greatest. In consequence, Japan has
had to be content with continuing its low-profile diplomacy toward
Southeast Asia. For one thing,Japan does not want to be seen as the country
obstructing regional attempts, especially those made by ASEAN, to settle
regional problems.

Nonetheless, economic dynamism in ASEAN and rapid political changes
in the situations in Indochina and Burma have recently promptedJapan to
respond. Tokyo has been forced to fine-tune its foreign policy to the new
realities in SoutheastAsia.GivenJapan's cautious diplomacy, Tokyo'smoves
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in the near term are likely to be less dramatic. Japan's basic attitude toward
ASEAN and Indochina will probably remain unchanged, at least until the
peaceful settlement of the Cambodian problem. In the long term, however;
it could result in policy adjustments and bolder overtures, with orwithout
ASEAN's acquiescence

This chapter will examineJapan's dilemma in its relations with ASEAN
and Indochinese countries over the Cambodian conflict. Japan's policy
towards Burma, following that country's bloody coup in September of
1988, will also be discussed.

Japan's Dilemma over
the Cambodian Conflict

After Vietnam's invasion and subsequent occupation of Cambodia in
December 1978,Japanhalted anaimual14billionyen economic assistance
program to Vietnam. Since then, Japan has endorsed ASEAN's Cambodian
policy and voted for the ASEAN-sponsored resolution, tabled at the United
Nations annually since 1979, callingfor Vietnam to withdraw all its troops
from Cambodia.

In sidingwith ASEAN on this issue,Japan lost some of its own flexibility
and diplomatic initiative by placing itself squarely in the U.S.-ASEAN-
China camp. Japan has been unable to take initiatives ofits own other than
to offer its services to facilitate the implementation of a peace accord and
to assist in the postsettlement economic reconstruction ofVietnam, Laos,
and Cambodia.' Tokyo had stood firm thatJapanese aid would not resume
until a Vietnamese withdrawal was complete and a peaceful solution
achieved in Cambodia.

In a major policy speech at Jakarta on May5,1989, Takeshita reiterated
Japan's readiness to provide necessary economic assistance to Indochina,
namely Vietnam and Cambodia, after "the comprehensive settlement of
Cambodia." In fact, Japan's latest position on Cambodia has hardened.
Japan has made it clear that a partial solution to the conflict would be
unacceptable

Vietnam's protracted occupation of Cambodia affected a previous
Japanese policy of bridge-building between ASEAN and Indochina, one of
the main pillars of the Fukuda Doctrine to "support ASEAN."^ Despite

^Muthiah M2i%2ipp%Japan's Political and Security Role in the Asia-Pacific (Kuala Lumpur:
Institute of Strategic and International Studies, 1988), p. 28.

2Sueo Sudo, "Japan-ASEAN Relations: New Dimensions in Japanese Foreign Policy,"Asian
Survey, May5,1988, p. 14.Detailed discussions on Japan-ASEANrelations can also be found
in "From Fukuda to Takeshita:A Decade ofJapan-ASEANRelations," Contemporary South
eastAsia 10, 2 (September 1988).
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Japan's full endorsement of ASEAN's Cambodian position, in the latter half
of the 1980s Tokyo began to search for a tangible political role in the
resolution of the Cambodian peace process.

Before the third ASEAN summit in Manilaat the end of 1987,Japan had
initiated its own brand of "tea party" to allow the four warring Cambodian
factions to meet informally with other concerned parties, such as ASEAN,
the United States, the SovietUnion, and China, among others. The idea was
quickly quashed by ASEAN foreign policymakers, however, after a short
round of informal discussions.^ ASEAN countries were apprehensive of
this plan, and their leaders considered it both premature and capable of
derailing an effort by Indonesia, acting as an ASEAN interlocutor, to bring
together the Cambodian groups. Then Indonesian Foreign Minister Moc-
thar Kusumaatmadja tried to convince the factions concerned to attend
the informal gathering to discuss how to end the Cambodian conflict.
Mochtar's idea was later transformed into a format known as the Jakarta
Informal Meeting QIM) framework.

ASEAN's cool response to Japan's political overtures on Cambodia was
the consequence, in part, of an earlier incident—Japan's languid response
to ASEAN's protest in May 1987 ofa plan by aJapanese trading firm, Nissho
Iwai, to extend long-term credit and other economic aid to Vietnam.

The incident brought about the first divergence of views between
Japan and ASEAN. ASEAN countries deemed such economic assistance
inappropriate, fearing that an improved Vietnamese economy would
produce a stronger Vietnamese grip on Cambodia. In addition, extensive
assistance and trade ties could jeopardize future ASEAN policies toward
Cambodia as ASEAN and other Western countries continue to try to bleed
Vietnam economically. Undoubtedly, both Washington and Beijing sup
ported ASEAN's move.^

The protest came after repeated warnings from Thailand. Initially,
Japan did not pay much attention to a complaint from Thai Deputy Foreign
Minister Prapas Limpabandhu, made during a visit to Tokyo in late March
1987. Japan's immediate response was typical: The proposed economic
aid was a private initiative, it said, over which the government had no
control.

Japanese diplomats based in Bangkok pointed out that private com
panies' assistance was aimed at recovering old debt, estimated around
¥600 million, from Vietnam.Atthe same time,a U.S. assessmentpointed to

^Masaru Maruyama, "Nihon, Dokuji No Pati An" [Japan: One-party plan], Yomiuri Shimbun,
December 14,1987, p. 7, in a dispatch from Manila,The Philippines.

^KaviChongkittavorn, "ASEAN, Japan Differ on Issue of Aid to Hanoi," The Nation, May 6,
1987, p. 2.
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a different conclusion. Aconservative think tank, the Heritage Foundation,
alleged that Japan had pushed ahead in private trade with Vietnam in
defiance of international efforts to maintain an economic and political
embargo "so long as it remains a Soviet proxy in Southeast Asia."'

Caught unprepared, Japan was greatly embarrassed by a subsequent
joint protest from ASEAN. An earlier protest, with stronger wording, was
lodged with the Soviet Union, urging Moscow to sever military aid to
Vietnam.^ The Japanese Foreign Ministry moved quickly to contain the
damage in its ties with ASEAN by callingfor full cooperationfromJapanese
private companies involved in Vietnam.Kimio Fujita, director general of
the Foreign Ministry's Asian Affairs bureau, told ASEAN ambassadors that
Japan had warned its firmsto avoiddealingswith Vietnam that were likely
to cause misunderstanding and urged them to avoid below-board deal-
ings.'^ As a result, major trading companies slowed trade activities and
others canceled some of their future projects. Nissho Iwai opted for a
complete withdrawal from Hanoi.® The volume of trade between Japan
and Vietnam in 1987and 1988was lower than the average annual trading
volume of US$250 million for this decade

Japan's eagernessto complyhadits roots in the diplomacy practiced by
its former prime minister, Yasuhiro Nakasone. The year 1987 may be
viewed as a landmark for Japan's diplomacy in Southeast Asia, as far as the
Cambodianproblem was concerned. New initiativeswere put to the test.
At the close of Nakasone's tenure, his successor, Noboru Takeshita, con
tinued similar political efforts, hoping to contribute positively to the
dialogue between ASEAN and Indochina. Though years of stalemate
amongthe warring Cambodian factions made an earlyand quick peaceful
settlement impossible, continued conflict in the region was viewed as
detrimental to Japan's long-term interests. More important, the deadlock
impeded, and still impedes, trade relations between Japan and Indochina
and has delayedpotentialJapaneseinvestment in the region—andall this
despite Japan's unique trading relationship with the Vietnamese

Before the Vietnamese invasion of Cambodia, Japan enjoyed healthy
economic relations with the Indochinese countries. But the Cambodian
conflictand the subsequentASEAN politicalandeconomicboycott against
Vietnam have disrupted these trade links. Japanese participation in the
boycott thus became a yardstick of Japan's sincerity in its support of
ASEAN. As a result, Japan's initiative on Cambodia was crippled pre-

^Tfoe Nation, August 3,1987, p. 4.

^The first jointASEAN protestwaslodgedagainst the Soviet Union in May 1985.
"^The Nation, May 26,1987, p. 4.

^AllianceFrance Presse (AFP) reported from Hanoi, May28,1987.
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maturely by ASEAN's hard-line approach and by a difference in perceptions
of the Japanese role. The first ASEAN protest appears to have had a far-
reaching psychological effect on Japan's political maneuvering on Cam
bodia; Japan's confidence, in fact, may have been shattered. was the
main target, even though other countries had continued to provide
assistance; South Korea, for example, gave Vietnam a 720-day credit
following ASEAN's protest to Japan.^) Evidently, ASEAN has also used this
bargaining chip efficiently and has kept at bay the Japanese eagerness to
trade with Vietnam.

As this back-and-forthing continued, France and Australia resumed
their economic assistance. In December 1981, France provided a loan of
200 million francs to Vietnam. Australia severed its aid package to Vietnam
in December 1978, but in March 1983 Prime Minister Bob Hawke's Labour
Party government advocated fresh aid to Vietnam, despite strong disap
proval from ASEAN and China. Finland and Sweden also provided human
itarian aid.i®

A few months after the ASEAN protest, Japan increased its nonmilitary
support to the noncommunist Cambodian resistance groups, particularly
to the faction led by Prince Norodom Sihanouk, and unwaveringly en
dorsed the ASEAN stands. Japan's support of Sihanouk as a sole and
legitimate leader of Cambodia preceded an official visit to Japan by
Sihanouk in August of 1988. During the prince's visit,Japan pledged to train
personnel from Sihanouk's faction in technical fields. At a June summit
meeting in Toronto, Takeshita, speaking for Sihanouk, called on Western
industrialized countries to speed the peace process in Cambodia.

In July 1989, at the post-ASEAN foreign ministerial meeting in Bangkok,
Japanese Foreign Minister Sosuke Uno proposed that Japan finance the
international peacekeeping force's operation and dispatch a civilian team
to supervise the peace process in Cambodia after a complete withdrawal of
Vietnamese troops.

Japan carved out two fresh ideas during Takeshita's ASEAN tour. First,
Japan proposed the formation of a framework for the mobilization of
international cooperation to assist Cambodia effectively. Second, Japan
would help the Cambodian displaced persons, estimated at 300,000, along
the Thai-Cambodian border to return home. Japan would further assist "in
every way possible to allow them to participate in the rebuilding of their
country." Japanese officials said Japan would be willing to provide financial

^FarEastern Economic Review {FEER\}u\y 23,1987, p. 29.

*°JuichiInada, "Japan'sAid Freeze to Vietnam: Diplomatic Implications for Normalization,"
paper presented at a conference on "Vietnam Today:Assessingthe New Trends," September
1-3,1989, p. 24.
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support for Cambodian displaced persons who decide to return home
voluntarily.Over the past decade, Tokyohas donated at least US $60million
in humanitarian aid to the Indochinese people and settled a total of 5,900
Cambodians in Japan."

As Japan's second largest trading partner, ASEAN is the country's top
priority in the region. In no way can the Indochinese market of 75 million
people be compared with that of the combined ASEAN nations, which
boast collectively one of the world's fastest-growing economies and a
population of 320 million. Tokyo is not likely to challenge ASEAN's
approach on the Cambodian issue Japan's economic interest in ASEAN far
outweighed its political ambition. Without doubt, Japan did not dare risk
its ties with ASEAN in exchange for a more flexible approach to Indochina.
In a way,Japan's hard-line approach to the conflict in Cambodia, shaped
and reinforced by ASEAN economic dynamism, was pressed by ASEAN—
and became an irritant in Japan's relations with Indochinese countries.
Time and again, Vietnamese and Cambodian leaders have openly criticized
Japan in international forums for its narrow views on Cambodia. Vietnam's
Nguyen Co Thach was blunt when he condemnedJapan as an "economic
beast" and stressed that Japan had no role in the Cambodian problem
unless Tokyo changed its current approach.12

Japan is likely to maintain its present inertia on the Cambodian
question. Without a comprehensive political settlement as demanded by
ASEAN, there is no reason for Japan to adjust its position. Even with a new
prime minister in Takeshita's place, Japan's Cambodian policy will not
undergo any change The prospects for more dynamic policies from the
new leadership in Japan are slim.

Several Western countries—among them Canada, Australia, the United
States, West Germany, and France—have increased their contacts, some
more discreetly than others, to establish footholds in Vietnam. Australia
has already set up two satellite stations, in Hanoi and Ho Chi Minh. The
United States and Canada are also vying for the construction of satellite
telecommunication networks to tap a potential market; some 1.3 million
Vietnamese refugees have been resettled in North America. Of the esti
mated US$450 million invested in Vietnam as of March 1989, not a single
major project had been begun by Japanese investors. India, France, and
Britain topped the list of foreign investors, with joint ventures in the
offshore oil and gas enterprises.*' South Korea and Taiwan have so far
invested mainly in small-scale joint ventures.*"*

press release of the Foreign Ministry, May 25,1989, Bangkok.

'^AFP reported from Hanoi, May 17,1989.

»/?E£R, April 27, p. 69.

^•^The Nation, May 28,1989, p. 23.
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The ongoing flurry of diplomatic activity between Indochina and
Western countries may seem to putJapan at a great disadvantage However,
discussions with the Japanese business community and diplomats in
Bangkok reveal Japanese confidence in its approach and its economic ties
with Vietnam. Some argue that the future vitality of the Indochinese
economy depends largely on the participation of Japanese capital and
technologies, both currently based in ASEAN countries.^^

However, given the recent changes in the international environment,
both globally and regionally—notably, the ripple eiffect caused by Thai
land's new Indochina policy under Prime Minister Chatichai Choonhavan
—Japan is at present searching for options. Both semiofficial and official
delegates have crisscrossed Vietnam and Laos to pave the way for future
official relations. Private ties have already been firmly established in all
three Indochinese countries. Such policy options will become more
visible and tangible as soon as there is a peace agreement in Cambodia.

Japan's Ties with Laos and Cambodia

Japanese-Laotian relations are unique. Laoshas been the only Indochinese
country to receive generous economic aid from Japan throughout the
Cambodian conflict. Japan's assistance to Laos has been consistent and
noncontroversial.

As one of the world's poorest nations, Laos subsists on its basic
agricultural products. Japan's assistance has focused on industrialization,
improvement ofhuman resources, and skilled technicians. Of late,govem-
ment-to-govemment contacts between the two countries have increased
and become firmlyestablished. Laotianministers havemade frequent visits
to Japan and have openly admired Japan's economic success. Laotian
leaders have also adopted a campaign of "learning from Japan's economic
miracle," similar to Malaysia's "Look East" policy to develop its backward
economy.

In 1988, Japan provided more than ¥400 million in economic assis
tance to Laos. Part of the official Japanese aid included books on Japan's
economic miracle and business management. Lastyear, Tokyo dispatched
two economists to give a series of lectures to Laotian middle-level and
junior-ranking officials on techniques ofJapanese management and eco
nomic development.^^

Japan's principal exports to Laos are automobiles and machinery; it

i^Commentsmade by AkiraKoyama, president of the Japanese Chamber of Commerce, in a
seminar on "Indochina: From WarZone to Trade Zone,"April 28,1989, Bangkok, as well as
comments by other Japanese businessmen and diplomats.

^^From an interview with a Japanese Foreign Ministry official in Tokyo, March 25, 1988,
during the firstofficial visit by Laotian ForeignMinisterPhouneSipaseuth to Japan.
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imports timber and other natural raw materials.Lastyear, Laos imported
US$15 million worth ofJapan's products and exported an estimated US$3
million worth of goods to Japan.

Judging by the consistency of its approach during the past decade,
Japan'spolicytowardLaos demonstrated its determinationto do whatever
it can to improve the livelihood of the Laotianpeople. But that does not
mean Japan's approach to Laos was devoid of strategic considerations.
JapaneseForeignMinistryofficials in Tokyoexpressed hope thatJapan'said
would lessen Laos' dependence on the Soviet Union and Vietnam and
would distance Laosfrom the Soviet bloc in the long run. They agreed that
a neutral and stable Laos could serve as a buffer between Thailand and
Vietnam. During the height of the 1987—88 Thai—Lao conffict over a
disputed border area at Ban Romklao, Phitsanulok Province, Japan re
mained neutral. When Laotian Foreign Minister Phoune Sipaseuth visited
Tokyoin Marchof last year, Japan called on Thailandand Laos to patch up
their relations.

Japan'sassistance to Laos has drawn the blessingsof ASEAN countries,
particularly Thailand—the only country that has extensive relations with
Laos. ASEAN has never criticized Japan for aiding Laos even though it
would have been irked by anyJapanese move to start or resume a dialogue
with other Indochinese countries.

With peace in Cambodia close at hand, more Japanese businessmen,
mainly those based in Bangkok, have visited Cambodia. Early in 1989,
Japan's Okada Logging Co. became the fiurst foreign company to operate a
sawmill on the outskirts of Phnom Penh. The sawmill is now producing
about 3,500 million cubic tons monthly, Other elements of the Japanese
presence include a relief agency, the Japanese Volunteer Cooperation
Agency, and the omnipresent Japanese tourists, who have flocked to
Phnom Penh in recent years and toured the Angkor Wat in Siem Reap. In
the first nine months of last year, 273 Japanese tourists visited Cambodia,
the second largest group after the Italians.^® Phnom Penh officials pre
dicted that the number of Japanese tourists would quadruple once an air
link between Bangkokand SiemReap is established.^'

Until a comprehensive political settlement is reached in Cambodia,
Japan's trade linte with that countryvsdll be marginal, restricted to buying
logs, iron scraps, and rare jungle products. Other countries such as

January 12,1989, p. 16.
'sSarpordamean Kampuchea (Kampuchean News Agency) (SPK), Phnom Penh, January 7,
1989, p. 1.

''Comment made by Chum Bunrong,Director of InformationDepartment, ForeignMinistry,
State of Cambodia, during a visit to Thailand on May 5—7,1989.
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Thailand,Singapore, Taiwan, and SouthKoreawill continue to benefitfrom
the absence of a bona fide Japanese challenge When the conflict ends,
however, Japan is likely to top the list of major traders and investors in
Cambodia, especially in the logging and fishery sectors. Thai-Japanese
joint venture companies based in Bangkok are even now zeroing in on
Cambodia's abundant natural resources.

Japan and Burma

Asthe bluest aid donor to Burma,Japan has played an important role in
voicing concerns and calling on the Burmese government, under the
military leadership of General Saw Muang, to implement a series of
measures for further democratization there

Before the student uprising against former strongman Ne Win in 1988,
few details aboutJapanese-Burmese tieswere known to outsiders because
of the nature of Burmese isolation and Japan's discreet assistance policy.
But the student-led popular uprising last year and their stru^e for wider
political participation and economic reforms highlighted the role ofJapan
in Burma.

DespiteJapan's decision to stop providing economic assistance imme
diately following the violent military takeover in September 1988, after
both Ne Win and his replacement Sein Lwinhad stepped down in rapid
succession, on February 17,1989, Japan backtracked on its earlier pledge
and siuprisingly gave de facto recognition to the military government in
Rangooa Tol^o's justification was that the new regime was in effective
control of the country and that it was observing international laws. Fur
thermore, Burmahad pledged to hold general elections, tentativelysched
uled for May 1990.Basedon this assessment, Japan partiallyresumed its
financialaid to Burma and made good on a ¥ 91 billion grant aswell as the
¥ 12.5 billion it had earlier promised Rangoon in development assistance

Japangave ¥ 9.5 billion(US875million) to Burmain grantsduring the
fiscal year ending March 31,1988, plus a further 3 7 billionyen (US$29
million). The United States, Britain, West Germany, and Australia, in
contrast, suspended aid to Burmato demonstrate their disapprovalof the
killings of students in Rangoon during the uprising.

Japan's recognition of the Rangoonregime resulted from a combina
tion ofseveral factors besides strictly economic ones. Domestic pressures,
mainly from private companies engaged in aid programs in Burma and
from the powerfulwar veterans associations, which haveclose linkswith
the Burmese regime,were behind Tokyo's decision.^® Japanese diplomats

^°PEER, March 16,1989, p. 21.
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in Bangkokalso attributedJapan'sshift to Bangkok's strong support for the
Saw Muang regime^i

Shortly after the Saw Muang regime took over in September 1989,
Thailand became the first country to send a high-level delegation to
Burma. But it was the visit of Commander-in-Chief Gen. Chavdit Yong-
chaiyudhthat demonstrated Thailand's strongsupport for the newmilitary
regime in Burma and served as a catalyst for subsequent visits by other
seniorThai officials. In the first months of1989, virtu^y all senior officials
from the army and various ministries dealing with Thai-Burmese affairs
have visited Burma. Chavalit's visit to Burma in December 1988 followed
hot on the heels after an attempt by the ForeignMinistry to send Deputy
Foreign Minister Prapas Limpabandhu there failed because of strong
public protest that prompted Prime Minister Chatichai Choonhaven to
stop Prapas's visit. Ironic as it may seem, Chavalit had gone at Chatichai's
behest to discuss outstanding bUateral issues including the problem of
ethnic minorities fighting for autonomy from Rangoon, the return of
Burmese students fleeing persecution at home, log imports to Thailand,
and security along their common border.

Unlike Indochinese policies, Japan's position on Biurma has been bold
andpragmatic. Its recognitionof the Burmese regimeandthe resumption
of aid ran counter to the current effort by Western countries to block
assistance to the Saw Maung regime because of its poor human rights
record. Going it alone, Japan reasoned that even though the current
Burmese regime has not been very democratic, it deserves some kind of
support so that the Burmese government can put its house in order. Most
important, in Japan's view, the regime was not installed by outside forces
but was a product of political turmoil within the country.

In the absence of any ASEAN objection to its diplomatic shift toward
the newregimein Burma, Tokyo can proceed independently withoutfear
of antagonizing ASEAN. In addition to Thailand, Singapore and Malaysia
quickly recognized the Rangoon regime PresendyASEAN andJapanare
attempting to maintain the current status quo of their ties with Burma,
hopingthat the processofdemocratization willgradually takeplacethere
It is not at all surprising, then, that ASEAN, Japan, and other non-Western
countries, despite continuous outcries from Burmese students and op
position parties seeking internadonal attention to human rights abuses in
Burma, have treated the crisis and the massacre of civilian demonstrators
in Burma as Rangoon's internal business that should be left to the Burmese
people to handle

In the near future, Japan's support of Burma will be fully restored.

^^TheNation, March 13,1989, p. 2.
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pendingtheprogressmadeonthepledgedelectionin1990aswellasother
measures to democratize the country. Given Jean's and ASEAN's support,
Burma can move forward in its economic development. Burmese military
leaders have been able to solidifytheir power within the country. With the
assurance from the Thai army that it will not retaliate should the Burmese
troops cross over the Thai bordei; in early 1989, Burmese government
forces launched a determined offensiveagainstminority rebels, mainlythe
Karens, along the Thai-Burmese border. By late May, almost all major
Karenstrongholdshad been overrun.Japan's andASEAN's support hasalso
minimizedAe repercussions resultingfromfurther economic boycott by
the West.

Meanwhile,Japanesebusinessmen, aloneamongtheir rivalsfromSouth
Korea and Australia, have poured into Burma. AJapanese company, Taiyo
Gyogyo, recently signed a contract to fish in Burmese waters on a trial
basis. SeveralThaicompanies havecut dealswith Burmato import timber,
marine (shrimp, fish, squid), andjungle (spices, rareanimals, wildflowers)
products.

Searching forJapan's Acceptable Role

Japan's intention to play a moreforceful role in the politics ofSoutheast
Asia can be clearly seen in its various approaches to regional problems
such as the Cambodian conflict and the Burmese crisis as well as in its
policy toward Indochina.

Miat all this means is that after years of takingawait-and-seeattitude,
Japan has decided that its economicclout should be accompanied by a
greater political role in the region. But judging from ASEAN's attitude
toward Japan in past years, Japan's maverick initiative will not work
without support from ASEAN, whose fears partly stem from pockets of
concern about a possible resurgence of Japanese militarism through its
increased political role As a result, divergent ASEAN perceptions have
restricted Japan's would-be political maneuvering. The way ASEAN and
Japan deal with the Cambodian problem is a case in point. Although
discussionsabout an appropriate Japanese role are popular amongASEAN
policymakers and academics, there has been no consensus.

Thisambiguous attitude towardJapancanharmtheinterestsofASEAN
in the long term.Giventhe appreciationof the yen andthe recent increase
inJapan's defense budget, it isobvious thatJapan's defence expansion will
continue despite ASEAN's fears. If the latest report by the Rand Corpora
tion is any indication, Japan will become a military power by 2020.
Accordingto the Randreport, "Japan's defensespending, evenifit remains
a very small part ofJapan's expanding GNP, will approach the spending
levels ofeachofour principalWest European allies." Thereport addedthat
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by1990,Japan's military spendingwould bemore than 60percent aslarge
asthecombined military spending oftheUnited Kingdom, West Germany,
andFrance, andby2000 theJapanese figure would benearly 70percentof
their combined military spending.22

With this inevitable scenario in mind, it would be wise for ASEAN to
begindiscussions andfind aconsensus onwhatJapan canandcannotdo in
terms ofpolitical and security matters. ASEAN should not feel inhibited in
itsdiscussions withJapan. The region will be bestserved ifJapan's future
posture is theoutcome ofclose consultations between ASEAN andJapan
rather than aunUateral effort—or, asit has always beenuntil thepresent,
part of the Japan-U.S. Security Treaty. So far, ASEAN has customarily
accepted Japan's defense posture in the context of this longstanding
securityarrangement. ThecontinuedUS. pressureonJapan to shoulder a
greatersecurity roleintheregion hasdefinite implications forthesecurity
picture of SouAeast Asia.

Infact, it isabouttimeforASEAN to take anewlookatJapan. As in the
past, Japan's role has been largely a case of "money talking," but Tokyo
deserves a bi^er role in theregion, especially on issues where Japan can
make adifference While bittermemories ofpastJapanese military adven
turism will not die, they should not obstruct ASEAN's vision of new
options. For years,ASEAN has exploitedJapan's past mistakes for its own
benefit. ThebeginningoftheHeisei Era symbolizes anewJapan thatshould
augurwellwith ASEAN sincethe newemperor; Akihito, doesnot sharehis
father's stigma of military extremism.

In more than one way, Japan's new dynamism comes at a time when
rapid changes in superpower configuration in Asia are taking place New
developments in mainland Southeast Asia have contributed to these
changes. Prominent among them are theSino-Soviet rapprochement and
normalization, the recent improvement inJapan-Soviet relations, relaxed
tensions in the Korean peninsula as well as the desire for countries in the
region to create a new economic grouping.

In areas asfaraway as the Middle East andEast Europe, Japan hasbeen
successful inkeeping ahigh profile aiding thepotentially explosive region
increase its political stability. In Southeast Asia, whereJapan's economic
interest and influence are greatest, ASEAN should be more accommodat
ing to Japan's political role From this point on, what Japan says and
does eventually will be a major determinant in thepolitical landscape of
the region.

22U.S. Information Service,wireless text, May16,1989.
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Aswe approach the year 2000, it is our hope thatJapanwill initiate changes
in its policies that will effectively bring about an enhanced political, socio-
cultural role in not only the SoutheastAsian region but also in the global
context.. .. Our expectation is thatjapan will conduct itselfwith the kind
of sensitivity that it has shown since the end of the [second world] war.^

The shifting dynamics of the global economy have generated both chal
lenges and opportunities for the countries of Southeast Asia. In this
context, the most pressing challenge facingJapan in its relations with the
Southeast Asian countries lies in that country's willingnessand ability to
undertake the variousadjustments so essentialto the promotion ofgreater
interdependence and general well-being. Although cooperation may be
the prevailing theme of the era, however, cautious enthusiasm such as that
accompanying the proposed concept of a Pacific Forum attests to the
problems that continue to plagueJapan's relations with its Southeast Asian
neighbors. Concerns for regional security and stability have become
especially magnified in recent years by the shift in power dynamics within
the region, with calls for an expanded role ofJapan not only in Asiaand the
Pacific but in the global context aswell.Aswith anyregional entity whose
continued viability, peace, and stability depend on a balance of power, the
Southeast Asian attitude towardJapan is an extension of that ambivalence
directed, to some extent, toward all emerging powers, external or re
gional. Changes—however positive—^will inevitably be received with
caution.

^Mahathir Mohammed, "Japan Toldto SetUp*Buy-Back' MalaysianDigestQ2a\mry
1988), p. 6.
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Factors ofComplementarity

At the foundation of Japan's relations with Southeast Asia factors of
geography stand as an irrefutable reality. Kamil Dato, Malaysia's ambas
sador to Japan,captured the essence of this interrelationship in his 1988
Independence Day address: "Coming aswe do fromthe sameregionand
situated as we are in strategic comers of that region, the inevitability of
contacts cannot be avoided. Indeed, relations between the two countries
became a natural development."^ To Japan, geostrategically vulnerable
because of itsdependency on secured seaaccess.SoutheastAsia dominates
the most vital of its seagoing transportation and communication arteries.
OfJapan's "floating pipeline"—one bigtankerevery50miles betweenthe
Middle East and Japan—75 percent of those supplying Japan's energy
needs pass throu^ the Straits of Malacca, an average of twenty Japanese
vessels per day' Such strategic vulnerability is not lost on either those
possessing the inherent advantages nor those seeking to possess them—
and, least of all, Japan. In all, it makesJapan a force in the Asian-Pacific
regionthat cannotbe overlooked byitssouthernneighbors in theirefforts
to maneuver themselves amid the currents of big-power influence

Geographical proximity is further reinforced by the natural comple
mentarity that existsessentially between a resource-poor Japan and the
resource-abundant Southeast Asian states. Accounting for 85 percent of
world production of natural rabbei; the ASEAN countries alone have
emergedas the world's suppliers not onlyofmbber, but also ofpalmand
coconut oil. Two-thirds of the world's tin and copra currently comes from
Southeast Asia along with three-fifths of its copper supply.^ In addition.
SoutheastAsia is alsoamajorproducer and exporter ofoil,natural gas,rice,
and timberalongwith a cornucopiaofother strategiccommodities. Much
of these commodities remain untapped, especially in Indochina, where
wai; revolution, and occupation have repressed any real process of eco
nomic development. Thus, in this relentless competition for scarce re-
soiurces. Southeast Asia as a region has much that many would covet.
However; from this potential source of greatness insecurity also sprouts,
for in relations among states such inherent wealth is not necessarily a
sheath of security, and such complementarity is no guarantee of harmo
nious coexistence It was, after all. Southeast Asia's natural resources that
drovetheJapanese to staketheir claimforcefully in the regionduringthe

^Dato Kamil, "Malaysia Celebrates 31st Anniversary of Independence," Japan Times,
August 31,1988.

^Matsukane Hisatomo,"ThePhilippinesand SecurityofSouthChinaSea: Centering onJapan's
Position," unpublishedms, IndochinaArchive, Berkeley, Calif.
^"Poor ASEAN Meets RichJapan,"TheEconomist, March 26,1988.
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1930sand 1940s. In the immediatepostwar years, the continued impor
tance of SoutheastAsia to Japan'snational interests was upheld asearly as
1953 by then Prime Minister Shigeru Yoshida, who wrote:

I do not think it necessary to dwell upon the importance of SoutheastAsia
as we cannot count on much trade with China.... The government
desires to extend every possible cooperation ... in order thus to advance
further the relations of reciprocal benefit and common prosperity.^

To a Japan then struggling to revive itself Southeast Asia was an indis
pensable source ofraw materials and markets, and a course was charted to
'"win by diplomacy after losing in war."^ "Economic diplomacy" thus
became the governing principle behind Japan's renewed commitment to
the region, a strategy that was to be fueledby new exigenciesin the 1970s
and 1980s. Anintensified program of economic assistance pavedthe way
for the subsequent promotion of trade and economic cooperation in the
region. By the early 1970s, Japan had become a leading donor, in some
instances even displacing the United Statesof its primacy.The firstoil crisis
further impressed on Japan the indispensability of ASEAN as a source of
vital energy needs.

Japan-ASEANrelations were bolstered, moreover, by the perception of
many SoutheastAsianstates that, in the long run, economic development
was a surer defense against communist impingement than self-defeating
militarization—aperception that was to be driven homepointedly by the
victory of the communist revolution that befell Indochina in 1975. Butter,
as Ihnku Abdul Raman of Malaysia had argued, was after all better than
guns. In the Southeast Asian industrialization drive,Japan presented itself
as a source asviable as the UnitedStatesin the provision of technology and
capital goods, further reinforcing the interdependence.

In the decades of the 1970s and 1980s, such dialogues as the Second
ASEAN Summit Meeting in 1977 and the Second Japan-ASEANEconomic
Ministers' Meeting in 1985 exemplified both sides' continued interest in
cultivating this interrelationship. In what later came to be known as the
Fukuda Doctrine, Japan laid out the framework for future relations with
Southeast Asiawith expressed commitment to the promotion of mutual
confidence and trust based on "heart-to-heart"understanding between the
countries and reiterated adherence to the principle of nonmilitarization.
This commitment was reaffirmed at the 1987 summit in Manila in the form
of US$2 billion in development aid.

^Chulacheeb Chinwanno, "J^pan as a Regional Power," Indonesian Quarterly [henceforth
cited as/fi] 15, 3:120-129.

^Donald Heilmann, "Japanese Foreign Policy: Passivity, Prosperity, Nationalism and the
Elusionof Leadership," unpublished ms, 1986, Indochina Archive, Berkeley, Calif.
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This tightening interdependence that saw a magnification of trade and
investment ties also brought Japan's growing economic dominance in the
region. Despite ejBEbrts at regional diversification, Japan continued to
control a significantportion of trade from the ASEAN countries. In addition
to natural complementarity, certain country-specific policies, such as the
counterpurchase clause instituted by Indonesia in 1982, provided a com
petitive edge toJapanese companies over others seeking export markets in
Southeast Asia. Between 1970 and 1980, the growth rate of ASEAN exports
to Japan stood at 28 percent per year. ASEAN's share of Japan's total
imports, however, has shown a less dramatic increase, though it remains
Japan's second largest trading partner."^

In addition,Japan-ASEANrelations have also been strengthened by the
exponential infusion ofJapanese capital from the 1970s to the early 1980s.
In 1982, Japan's cumulative investment in the ASEAN countries, deemed a
favored site second only to the United States, stood at US$7 billion,
accounting for one-third of the annual total foreign investment in the
region. By 1988, Japan had become the primary foreign investor in
Indonesia, Malaysia, and Thailand, while attaining the position of the
second largest investor in the Philippines and Singapore, upstaged only by
the United States.

A Decade of Change

Thus, in the postwar years, economic interdependence has been mutually
sustaining for Japan and its Southeast Asianpartners. The latter's resources
and markets have contributed significantly to Japan's economic rebirth,
whereas Japanese aid, investment, and demands for Southeast Asian re
sources have in turn been vital to the economic prosperity of ASEAN. The
continued viability of this interrelationship, however, depends on the
resilience of the concerned parties in responding to present and future
challenges. The decade of the 1980s has witnessed many shifts in the global
realm, with rippling ramifications at the regional and national levels. The
recession of the early 1980s generated an overall contraction in world
trade. With declining demand leading to excess stockpiles and consequent
price depression, the ASEAN countries were once again confronted with
their own continued vulnerability in commodity trading. Reduction in
trade volume with Japan was further accelerated by declining resource
intensity in the growth of the Japanese economy. The decline in oil prices
put a particular strain onJapan's relations with the oil-exporting countries
—such as Indonesia, which registered a 24 percent decline in export from

^KarlJackson and M. Hadi Soesastro,ASfiWSecurity andEconomicDevelopment
Institute of East Asian Studies, 1984), p. 13-
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1984 to 1985—where the divergence of interest grew markedly wider.
As commodity prices fell, there was also a lessening of investment

incentives in resource sectors. In addition to market losses and declining
trade and investment impetus, spiraling interest rates of the 1980s further
crippled economies, such as that of the Philippines, that were largely
dependent on the backing of foreign loans and are now tottering under the
debt burdens. In the case of Malaysia, for example, the rising yen has
increased the country's debt by 80 percent in ringgit terms.® In January
1987, Indonesia's special envoy, Widjojo Nitisastro, met with then Foreign
Minister Sosuke Uno in search of some relief for Indonesia's swelling
US$43.6 billion debt. Endaka (strong yen) has also made continued
dependence upon Japanese heavy industrial and technological imports a
costly endeavor, further accentuating the asymmetry in trade relations. It
was feared that uncurbed appreciation may also nullify Japan's soft loans.
ASEAN's position has been that, if it is unable to bridle the yen's apprecia
tion, Japan needs to reexamine the terms and conditions of the loans and
undertake measures that, as Dr. Mahathir puts it, "will balance the actual
money [we] borrow and the money we give back."^Aproposal has already
been advanced to introduce a yen-based Asian monetary system. Japa
nese monetary authorities have expressed concern about the prematurity
of this initiative.

Against the discouraging tableau of the early 1980s, the economic
horizon of 1987 did reflect more optimistic prospects. Despite the adverse
effects, endaka did generate some positive yields. The high yen has given a
more competitive price edge to exports from developing countries over
goods produced in Japan, thereby stimulating a reduction in the asym
metrical import arrangements, especially between the ASEAN countries
and Japan. Malaysia recorded a 25 percent increase in trade withJapan in
1987 over the preceding year. Malaysian exports to Japan also climbed to
US$4.7 billion, amounting to a 24 percent increase for the same year.^^
Customs reports for South and Southeast Asia substantiated this notable
increase in Japan's imports. The gain is most marked in third markets,
where the high yen has rendered Japanese labor-intensive and low-
technology exports uncompetitive vis-a-vis the developing countries.

®Jusuf Wanandi and Kumao Kaneko, "Toward a Closer ASEAN-Japan Partnership," Proceed
ings oftheJapan—ASEAN Conference, 1987, organized by the Japan Institute of International
Affairs.

9"ASEAN to Call on Japan to Lessen Impact of Yen Japan TVmes, June 27,1988.

^oThe concept was sounded by the Mitsui Bank, Ltd. and Karl Otto Poehl, president of the
West German Bundesbank, in February Japan Times, February 6 and March 25,1988.

^^Malaysian Digest, January 1988.
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Byextension, as labor cost rises,production at home loses the compet
itive edge; investment opportunities in Japan thus appear less attractive
Consequently, there was mounting interest in deploying the manufactur
ing of low value-added products overseas, thereby accounting for the
growth inJapanese foreign direct investment.A1987 regional breakdown
of foreign investment statistics showed an overall increase from 10 to 19
percent for the Asian share of the total Japanese investment, with an
approximate increase of 9 to 12 percent for each country.12 With the
revitalization of the newly industrializing economies (NlEs), the Southeast
Asian countries can enjoy greater diversification of trade and investment
partners and a lessening of dependence on Japan, thereby promoting
greater interdependence in the Asian-Pacific region.

Althoughsome countries may benefit greatly from this augmentation
of foreign investment, an Asian Development Bank projection remains
gravely pessimistic that it can offset the trade balance in Southeast Asia.i3
For this reason ASEAN has made concerted appeals to the Japanese
government to "recycle" its trade surplus in the augmentation of both
grants and loans—that is, on easier terms, or preferably untied—and by
providing incentives to private interests to "redirect" Ae flow of capita
toward the developing countries. In the past Japanese assistance has been
criticized for its conditional nature because it was frequently tied to the
requisite of purchases. Direct investment is especially encouraged for
small- to medium-sized firms.

Thus, despite recent improvements, some structural problems need to
be redressed. The magnitude of the trade volume cannot obscure the
asymmetry in trade relations that persists.Japan continues to value ASEAN
more as an export outlet than as an import source. Composition of trade
also differs as imports from Japan consist predominantly of heavy indus
trial goods whereasASEAN exports remain largely foodstuffs, raw matprial^
and mineral fuels. In 1985, oil-based and liquid natural gas exports
constituted more than 50 percent of Indonesian, Malaysian, and Singa
porean exports to Japan, Consequently, Japanese investments in non-
manufacturing sectors continue to exceed those in the maniifarmring
industries. In the early 1980s, the mining industry absorbed approximately
60 percent ofJapan's total investment in Indonesiaand 40 percent of its

^^Miyohei Shinohara,"HighYenSpeedsDawnof 'Asia-Pacific Era,'"JapanEconomicJournal,
May 28,1988.

13"JapaneseForeign Direct Investment," WorldExecutive Digest (September 1988), p. 34.
I'̂ Rupert P.Alonzo, "Japan's Economic Impacton ASEAN Countries," IQ 15,3:137.
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investment in the Philippines.^' in energy-rich Indonesia especially, the
bulk ofJapanese investment remains concentrated in gas and oil extraction
to meet the needs ofJapan's industrial backbone, with the remaining share
targeted for the penetration of Indonesia's market. It is noteworthy that
USI2 billion ofJapan's investment in Indonesia during 1981 was allocated
solely to two projects.Japan's successful US$1 billion bid for an oil refinery
project and its submission in 1984 of a US$200 billion bid for an Indo
nesian geothermal project are indicative ofJapanese interests in extending
its investment dominance into the processing sector.

For ASEAN, however, a more pressing focus of concern lies in the
persistence of overall discouraging trends in trade and investment rela
tions with Japan. The 1987 UNCTAD report continued to reflect a certain
pessimism regarding the long-term prospects for commodity prices. Des
pite the subsequent expansion ofJapan's total global trade, the total trade
volume with ASEAN in 1985 registered a stagnation level or, in some cases,
even a decline ASEAN's share of Japan's overseas direct investment also
failed to maintain a direct proportion to the recent exponential growth of
the latter's overall annual overseas investment. This decline, in relative
terms, was largely attributable to the hardening protectionist stand of the
industrialized countries—namely, the United States, the European Com
munity,and several of the newly industrializing economies that command
the greater share of Japan's export markets. Securing access to these
essential markets thus gained accentuated emphasis within Japan's trade
policy agenda, and direct investment was diverted to circumvent the
protective barriers to these markets.

The fear that these trends would combine to create negative feedback
and further aggravate the failingeconomic vitalityof the region generated
a wave of concern in the ASEAN countries. The response of Malaysia's
prime minister; Dr. Mahathir Mohammed, to Japan's US$2billion goodwill
token underlined ASEAN's unabated trepidation for its own potential
displacement: "Much as we appreciate Japan's contribution, we are con
cerned that more aid, more Japanese investments are shifting away from
this region to the United States, the European Community (EC), and
China."!^Although v^EANhas denied any perception of threat emanating
from such a relationship, it is apparent that the recent Sino-Japanese
economic courtship, with its future military and strategic implications, is

15C.Y Ng,R.Hirono, and N.Aki2iS2in<tcJndustrialRestructuring andAdjustmentforASEAN-
Japan Investment and Trade Expansion—An Overview (Singapore: Institute of Southeast
Asian Studies, 1987), p. 32.

i^Ibid.
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perturbing to ASEAN. The ASEAN countries have come to view rhina—
with its immense market, geographical proximity, competitive laborpool
and,until recently, increasingly "open" economic approach—as an emer
gent rival for attracting trade and investments from the industrialized
countries, mostnotablyJapan. Japan's investment inChina in1987jumped
from 1to 7 percent,i^ reinforced byJapan's commitment to raise desig
nated loans to US$6 billion by1995. This worrisome investment prospect
was compounded by a declining share of Japan's Official Development
Assistance (ODA). Despite the overall increase, ASEAN remained wary
that, even though Japan's rolein the regional andglobal arenas may have
grown, its focus may shift elsewhere The ASEAN countries have thus
repeatedly expressed theirhopes thatJapan willencourage investment in
Southeast Asia through offshore relocation of its industries. With the
rattled confidence of the international community, the recent turmoil in
China can be looked on by ASEAN with a modicum of relief.

Within this issueagenda, securingcommodity price stabilization is of
pressing importance to ASEAN. Declining oil prices and the quest for
assurance of continued channels for energy export were primary con
cerns on the agenda for Takeshita and Indonesia's envoy Ginanjar Kar-
tasasmo during the latter's visit to Japan in September 1987. In addition,
securingmarketaccess for both primaryand manufactured goodsin this
atmosphere of pervading protectionism now leads the Southeast Asian
agenda of discussion with Japan. Some ASEAN countries have reached a
levelof development in which they can set their sightson the transition
from a primary-oriented development strategy to an industry-oriented
one Although this "graduation" remains for the future, countries such as
Malaysia and Thailand have already undertaken initiatives to hasten the
eventuality.Malaysia's "LookEast"campaign and the Industrial MasterPlan
have laid the foundation for this upward push, with apparently favorable
results. In August 1988, Malaysia reported that the manufacturing sector
had surpassed, for the first time, the performance of the agricultural
sector.!® Semiconductors, ratherthancrudeoil, ledMalaysia's top export
items in 1986, making it the third largest producer of semiconductor
components. As such, processed and semiprocessed products will con
stitute an essential component of Malaysia's overall exports, and the
securingof readyoutletswill be fundamental to the continuedgrowthof
the industry.

WhereasJapan may be quick to decry the mounting protectionism of

I'^Shinohara, "High Yen,"p. 3.

^®Kamil, "Malaysia Celebrates," p. 1.
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Western countries, it has been subjected in turn to repeated urgings from
its ASEAN trading partners to dismantle its own protectionist barriers and
to stimulate domestic aggregate demands for foreign imports. The ability
of the exporting countries to maximize their newly acquired edge con
tinues to be hampered by the seeming "insensitivity" of the Japanese
demand for price changes—a resistance that largely reflects the intense
competition from domestic producers in Japan, especially the steel and
petrochemical industries. With the growing inability of the United States
and the ECto continue acting as the main absorbers ofAsian exports,Japan
has been increasingly exhorted to make its due contribution as a global
power to the maintenance of more equitable relationships and overall
economic growth. Reactions from ASEAN countries at the summit of1987
clearly indicated their recognition that foreign direct investment and
concessionary loans cannot compensate for market losses. Masao Fujioka
of the Asian Development Bank puts it quite succinctly: "Countries in Asia
like to borrow from Japan with the hope that someday they can repay the
debts with strengthened economies. They don't like to just borrow and
again borrow for the sake of repaying debts to Japan." Given that, as of
1987, only 27 percent of ASEAN exports to Japan fall under the Gener
alized System of Preferences (GSP) of the General Agreement on Tariffs
and Trade (GATT), ASEAN has been pressuring for the expansion of such
coverage and for the augmentation of quota ceilings. In the area of
manufactured goods especially, there is much room forJapanese initiatives
since, at present, Japan imports only 5 percent of its intermediate goods
requirement.20

Aside from more easily detectable protectionist measures, ASEAN
exporters are also faced with other impediments, such as cultural biases in
purchasing behavior and complicated import procedures. Japan has been
asked to simplify these procedures. Moreover, Southeast Asian countries
continue to protest being used by Japan simply as an export base. An
admonition to "foreign investors"2i against this kind of strategy, emanating
from the Bank of Thailand, was clearly directed to Japan, which accounts
for 69.4 percent of Thailand's total foreign investment. Nissan, with its
connection to Siam Motors, has announced its plan to supply the markets

^^Elisabeth Rubinfien, "Tokyo Works Toward Broader Aid Policy" Asian Wall StreetJournal,
December 14,1987, p. 1.

20Kamal Salim Fuchen-Lo and Yoichi Nakamura, "Structural Interdependency and the Out
look for the Asia-Pacific Economy to the Year 2000," Tokyo Conference on Global Adjust
ment and the Future of Asian-Pacific Economy, May 8-13,1988.

2iShigeo Shimada, "Thai Official Warns Foreign Investors Against Exploiting Nation's Econ
omy,Times, September 10,1987.
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of Taiwan, Malaysia, Bangladesh, and Pakistan.22 in the interest of equity,
ASEAN has called on Japan to refrain from exporting Japanese-produced
goods "with locally furnished finishing touches," which further cut into
ASEAN's allotted GSP quota into these third markets. Given present
conditions, Japan can no longer remain a capital and technology supplier
and capitalize on such export bases; it must also be an importer of Aese
products. Appealshavebeen madeforJapan to initiate "buy-back" arrange
ments of products manufactured by Japanese firms in Southeast Asia—an
initiative deemed to be Japan's "most important contribution" to the
realization of the objectives of the Asian-Japan Development Fund.^^

The added impetus of some ASEAN nations toward greater industry
orientation hasalsointensifiedthe callfor accelerated technology transfer.
Beyond the rhetoric and statements of intent. Southeast Asian countries
continue to perceive a discrepancy between stated and actual respon
sibilities in their joint partnership with Japanesefirmsand haveregistered
frustration withJapan's reluctance to impart its technology and know-how,
or even to upgrade the level of technological sophistication presently
available to the ASEAN countries. As in the case of Malaysia, despite
increased investment Japanese companies are less willing than the Ameri
cans to move beyond labor-intensive production. Continued growth in
the Pacific region, it is argued, can come about only through the appropri
ate designationofadivisionoflabor among the regionalactors.Japanmust
acknowledge its contributory role in this process. This concern applies to
military technology as well. Beginning with the 1983 policy revision on
militarytechnology transfer to the UnitedStates, ASEAN is also lookingto
the possibility that this policy revision will be extended to its members as
well. This issue will be especially salient if a scenario emerges in which
greater sharing of burden is expected of all regional actors in maintaining
the security of the sea lanes.

Responding to Challenges

Within the scope of this issue, some aspects have seen recent improve
ment. In a 1987 bid to regain its competitive power, Japanese investment
showed a marked shift from the advanced countries and the NIEs to the

ASEAN countries as Japanese capital heatedly pursed cheap labor.^' The
WallStreet slump of October 1987 seemed to have reinforced this capital
outflow from the United States, though Japanese firms surveyed cited

^^Bulletin ofConcerned Asian Scholars [henceforth cited as jBOCIS] 20, 4:42.

^^Malaysian Digest Qanuary 1988):6.

^"^BOCAS 20, 4:51.

25Ibid.
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cheap labor as the primary factor for the shift to Southeast Asia,2<5 with
Thailand deemed the most favored site. Pioneer and Minebea have moved

their main production bases for export from Singapore, where the average
yearly wage in 1986 was US$300, to Thailand, where the comparable rate
for the same year averaged US$75.^"'' Other companies such as Toshiba and
Sharp are relocating their production centers outsideJapan. Matsushita is
transferring its air conditioner production control to Malaysia,^® with
projections that the entire production from its ¥37 million factory, the
second in Malaysia, with a capacity of 500,000 units, will be exported
mainly to Japan. Likewise, Hitachi is making preparations to relocate 30
percent of its world-wide air-conditioning production to Malaysia by
1994 29 In Indonesia, foreign investment from 1986 to 1987 has increased
fourfold, of which 55 percent is in new projects.

Japan has responded to the effects oiendaka on accruedJapanese loans
with initiatives to lower interest rates, though the results may yet be
canceled out by a continued rise of the yen. It has also launched a new
US$30 billion program to attract private funds to developing nations, with
US$2 billion earmarked for ASEAN. It is especially significant that the US$2
billion in assistance will be completely "untied," excluding even the usual
condition that project feasibility be conducted by Japanese engineers.^®
To further combat criticisms that Japan's aid packages are too limited in
their size and altruism, Japan has announced its determination to advance
by two years the targeted date for its disbursement of US$7.6 billion in
aid.5i With a disbursement of US$5.6 billion in 1986, Japan has already
attained the status of the second largest donor in the world. Moreover, the
Ministry of International Trade and Industry (MITI) has devised a plan to
resume the underwriting of loan insurance for exports and investment in
some developing countries. An initiative was also undertaken to raise
import ceilings on sixty mining and industrial products under the GSP for
1988.^2 In its new comprehensive aid policy, the ministry emphasized

technological guidance to export industries in various Asian countries,
whereas Xhit EconomicPlanningAgencyReport of\9Sl stressed the need
for Japan to provide the developing countries of Asia with reasonable

26"Attractive Labor Factors Behind Shift of Japanese Companies to ASEAN Nations,"
Times, March 18,1988, p. 3.

'̂̂ BOCAS 20, 4:42.

28fiOC45 20, 4:52.

^^AsiaWeek, September 1,1989, p. 61.

5°Rubenfien, "Broader Aid Policy," p. 1.

3ilbid.

32Wanandi and Kaneko, "Toward a Closer ASEAN-Japan Partnership," p. 30.
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market accessibility. The long-term results of these initiativesin alleviating
some asymmetry in the relationship remain to be fully played out. On the
issue of market accessand technology transfer, the changesare inevitably
incremental.

Japan: The Quest for an International Role

Whereas much of this improvement in trade and investment between
Japan and the SoutheastAsian countries has been motivated by shifting
dynamics of the global economy an added impetus has come from Japan's
own quest for an improved international image and an expanded political
role that would be commensurate with its economic status in the inter

national realm. The call for the increased "internationalization" of Japan
echoes even more resoundinglyon the heels ofJapan's emergence as the
largest creditor nation, as the UnitedStatescontinues to be plagued by an
unremitting trade deficit. Quite obviously, if only in economic terms,
America'slongtime protege has outgrown it; and it is only logical that Japan
be increasingly called on to assume some of the responsibilities that
heretofore have been shouldered by the United States. America's exit from
Indochina left a discernible vacuum in Southeast Asia. With the intensifica
tion of the conflict between the Indochinese states and the growingSoviet
presence in the region, Japan came to be regarded as a possible counter
balance in the Sino-Soviet struggle for regional influence After four
decades of being nurtured through political and security concerns, Japan
has finally seen the twilight of an era when "economic diplomacy" proved
sufficientto meet its needs. Many havenow come to question whether the
doctrinal tenets of political noninvolvement still apply in this context of
altered exigencies. This recognition of the intertwining relationship
between continued maintenance of overall regional peace and stability
and the well-being ofJapan was echoed in an Economic Council report:
"Japan must live together with the world in tackling every problem
because our economic development cannot be achieved without sus
tained and stable growth of the world economy... . Worldwide peace is
essential toJapan's economic development."^' In this context, economics
remains an essential pillar of Japan's "comprehensive security" though
economic imperatives are now but partial objectives.

Indochina: A Dual-Track Diplomacy

Within this premise, Japan views the protracted conflict in Indochina as
posing a grave potential threat to regional stability. A divided Southeast

33"NewEconomic Plan Should Focus on Defense,"/apaw TVmes, January 23,1988.
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Asia can only be detrimental to the economic and political development of
the region. The fear shared by Japan and ASEAN alike of local conflicts
escalating into involvement by the major powers has further crystallized
this concern. Japan'sinitial reaction has been to devise a two-prong policy
of nurturing harmonious relations with ASEAN while resorting to its time-
honored policy of using economic incentives to induce the Indochinese
states, Vietnam especially,back into the fold.Japan'sperception of itselfasa
mediator between Vietnam and ASEAN was clearly articulated in the
Fukuda Doctrine It is, in essence, a policy to whichJapan has consistently
adhered despite the modicum of variations in its willingness to defer to
ASEAN policy considerations.

To a large extent,Japan'sposition on Vietnam reflects a reassessment in
Japanese foreignpolicy thinkingof its role in international diplomacy. Toa
Japansmartingover the UnitedStates'failureto inform,much lessconsult,
it on normalization talks with China in 1972—aJapan coming to feel the
need to chart a path of greater independence—the rapid denouement of
the war in Indochina yielded the perfect venue.Muchto the chagrin of the
United States,Japan began negotiatingwith North Vietnamwhile the war
continued and accelerated unofficial contacts initiated in 1971. Although
diplomatic relations between Japan and North Vietnam were established
in 1973, the exchange of embassies was still hindered by the inability to
resolve the issue of additional reparations demanded by the North Viet
namese. Bilateral relations were also marred by a reciprocal Japanese
demand that North Vietnam should assume payment for a ¥ 16.2 billion
loan that had been made to the Saigongovernment. Agreement was finally
reached for the sum total of ¥ 13.5 billion to be provided between 1975
and 1976 for construction projects and equipment, coincidentally corre
spondingwith the amount givenin reparation to SouthVietnam.Japanalso
conceded to a deferred loan repayment, an additional ¥ 4 billion grant and
a ¥ 10 billion reconstruction loan at 2.75 percent interest over thirty
years. AmidAmerican protests that such gestures might send the wrong
signal and further undercut the South Vietnamese war efforts, Japan in
sisted on granting refugee aidrelief even to those in communist-controlled
areas, bypassingthe Saigongovernment by disbursement through the Red
Cross and conceding to the United States only in its assurance that the aid
would be for nonmilitary purposes. Combined, these initiatives reinforced
Japan's declared dedication to "international cooperation regardless of
differences in political systems," defending its continued aid policy to
Vietnam after 1975 with a pronouncement that "no matter what form or
ideology is adopted ... as long as it works to upgrade national self-
determination and the living standard of the people and correction of the
imbalance between the rich and the poor, we would like to maintain



200 KHATHARYA UM

friendly relations and provide as much assistance as we can."'^ At the
eleventh hour of the war, Japan exercised a coupdegraceby announcing
its preparedness to recognize the Provisional Government ofVietnam on
April 4,1975.

The fluid context of the immediate postwar years reinforced these
diplomaticventures.Americawasstillsomewhatdazedby the experience
ofdefeat, whereas the neighboring countries ofASEAN were ambivalent in
their reactions—anticipatory,on one hand,of the prospect ofregionalself-
determination, but trepidatious nonethelessabout their ownpolitical fate
Asother nations were still testing the diplomaticwaters,Japan'seconomic
overtures were timely in making the best ofopportunities. Asthe interrela
tionship among and between the Indochinese and external playersgrew
more complex, the realignment of power became more certain. The
atmosphere of fluidity that had heretofore allowedJapan some measure of
maneuverability in Indochinawas no longer present, andJapanesediplo
macy was once again limited by the realism of regional politics and
security interests—interests that could not be accommodated through
economics alone

The same basic policy position was extended to all of communist
Indochina—though unlike Vietnam, Laos and Cambodia presented sce
narios that were, and continued to be, far less complex. Relationswith Laos
remained consistent from the time of the SouvannaPhoumagovernment.
Continued aid to Laos after 1975, on the other hand, did not meet with the
sameresistance because it was largelydevoid of the complicatingpolitical
implications that the occupation of Kampuchea posed for Vietnam's
external relations. In 1983, Japan granted another ¥700 million of assis
tance to Laos for the construction of a pharmaceutical development
center,bringingthe total aidlevelto ¥7 billionandmaking Laos the largest
recipient in Indochina.

In the case ofCambodia, aswith Vietnam, the issueofloanspreviously
made to the defunct republican government presented an obstacle in the
normalization of relations with the communist regime. Nonetheless, Ja
pan's dilemma was subsequently resolved by the autarkic posture of
Democratic Kampuchea. The self-imposed diplomatic isolation of Pol Pot's
Cambodia also undercut any possibility of an intervening role for out
siders,saveChina.In sum,Japan never had to face the dilemmaofhavingto
choose friends, at least not until the overthrow of the Pol Pot regime in
1978. By then, other factors had emerged to nullify some of the choices.

'••Quoted in Juichi Inada, "Japan's Aid Freeze to Vietnam; Diplomatic Implications for
Normalization," paper presentedat International Conference on Vietnam Today: Assessing
the New Trends, September 1-3,1988, Bangkok,Thailand.



SoutheastAsia andJapan 201

Although other factors have clearly intervened either to facilitate or to
undermine Japan's relations with Laos and Cambodia, Japan manifested a
marked assiduity in its pursuit of Vietnam. The tantiizing economic
potential—including oil prospects—represents only a partial induce
ment. The geostrategic position of Vietnam is moreover of fundamental
importance; both the southern and northern ports of that country line the
waterways through which Japanese tankers have to travel. Of equal
significance, however, is the reality of Vietnam's military potential and its
willingness and desire to keep China in check. Combined, they are trumps
setting Vietnam apart from the other countries of Indochina. Therein lies
the tenacity behind Japan's determination to cultivate relations with
Vietnam, even against the harshest criticism.

Seeing the potential,Japan has proclaimed Vietnam the " 'nucleus' of its
Indochinese economic cooperation policy." One of the milestones of this
cooperation was the Mekong River Project, urged on by Vietnam's plan to
explore for possible oil fields in the delta and in the North Vietnamese
continental shelf. Initiatives were also taken to negotiate for the purchase
of Vietnamese coal, a process that was facilitated by the long-standing ties
with North Vietnam during the Vietnam War. As a prospective outlet for
the slumping industry, Vietnam's purchase ofJapanese steel was facilitated
by an extension of a US$32.5 million loan,^^ ^jth an additional loan of
US $42.1million in 1978 despite its inability to meet the required purchase
quota. This early groundwork was to provide Japan with an edge when
other nations, even those highly critical of Japan's solicitous behavior,
attempted subsequently to get on the bandwagon for profit-seeking
ventures.

Bilateral relations between the two countries have certainly not been
without problems, even at the incipient stage. After the war, a hairline rift
revealed itselfas early as 1976 when Vietnam began to cast a suspicious eye
at Japanese efforts to strengthen ties and finally seal a peace treaty with its
traditional nemesis—China. On Japan's part, initial hopes that Vietnam,
after three decades ofstruggle against imperialism, would dedicate itselfto
the pursuits of nonalignment and internal development were stymied by
the latter's obvious gravitation toward the Soviet Union—Japan's long
standing antagonist.

In light of this development, Japan recognizes even more clearly that
its relationship with ASEAN—in both economic and strategic terms—is
indispensable This relationship has long been mutually beneficial, and its
indispensability has been subsequently reinforced by the communization
of Indochina. As the polarization increased between ASEAN and the

35Archival document, Indochina Archives, Berkeley,Calif.
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communist Indochinesestates,Japanfound itselfcaughtin the middleand
the target of criticism from both sides. ASEAN member states took a
negative view ofJapan's insistence on maintaining communication chan
nels withVietnam, through theoutpouring ofaid until 1978 andthrough
theprivate sectorsthereafter. Ontheotherhand, Vietnam, paranoid about
aperceived anticommunist alliance, found itslatentsuspicion ofJapanese
opportunism and malintent confirmed.DespiteJapan'sconcerted effort to
straddle thediplomatic fence withhigh-level visits andexchanges, Hanoi's
perception of being ostracized was undoubtedly accentuated by Prime
Minister Takeo Fukuda's participation in a postsummit meeting with
ASEAN members and his postconference visits to each of the ASEAN
countries, all sealedwith impressive promisesof aid.Nonetheless, at least
until Vietnam's invasion of Cambodia, the voices within the Japanese
government calling for continued dialogue and rapprochement with
Vietnam appeared temporarily vindicated as a politically besieged Viet
nam began courting ASEAN and theUnited States. To assuage Japan's fear.
Foreign Minister Pham Hien visited Tokyo in 1978 and brought reas
surances that Vietnam's entry into COMECON was devoid of military
implications andthatVietnam did not intend to invade Kampuchea. This,
ironically, came in the face of the signing of the Friendship and Mutual
Security Treaty between the Soviet Union and Vietnam, which upheld a
clause for joint action in the case of attack on either party. Amere two
weeks later, Vietnamese tanks crossed the borderinto Kampuchea.

Despite repeated threats of aidsuspension, Japannonetheless did not
revise itspolicy untiltheconflict inIndochina hadreached critical heights
and the Soviet threat loomed ever larger not only in the region but also
elsewhere In the aftermath of the Soviet invasion and occupation of
Afghanistan and the hostage situation in Iran, Japan was subjected to
increased pressure, especially from the United States,to act more discerni-
bly as a "member of the West." Japan had intermittently admonished
Vietnam that provision of aid would become highly problematic should
thelatter's foreign policy increasingly antagonize ASEAN. The Afghani and
Soviet naval presence inCam Ranh Bay, along withthelatter's projected air
power in the region, had rendered the ideaofJapan's bolstering a Soviet
protege even more unpalatable to the United States and its ASEAN allies.
Regular Soviet port visits intoHaiphong andDanang andthedispatching of
theMinsk intotheFar Eastern service made itno longer possible forJapan
to deny, especially to itself, the military and strategic implications of the
Soviet-Vietnamese alliance Through its foothold in Indochina, the Soviet
Union hadacquirednotonlyitsfirst warmwaterport inCam Ranh Bay but
also access to four naval bases and seven air bases.36 By May 1979, Japan

'̂ Hisatomo, "Philippines and Security of SouthChinaSea."
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also had to contend with reports that an outpost had been established at
Cam Ranh Bay to monitor electronically all shipping activities passing
through the South China Sea. For a geographically vulnerable Japan
dependent on the Mideast andSoutheast Asia for itsoilsupply, thebasesin
Vietnam, with their commanding access to the Pacific Ocean and the
Indian Ocean aswell as their position on one of the most crucial of "choke
points" along the sea lanes, are too strategically situated to be in the hands
of an adversary. The experience in the Russo-Japanese war of 1905 has
already attested to the importance of Cam Ranh Bay to Japan's strategic
calculation. Thebayhadservedasapointofconvergence fora meetingby
two separate Russian fleets, and it continues to be the most suitableport of
transit for major Soviet vessels of the Pacific Fleet brought in from
Europe.'"^

Vietnam's flagrant reneging on the assurances extended to Tokyo in
1978 did much to undermine Japan's trust in Vietnamese sincerity and
confidence in its own ability to promote regional cooperation single-
handedly. These new developments forced a tilt in Japan's dual-track
diplomacy—a concession to self-restraint brought about, in part, by
deference to the vocalized concerns of its aUies and, equally, by self-
interest. In January 1980, Japan finally declared a postponement of the
promised aid for 1979 "until the Afghanissue is solved."The initial context
of this decision reflected more of an American and, to a lesser extent,
Japanese distress over Sovietactions than a genuine change of heart about
Vietnam.

Vietnam's attack on Thai territory inJune 1980 further undermined the
continued ability ofJapan to ignore ASEAN concern about the Vietnamese
threat. As perception converged on the growing threat of the Soviet-
Vietnamese alliance, Japan began to intensify its support for ASEAN.
Suzuki's first prime ministerial visits overseas after taking office in 1981
were made to the ASEAN countries, accompanied by an unprecedented
assurance thatJapanese official aid to Vietnam would not be unfrozen until
"apeaceful solution is achieved in Cambodia" and that any action under
taken by Japan in this regard would be conducted only after prior
consultation with v^EAN. In the recent assessment of possible renewed
loans to Vietnam by the International Monetary Fund, Japan joined the
United States in boycotting any such decision and has reiterated that
Japanese aid will not be renewed until a comprehensive solution has been
reached on the Cambodia problem. In addition, Japan also channeled to
Thailand ¥700 million of developmental aid and ¥300 million for
refugee relief. Tokyo also championed the call for an international con
ference and the establishment ofa neutral governmentin Cambodia,with a

snbid.
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commitment of "financial, material, and human resources" to facilitate the
process. Tokyo even offered physical space for a peace mission. Japan has
also expressed readiness to extend the necessary financial assistance to
make feasible the idea of a peacekeeping force and commitment for
reconstruction aid to all the Indochinese countries in the event ofpeace In
the search for a useful role in the peace settiement, ideas have even been
advanced that Japanese computers be used for the tabulation of votes in
the eventuality of an election in Cambodia.'®

Japan's hardening stand on the Indochina issue reached new heights
under the Nakasone administration. The push for a stronger defense
posture and a more a^essive foreign policy thrust impressed both
friends and foes alike To Vietnam, these developments appeared to
confirm its initial fears of encirclement, especiallyin light of the warming
triangular relations among China, Japan, and the United States. Glasnost
and the recent Sino-Soviet cordiality undoubtedly are not lost on Viet
nam. There have been suggestions that Vietnam may be looking to Japan to
facilitate its dialogue attempts with China.

Despite demonstrated willingness to curtail its economic diplomacy
vis-a-vis Vietnam and its expressed interest in seeing a resolution to the
protracted conflict in Indochina, Japan did not sever its ties with Vietnam.
In circumventing the moratorium on assistance to Vietnam, private ven
tures and humanitarian aid—for flood, typhoons, epidemics, and ¥28.57
million in medical equipment for a hospital in Ho Chi Minh City—were
convenient conduits ofexchanges. Japan's determination to cultivate this
venue was attested to by its readiness to override the disapproval of the
United States and ASEAN in its relief commitment to an aggressing
Vietnam, a commitment that contrasts paradoxically to its policy of
seeking ASEAN's approval for aid to occupied Cambodia and Laos. Con
tinuing dialogues have also been facilitated by regular annual officialvisits.
The way to these dialogues was paved by the meeting between Vietnam's
Nguyen Co Thach and Japan's Foreign Minister Abe during the ESCAP
conference in Tokyo in October 1984, the highest level since 1978. In
addition, front companies and triangular business linkagesthat haveforged
Japanese relations with North Vietnam since 1954 enabled continued
economic interactions with Vietnam despite sanctions against officialaid.
Through these "unoflScial" networks, Japanese economic interests were
poised to resume their efforts to penetrate Vietnam economically.

As Vietnam proceeded with its own internal political tug-of-war be
tween conservative and reformist forces, many were quick to perceive
signals of imminent liberalization in the political ascent of Nguyen Van

5®Hann So, "Elections in Cambodia," Khmer Conscience (San Jose), March 1988.
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Linh. Vietnam was, in addition, actively courting this perception with its
declared plans for economic reforms, complete with initiatives to elicit
joint ventures and the establishment offoreign-owned subsidiaries.^^ As in
the early 1970s, there was ready response fromJapanese enterprises acting
in concert with the banks. In an effort to promote trade, Vietnam's US $160
million debt was rescheduled. Another loan of ¥1.2 million was also

extended to promote sericulture, with repayment to be made in the form
of the sale of silk to the VELK Company. Trade between the two countries
amounted to ¥46,000 million in 1987. Preliminaries were also reached for
a joint project between the Tokyo Sogo Bank and the Bank of Foreign Trade
in Vietnam;^® operations are also expected to include assistance in tech
nology transfer. There was even talk of a trade center amid the rush to
negotiate for officebuildings to house Japanese firms.^^ The most contro
versial of all initiatives, however, was the attempt by Nissho Iwai to enter
into a consignment contract for the production of oil in the Mekong Delta
in 1986. In May1987, Vietnam reported the sale of its first crude oil exports
to two Japanese firms, Nissho Iwai and C. Itoh. Despite the heated
controversy surrounding the Nissho attempt, Honda Motors embarked on
a venture in 1987 to assemble minimotorbikes in Ho Chi Minh City.^^ as
with the rest of Southeast Asia, it is not merely the size and number of
accrued contracts that attest to Japanese economic dominance but the
pervasiveness of their local presence. Japanese cars and motorcycles are
flooding the streets of Vietnam; radios, televisions, and a cornucopia of
other basic consumer products fill the market stalls and shop windows,^^
reinforcing the perception in Vietnam and elsewhere of the omnipresence
ofJapanese economic dominance

Japan's overenthusiastic reaction was not well received by the ASEAN
nations, whose ambassadors joined in a formal protest to the Foreign
Ministry in Tokyo, reasserting that "such trade cooperation and technol
ogy transfer will help rebuild the Vietnamese economy and draw out the
Vietnamese invasion of Cambodia by the Vietnamese army."^^ Japan's
solicitous behavior toward Vietnam was seen as further undermining that
already fragile basis of solidarity against Vietnam's belligerence. The

59Yutaki Aramaki, "Vietnam to Further Promote Trade with Japan," Mainichi Shimbun,
April 30,1987, p. 7.

"^^Kyodo Times, 25,1987.

^^ForeignBroadcast Information Service DailyReport—EastAsia, "Hanoi Officesfor
Ten Japanese Firms Approved," May 21,1987, p. 8.

June 15,1987, p. n2.

January 12,1986, p. k5.

^^Quoted in Inada, "Japan's Aid Freeze," p. 23.
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cohesiveness of the collective depends largely on the willingness of each
part to forgo individualist interests and quest for gains. As such, Japanese
expression of greater policy independence drove a wedge into the collec
tive efforts to isolate Vietnam economically thereby allowing for a diffu
sion of the desired effects. Although Japan has responded to all these
charges with an assertion that "it would neither discourage nor promote
private trade with Vietnam," the cancellation of Nissho Iwai and Honda
initiatives demonstrates Japan's recognition of the limits of its inde
pendent path.

Japan's earlier policy of weaning Vietnam away from the Soviet Union
economically was not successful, and it remains unlikely that Vietnamwill
forgo completely its security considerations for material promises. Mean
while, with economic conduits in and out ofJapan, Hanoi can afford to put
up with the recriminations against its aggressive tendencies. Moreover,
with Japan's unrelenting economic drive, others, significantly among the
ASEAN countries, are finding it even harder to resist the tantalizing
prospect of subordinating political principles and longer-term security
considerations to a more immediately yielding economic self-interest. It is
increasingly less clear, at this point, whether the objections of some ASEAN
countries concernJapan's doing business or simplyJapan's doing business
independently.

Although continuing to deplore the "exploitative nature of the Japa-
nese,"^5 countries such as Thailand are eyeing Vietnam's markets. Indo

nesia has already moved to consolidate trade ties with Vietnam that had
reached US$50 million annually and was preparing to enter a joint venture
with none other than Nissho Iwai to capitalize upon the opportunities.^^
By 1988, Singapore had joined Japan in the rank of Vietnam's largest
nonsocialist trading partner. Feeling the competitive pressure from Japan
and Singapore, Thailand has already accelerated its economic thrust into
Indochina in efforts to exploit the market and resources that are percepti
bly being monopolized by the latter. In keeping with the Chatichai
advocacy of turning Indochina "from a battlefield into a marketplace," Thai
political and economic interests are receptive to the Chaovalitvision of the
reemerging souvanaphum (the fabled "golden era") in Southeast Asia. As
the envisioned "generator" of this new regional dynamic, Thailand will act
as the "strategic" window through which capital and technology can be
charted toward the reconstruction of Indochina. Already this dual-track
diplomacy has seen to the continuous prospering of border trade between
Cambodia and Thailand. With an estimated trade volume of US$11.56

Eastern Economic Review, February 23,1989, p. 12.

'̂ <^"Hanoi Gets Two For One," AsiaWeek,]\xnc 28,1987.



SoutheastAsia andJapan 207

million per month going through Koh Kong, 50 percent of the products
sold in Cambodia are made in Thailand. Cambodia's natural resources,
such as timber, are now hieling Thailand's resource-intensive industries,
thus compensating for the supply shortages emanating from recent Thai
conservationist policies. Moreover,though ASEAN oil-exporting countries
may be wary of the potential threat of competition as they monitor with
interest the development of Hanoi's oil industry, others are already cap
italizing on this new source. Anagreement was reached in September 1989
for the Thai purchase of crude oil from Vietnam.Reportedly,fourJapanese
companies are also seeking to negotiate with Vietsopetro for a pipeline
construction contract.^'^

Thus, the same basic guidelines apparently continue to steer Japan's
assessment of Vietnam throughout the pre- and post-1978 period. Foreign
Minister Sunao Sonoda's writings in 1980 showed little deviation from the
utterances of the immediate postwar years. Sonoda wrote: "If the purpose
were to urge Vietnam to exercise self-restraint, 1thought that sayingwhat
should be said through this channel ofcommunicationwould have a better
long-term effect than temporarily cutting off economic assistance ...
I thought that it was not a good policy in the long run to force Vietnam into
complete reliance on the Soviet Union and that is what 1 still think."^®
Although some shifts can be discerned, varying with each administration,
Japan's overall policy thrust remains largely consistent; the shifts were
more reflective of external influences and alterations in the international

realm than of perceptual changes in regard to overall Japanese national
interests. Already, ASEAN's criticism has been muted by solicitations of
Vietnam from some of that organization's member states. With a measure
of finesse, Japan may yet realize the dual policy objective of enhancing its
international role as the mediator and facilitator of regional cooperation
and getting richer in the process. This probable success, however, would
not be without some political cost. Japan may succeed in becoming a
world contender, but it most likely will not be well liked or well trusted—
though arguably such assets may not be essential in the conduct of
international affairs.Theywould, nonetheless, be important ifJapan wishes
to move away from that image of the "economic animal." Japan's inherent
advantage, at least in the economic realm, has been its ability to project
future gains, even at the cost of forgoing short-term gratification. In the
aftermath of Vietnam's official withdrawal in September 1988, there are
good reasons to presume that Indochina will become less and less an area

York Times, May 23,1987, p. 9.

^®Quoted in Inada, "Japan'sAid Freeze,"p. 19.
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of divergent interests. Many are now assessing their own seeming disad
vantages from having long subordinated economic opportunities for
political consideration. In the event that all political constraints are
removed, "the Japanese," it is widely contended, "have a firm foot in the
door. They've set themselves up in the Vietnamese market and are here for
the future"'*^

Conclusion

From Afghanistan to the Middle East, Indochina, and even the seemingly
impenetrable Burma, Japan has etched its diplomatic and political pres
ence Anxious to play the role of the peace promoter, Japan has sent both
personnel and money to the United Nations peacekeeping operations in
Iran and Afghanistan. It has endorsed a massive aid plan for the Philippines.
It has championed the cause of the NIEsagainst the growing protectionism
of the industrialized countries, manifested its own willingness to redress
some of the grievances in its economic relations with the developing
countries of Southeast Asia, and has been equally ardent in its support of
ASEAN's peaceseeking efforts in Indochina.

Overall, it appears that a more assertiveJapan has risen to the challenge
of the present international system, albeit in an evolutionary process that,
as Singaporean Ambassador Tommy Koh puts it, is "cautiously,prudently"
forged. Southeast Asia in the coming decade will witness many shifts in
power relations at both the global and regional levels. The economic
challenges posed by unrelenting protectionist trends in the Western bloc
will compel a reassessment of existing arrangements. The growing Tai
wanese and South Korean economic profile in the region will also provide
new alternatives.

New security concerns are also present. The uncertainty of the bases in
the Philippines and, ultimately, the security of the South China Sea wiU
remain ibndamental concerns, especially for Japan. As the region can
afford neither the hegemony of a single power nor the absence of any
intermediating capability, any alteration in the balance of power will
inevitably generate concerns. To ASEAN,Japan's new assertiveness is both
welcomed and feared. Japan's enhanced international profile had been
assiduously courted and realized, though some uncertainty remains over
the implications of such assertiveness. Although Japan has displayed due
sensitivity in deferring in principle to the political legitimacy of ASEAN, as
is evident by its position on the proposed PacificForum, there is mounting
concern that a fhture assessment of its defense role and perimeters might
yet project the Japanese power presence into Southeast Asian waters. On

•♦'LaurentMaillard, "AFP Notes 'Flourishing' TradewithJapan," FBIS, December1,1986,p. 5.
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the positive side, ASEAN's bargaining leverage will be fortified by the
continued saliency of its combined economic and strategic importance.

As with any evolving relationship, all concerned parties need to
redefine the guiding principles that have been long mutually sustaining,
but are perhaps outdated by arising exigencies, and to adjust themselves to
new arrangements. In this context, the Southeast Asian countries, espe
cially ASEAN members, whose economies are so interwoven with that of
their northern neighbor, need to confront the reality of an expanded
Japanese profile in the region—a profile certainly valued, if not desired.
Protestations against "soft imperialism" aside, there is no denial that Japan
is the prime mover of economic dynamics in the region, though certain
negative consequences of this relationship nonetheless exist. As Likhit
Dhiravegin argues, the question is no longer whether or not to deal with
Japan but how best to deal with it.5o The challenge is thus to distinguish
real grievances and concerns, of which there are not a few,from those that
may be founded on improbabilities or reflective of frustration rooted
outside the issue

For its part, Japan needs to recognize the existence of real focal points
of contention in its relations with the Southeast Asian countries as a

launching point of better future relations. The forces of history, as well as
how Japan is presently dealing with them, work negatively against it.
Memories of World War II remain vivid for those countries that were

victimized by Japanese occupation. Although such factors need not be a
continued impediment to fiiture cooperation, actions such as Japan's
repeated attempts to revise historical accounts of the war serve only to
perpetuate, if not refuel, resentment; if any real catharsis is to take place, it
can only come from the victims. Japanese nationalism is undoubtedly
vitalized by its undeniable economic might. But nationalism needs neither
to be militant nor aggressive against others. The real indices of threat,
therefore, are to be found less in Japan's military buildup than in the
intention and national mood that accompany such efforts; the problem lies
not in militarization but in virulent nationalism.

Although the prospect of a militarily strengthenedJapan poses no less a
concern for the regional states of Southeast Asia, the U.S.-Japan Security
Alliance, with the accompanying constitutional corollary, remains a viable
constraint against Japanese remilitarization efforts. The real challenge will
come if and when mountingJapanese nationalism asserts itself in declared
independence from the United States. The success of the Japanese eco
nomic thrust into Southeast Asia is a proven testament of a more assured

50Likhit Dhiravegin, "Japan as a Factor in Thai-American Relations," unpublished ms,
Indochina Archives, Berkeley, Calif.
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instrument ofdominance than military power. Japan's attempt to exorcise
the haunting memories of WorldWar II,however, may serve in the long run
to do away with that important psychological restraint on successive
generations, thereby adding to the risk of future follies. The recent plan to
alter the national school curriculum—the first such alteration in twelve

years—in order to bring it "more in line with Japan's new position of
influence in the world" can only needlessly foster concern among its
Southeast Asian neighbors about Japan's genuine intentions. Regardless of
how vehement Japanese denial of any interest in remilitarization may be
and no matter how arduouslyJapan argues that such civic measures would
in turn promote internationalism, such an initiative will inevitably be
interpreted by Southeast Asians as a worrisome trend toward Japanese
nationalist revivalism. Cosmopolitanism can be better achieved through
the strengthening of cultural exchanges and the opening up of Japanese
society and academic institutions to people from Southeast Asia.

Confidence building must begin with this widening of channels of
communication. Such measures as the Japan-ASEAN Comprehensive
Exchange Programme and the proposed budget increase "to balance
economic advances with cultural advances" should be commended, and
they will most likely receive added emphasis as Japan intensifies its
internationalization efforts. So far, Japan's image in Southeast Asia has
improved since the darker days of the anti-Japanese demonstrations of the
1970s.Japan should therefore be poised and ready to capitalize on existing
areas of receptivity.

Despite the harshest criticisms—much ofwhich stem from frustrated
attempts at a more equitable economic relationship rather than cultural or
historical adversity—most of the Southeast Asian countries still look upon
Japan as a source of inspiration. Such campaigns as "Look East" and "Learn
from Japan" reflect the continued Southeast Asian perception that Japan
has much to impart to those seeking to follow its path of achievements.
Emulation does not necessarily rest in the economic realm; Japanese
societal mores such as the inculcation of the value of national consensus

bear much application for the pluralistic societies of Southeast Asia. To
avoid the appearance of a "catch-22," this process of exchange can be
conducted only in a spirit devoid of any feelings of superiority or conde
scension. Even within Japanese academic circles it has been explicitly
recognized thatJapan needs to discard its contempt for the "third country
people" and to be less insular in its world view^^

Though the initial impetus may have been external, Japan's successful

5iYoshi Tsurumi,TheJapanese AreComing,MultinationalInteraction ofImmigration and
Politics (Cambridge, Mass.: Ballinger,1976).
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transition from "economic diplomacy" to "creative diplomacy" depends
largely on its own self-perception and analysis. Much of the caution and
trepidation manifested by Japan comes from that country's seeming
uneasiness with its own aggrandizement. Takeshi Kuichi of Japan's Long-
Term Credit Bank made the following observation: "Japan has thought of
itself as a small country and the idea of leading the world or exerting some
influence didn't come up until quite recently."'^ This perception of aJapan
that may be structurally and philosophically ill prepared to live up to its
new, enhanced image lies at the basis of concern ofsome ASEAN countries.
After all,Japan is now at a critical juncture in its political history. What the
foreign policy implications would be in the event of a victory by the Japan
Socialist Party, with its internationalist ideology, are yet to be assessed. In
all, in this context of altered circumstances Japan needs to define its own
new role and direction, its capabilities and limitations, if the era of
"creative diplomacy" is to entail more than just innovative ways of
applying old guidelines. It was, after all, the image of herself in the Sacred
Mirror that lured Amaterasu, the Sun Goddess, away from the caves in
which she had hidden in fear of the Storm God. The importance of
introspection remains an essential tenet in Japanese philosophy. Therein
lies Japan's inspiration in the quest for greater international involvement,
for the wisdom of the Sacred Mirror ofJapan echoes the ancient truth that
"to know others, you must first know yourself.''^'

52Rubenfien, "Broader Aid Policy," p. 1.

53Robert Newman, TheJapanese:People ofthe Three Treasures (NewYork:Atheneum, 1964),
p. 90.
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11. Japan and the Asian Newly
Industrializing Economies

HANKLIM

It seems certain that the economic growth center of the next phase of
economic expansion in the Asia-Pacific region will take place in the
western Pacific. Specifically, Japan, having the highest economic growth
and lowest inflationrate amongthe Pacific developed countries (see tables
1 and 2), will be the economic locomotive, followed by the Asian newly
industrializing economies (NlEs) South Korea, Taiwan, HongKong, and
Singapore, and reinforced by successive economic transformation in the
ASEAN economies. This economic prognosis is based on the dual hypoth
esesofeasingthepresent economicfrictionbetweenJapanandtheUnited
Statesand of strengthening Japan's role as "absorber" or market provision
for manufactured exports of Asian NlEs and ASEAN economies.

In the past,Japanacted from the supply side asan efficient supplierof
capitalgoods to the western Pacific peripheral and Southeast Asian coun
tries in their industrialization and export promotion. Increasingly, Japan
should make further efforts to act as an absorber of the manufactured
exports of these countries and to increase investment and economic
cooperation with the Asian NlEs and ASEAN countries. Through such
efforts, the economic dynamism of the Asia—Pacific economies can be
generated to the point where Japan and the Asian NlEs could playa more
positive role in vitalizingthe long-term expansion of the world economy.
The increase in Japanese import from this region is expected to work
toward correcting the trade imbalancebetween these countries and the
United States through increasing their import from the latter. As intra-
industry relations or horizontal division of labor betweenJapanand the
Asian NlEs develop,Japan's economic frontier lies in establishing closer
ties with the peripheral dynamic western Pacific economies.

The sharp appreciationof theJapaneseyen since September1985has
nearly doubled Japan's GNP in dollar terms. In per capita income and in
tangible fixed assets, Japan has now surpassed the United States.Japan is
also the world's largest net creditor nation; reflecting this fact, Japanese
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Table 1

1989-90 Forecast of Real Economic Growth and
Increaseof Consumer Pricesof FourteenEconomies (percent)

RealGDP/GNP Change CPI
1988 1989 1990 1988 1989 1990

Australia 3.0 3.5 3.3 7.2 6.4 5.0
Canada 4.5 3.2 2.6 4.1 4.5 4.6
China 11.2 9.5 10.5 18.5 13.0 12.0
Hong Kong 8.1 6.1 5.5 7.6 7.5 7.5
Indonesia 4.7 5.4 5.1 8.9 less less
Japan 5.7 5.2 3.6 0.5 1.4 2.3
Korea 11.0 7.6 6.7 7.1 5.5 5.5
Malaysia 7.9 6.9 6.1 3.5 4.1 4.8
New Zealand 0.4 3.0 1.9 5.1 5.0 4.5
Philippines 6.9 5.8 5.9 8.9 5.6 1.6
Singapore 11.0 7.0 6.5 1.6 2.5 3.5
Taiwan 7.1 6.5 5.9 1.4 2.7 2.1
Thailand 11.0 8.5 7.0 3.8 4.5 5.0
United States 3.9 2.5 1.9 4.1 5.5 6.0

Average of all
countries 6.9 5.8 5.1 5.9 5.6 5.5

Average, excluding
US. and Japan 7.3 6.1 5.5 6.5 6.1 5.8

Source; US. National Committee for Pacific Economic Cooperation, Pacific Economic
Outlook 1989-1990, April 1989.

institutions have come collectively to be a dominant player in the world
financial market. Similarly, impressive data has revealed thestrength ofthe
Asian NIEs (ANIEs). By 1985, for example, their respective manufacturing
sectors accounted for 24-36 percent of the ANIEs' domestic outputs,
substantially higher than the average for developed economies. The
combined exports of the ANIEs jumped from 1.6percent of total world
exports in 1965 to 6.5 percent in 1986. On the import side, the ANIEs'
share grew from 2.1 percent to 5.6 percent ofworld imports during the
same period.

With diverse stages of economic development in the western Pacific
region, the horizontal division oflaborso farhasnot been the patternof
growth in this region. The "flying geese" pattern represents a vertical
relationship, butoneinwhich there iscompetition aswell ascomplemen
tarity and which is more dynamic than a typical vertical division of labor.
In this vertical relationship, Japan follows the United States and Western
Europe and tries to catch up, in stages, in the production of nondurable
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Table 2

1989-90 Forecast of Export and Import Growth of
Fourteen Economies (percent)

Export Growth Import Growth
1988 1989 1990 1988 1989 1990

Australia 2.5 9.0 5.0 16.9 9.0 4.5

Canada 8.9 1.1 3.7 12.5 5.5 2.8

China 20.8 8.0 8.0 28.0 7.5 7.5

Hong Kong 26.3 24.0 20.0 26.6 25.0 22.0

Indonesia 6.1 5.0 2.4 3.1 9.7 2.4

Japan 4.3 6.7 3.7 17.4 13.4 9.8

Korea 11.3 8.4 6.0 13.0 16.0 14.3

Malaysia 17.0 13.2 11.2 21.3 16.2 15.8

New Zealand 3.5 3.0 3.0 -7.5 3.5 2.5

Philippines 12.7 11.1 9.3 34.2 10.5 7.6

Singapore 32.0 12.0 11.0 30.0 11.5 11.0

Taiwan 4.9 6.2 5.8 19.5 10.6 10.1

Thailand 34.8 21.8 13.9 37.0 24.7 11.3

United States 18.1 9.2 7.7 8.6 6.7 1.8

Average of
18.6 12.1 8.8all countries 14.5 9.9 7.9

Average, excluding
19.6 12.5 9.3U.S.and Japan 15.1 10.2 8.3

Source; US. National Committee for Pacific Economic Cooperation, Pacific Economic
Outlook 1989-1990, April 1989.

consumergoods, then consumer durables, and eventually capitalgoods. At
each stage, Japan starts production for the domestic market, increasingly
replaces these imports, and eventually moves on to exports. Each stage
thus creates new imports of raw materials and more advanced capital
goods as well as the exports ofthe goods now being produced domes
tically. The ANlEs likewise follow Japan, whereas the ASEAN economies
follow the ANlEs. The distinctive feature of this flying geese pattern of
development is that the vertical relationships are never rigid or perma
nent. In a more recent version. ProfessorToshio Watanabe has identified a
"multilayered chase process" in which the ANlEs chase Japan and the
ASEAN economies chase the ANlEs. It is asserted that the gaps between
Japan and the ANlEs and between the ANlEs and ASEAN are being
progressively narrowed so that the three groups are now linked in one
continuous order.
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Economic Interdependence
BetweenJapan and the Asian
Newly Industrializing Economies

Trade andinvestment patternsbetweenJapanandtheANIEs have changed
dramatically since September 1985.Because of the rapid appreciation of
theyen,lowvalue-addedJapanese industries have becomeuncompetitive,
resulting in a large outflow of these industries to the ANIEs and to some
ASEAN states, particularly Thailand and Malaysia. In turn, the ANIEs also
are forced to restructure their economies and move their labor-intensive
and low value-added industries to Thailand, Malaysia, and other ASEAN
countries.

In the past, the ANIEs were able to gain development momentum by
exporting low value-added consumerproducts and investing in machin
ery andintermediategoodsfromJapanto upgrade theirexports.Thenext
round wouldstart with the ANIEs exportinghigher-graded products and
importingstillmoreadvancedJapanese equipmentandinputs. TheJapan-
ANIEs trade pattern is not self-perpetuating. The ANIEs are now able to
produce by themselves manyof the hitherto imported capital and inter
mediate goods.

In1986,Japanese directforeign investment or DPI (on approval basis)
jumpedmore than80percent, the bulkof it goingto theUnited States and
the ANIEs. Japanese investment in South Korea and Taiwan in 1986
increased 117 and 74 percent, respectively, over the previous year, and
Japan became the biggest investor on a cumulative basis in all the ANIEs
and ASEAN countries except the Philippines. The trend has continued in
1987and1988, onlywithASEAN making thegreatestgains. Thenumberof
Japanese manufacturing investments inASEAN hasgrown steadily overthe
past severalyears,surpassingthat in the ANIEs by the firsthalfof 1988.The
number of such investments in the ANIEs peaked during the first halfof
1987.

Several distinctive characteristics emerged in the current Japanese
investment boom compared to previous peaks during 1972-73 and
1978-81. First, the concentration of investment in the United States and
EastAsia, alreadyevident in the past, ismore marked this time Second,this
timeJapaneseinvestorsare either procuring more parts, components,and
other inputslocally, or bringing alongthe inputsfromJapanto investin the
hostcountryforlocalproduction.Third,relatedto thesecondpoint,more
medium- and small-scaleJapanese companies are investing abroad, which
willpresumably resultinmorebroadly based industrialization andgreater
overall value-added in the host countries. Finally, whereasmanyJapanese
investors in the past set up operations aimed at local markets (under
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heavily protected import substitution policies), now there is more em-
phasis on exporting, not justto the United States but toJapan itself. Thus,
recentJapanese investment trendscouldenhancetheexport competitive
ness of theANIEs andtheASEAN countries through directforeign invest
ment and joint venture with local businesses.

Also contributingto theemergenceofthisdynamic regional division of
labor is the supportingrole of theANIEs as the biginvestors inASEAN. For
example, Taiwan's investment in ASEAN doubled from 1986 to 1987. In the
first half of 1988,the Thai Boardof Investmentapproved 186 investment
projects involving Taiwan as against 171 from Japan. Taiwan has become
the biggest investor in the Philippines (during the fiurst quarter of 1988)
and number two in Malaysia (1987). Investment flowfrom South Korea to
ASEAN is also on the rise.

Changes in external and internal economic environments have forced
Japan to depend less on exports and more on the domestic market for
growth. It ismoving productionfacilities offshore andimportingmore On
the other hand, the ANIEs have had success in reducing dependence on
imports fromJapanand exports to the United States. Toward that objec
tive, South Korea has dramatically improved relations with China, and
Taiwan, too, is drawing closer to mainland China. Acomplex pattern of
intra- and interindustry trade and investment interdependence is emerg
ing in East Asia.

In the electronic, automotive, textiles,and research and development
network systems, reciprocal networks for interchanging spare parts,
components, and finished items are progressing rapidly. Effectivehorizon
talassignment ofworkbetweenJapanandtheANIEs isalsodeveloping. For
example, in recent yearsJapanhas been exporting high-quality yam and
textiles as raw materialsfor higher value-addedtextile items to the ANIEs,
which in turn, after further processing, export the finishedproducts to the
UnitedStates, Japan, and other markets. Japan imports of textile products
have increasedby 51.7percent in 1988over1987ofwhich 63 percent was
imported from South Korea, Taiwan,and Hong Kong.

In addition to the vigorous intra- and interindustry movements of
materials and products through overseas production and international
procurement of raw materials,theJapanese(and the UnitedStatesaswell)
havestrengthened their Asia—Pacific strategies through effectiveresearch
anddevelopmentactivityfocusedon products and technologycompatible
with local markets. Japan's R&D Asia-Pacific centers are HongKong and
Singapore. In addition to these activities, Singapore's Operational Head
quarters (OHQ) system, under which an Asian regionalheadquarters can
be established, started operation in 1986.Thisis the systemintroduced by
the Singapore government to attract multinational corporations to site
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their total business activity in Singapore. Sony Corporation and a dozen
otherJapanese and U.S. companies have been granted OHQ qualifications
so far.

The economic interdependence of Japan and the ANIEs can thus
be seen as a manifestation of dynamic interregional industrial linkages
through international trade in parts and intermediate products within
individual industrial sectors. Japanese industrial activity enhances the
industrial development of the ANIEs, and vice versa.

It is a well-known fact that Japanese industry has so far maintained a
closed and integral structure Because of this structure, expansion of
production activityinJapanhas contributed to increasedpurchases from
domestic source for parts, intermediate products, and capital goods and
has promoted very few imports. The income elasticity ofJapanese exports
in the early 1980sstood at 2.2,\diereas that for imports stood at a mere 0.7.
These parameters make strong contrast with those for the United States
and German industrial structures. The closed nature ofJapanese industry
has resulted in structural imbalance in that country's external trade.

The emerging intraindustry division of labor with the ANIEs would
givean impetus wherebyJapaneseindustrialstructure would be modified
to be compatible with other major industrial economies. With industrial
restructuring because of yen appreciation, Japanese industries, particu
larly automobiles and electric and electronic goods, are activelyengaged
in importing parts and intermediate goods and outsourcing through
foreign investment in the ANIEs and, to a much lesser extent, in ASEAN.

In the western Asia-Pacific region, a pattern of multiple chase process
is in effect.Japan is chased by the ANIEs and, in turn, the ANIEs are chased
by the ASEAN countries. In this process, the competitive edge of the
ANIEs has been weakened for low value-added products whereas that of
high value-added products has gradually strengthened. In a similar vein,
the ASEAN countries have gained competitiveness in low value-added
products, thereby chasing the ANIEs. This dynamic process has created
competitive and yet complementing trade relations among Japan, the
ANIEs, and ASEAN. In this context, the ANIEs are expected to recognize
their role as absorbers by liberalizing import and adjusting exchange rates,
thereby providing room for growth for latecomers such as ASEAN and
China. In so doing, the ANIEs could become a dynamic growth axis in East
Asia comparable to Japan.

Conciusion

The much-heralded prospect of rapid economic growth in the Asia-Pacific
region hinges, amongother factors,on harmonious economic interdepen
dence between Japan and the Asian newly industrializing economies of
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South Korea, Taiwan, Hong Kong, and Singapore Because of the large
appreciation of theJapanese yen, industrial restructuring is a necessityfor
Japan if it is to be competitive in the world market. At the same time,
becauseof its massive external trade deficit, the UnitedStatesisno longer
capable of increasingly absorbing the bulk of exports of the ANIEs. It is
therefore absolutely imperative that Japan open up its market for industrial
exports from the ANIEs and the ASEAN countries. Massive increases in
Japanese foreign investment to the ANIEs and to ASEAN along with the
opening of Japanese markets would facilitate a harmonious multichase
dynamic grow^ inEast Asia.

Specifically,the emergence of the ANIEs provides a broader framework
for easing US.-Japan economic problems, another dynamic economic
growth axis, and increased opportunity for horizontal international di
vision of labor in the western Pacific region. The absence of such
competition and complementarity between Japan and the ANIEs would
have far-reaching economic implications for the prospects of rapid eco
nomic growth in the Pacific basin countries.
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12. Japan and the NIEs:
The Political Economy
of Rising Interdependence

KENT E. CALDER

Twenty-five years ago, Norman Macrae of The Economist was just begin
ning to invite observers of the global development process to "Consider
Japan,a nation in whose economy remarkably few had previously had
much confidence^ By the early 1980s, analysts were gradually extending
their optimism regarding East Asian development to the neo-Confucian
"Gang of Four."5 Within the past three years, optimism about East Asian
development has broadened still further, inspired by the double-digit
economic performances of several "southern tier" members of ASEAN.^
Thus the "Gang"—South Korea, Taiwan, Hong Kong, and Singapore—long
considered the frontier of East Asian economic advance, might increas
ingly be considered the "old newly industrializing economies."^

Like Japan before them, the "old NIEs" have moved, with the partial
exception of Singapore, to what for them is a relatively sedate growth

The author expresses special appreciation to the National Fellows Program, The Hoover
Institution; the Institute of East Asian Studies, University of California at Berkeley; and the
Center of International Studies, Princeton University, for support of this research.

^Norman Macrae, "Consider Japan," TheEconomist, September 1 and 8,1962.

^For details on this pervasive early scepticism, see Chalmers Johnson, theJapanese
Miracle: The Growth ofIndustrial Policy, 1925-1975 (Stanford: Stanford University Press,
1982), p. 3; and Kent E. Calder, Crisis and Compensation: PublicPolicyPoliticalStability in
Japan, 1949-1986 (Princeton: Princeton UniversityPress, 1986), chap. 2.

^Roderick MacFarquhar, "The Post-Confucian Challenge," The Economist, February 9,1980;
and RoyHofheinz,Jr., and Kent E.Calder,TheEastasia Edge (New York: BasicBooks,1982).

'^In1988, for example, the Thai economy grew by 10.7 percent, Malaysiaby 9 7 percent, and
Singaporeby 11.0 percent, in real terms. Set Nomura Investment Review(March 1989):4.
5Theterm "newly industrializingeconomies" (NIEs) isbecoming increasinglystandard when
referring to South Korea, Taiwan, Hong Kong, and Singapore.Taiwan is generally agreed to be
part of China, with Hong Kong to be formally returned to China in 1997, so the previously
used term "newly industrializing countries" seems less appropriate.
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track. Average GNP for these four NIEs slowed to 6.8 percent in 1989,
compared with 9.6 percent in 1988 and 11.9percent in 1987.^Behind this
slowdown have been rapidly spiraling trade surpluses in all four econo
mies since the mid-1980s, a transition from debtor to substantial creditor
on current account, and a rising presence for the four in international
finance. Many of the four currencies have been appreciating; exports
in marginally competitive sectors have stagnated, local industries have
moved oiffshore through direct investment in lower-wage countries such
as Thailand, and domestic unemployment and labor unrest have begun
to rise.

The dislocations of old age have hit some of the NIEs harder than
others. Taiwan, with a current-account surplus peaking at almost US$1,000
per person in 1987 (in a nation with an average per capita income of
US$4,573) and with over US$76 billion in foreign exchange reserves, not
surprisingly underwent the sharpest currency appreciation, with the value
of the local New Taiwan dollar (NT $) rising more than 40 percent during
the 1985-1988 period. South Korea's won, by contract, rose only 16
percent against the dollar during the first two and ahalfyears after the Plaza
Accords, or roughly one-sixth as much as the Japanese yen."^ The Hong
Kong currency remained pegged against the U.S. dollar, and the Singapore
dollar likewise remained quite stable® (although both entrepot economies
faced uncertainties outside the foreign exchange area).

The Broader Trans-Pacific Context

The prospective relationship between Japan and the NIEs in the 1990s
cannot be understood without considering the broader context of trans-
Pacific relations, especially East Asia'slinks to the United States. For the past
two decades and more, the dominant reality of the Pacific political
economy has been the unbalanced yet broadly symbiotic triangular
economic and security relationship among Japan, the United States, and
the four NIEs.^Japan exported capital goods and components to the NIEs
to aid in their industrialization, and both Japan and the NIEs shipped
manufactured goods aggressively to the American market. The main

^Nomura Investment Review (March 1989):4.

'^Nomura Investment Review (March 1988):5.

®The Singapore dollar has been pegged against a basket of currencies in which the US. dollar
constitutes by far the largest element.

9Fordetails on the prevailing structure see, for example, StaffanBurenstam Under, ThePacific
Century (Stanford, Calif.: Stanford University Press, 1986); Chae-JinLee and Hideo Sato, U.S.
Policy Toward Japan and Korea: A Changing Influence Relationship (New York: Praeger
Special Studies, 1982); and Lawrence B. Krause and Sueo Sekiguchi, eds.. Economic Interac
tion in the Pacific Basin (Washington, D.C.: The Brookings Institution, 1980).
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economic function of the United States in the triangle was to serve as a
market, and thus to reinforce the political stability and pro-U.S. orientation
of East Asian nations, by supporting their economies. The relationship of
Japan to the NlEs, exacerbated by wartime memories and periodic eco
nomic conflict, was distant and anemic in political terms; it was abo much
less important economically for all parties concerned than ties to the
United States.

Despite its growing economic disequilibria, the trans-Pacific triangle
functioned smoothly as long as the United States remained indifferent to,
and capable of sustaining, the rising trade deficits that made it such an
important engine of growth to the East Asian exporting nations. As is
indicated in Table 1,bothJapan and the NlEs grew sharply more depend
ent on the US. market during the first half of the 1980s thanks to massive
increases in US.-bound exports. Only heavy transfusions of foreign capital,
together with structural changes in US. politics, allowed this change to
proceed without serious interruption. But by the mid-1980s the sheer
magnitude ofUS. global current account deficits, coupled with their heavy
concentration in trade with Japan and the NlEs, called the long-run
viability of the existing trans-Pacific triangle into question. In 1987, for
example, Japan ran a US$87 billion current account surplus, with its trade
surplus against the United Statesgenerating 63 percent of this amount. The
four NIEs together accrued a joint surplus of US$30.5 billion, flowing
largely from trade with the United States aswell,io thus sharply aggravating
the overall US. trade problem. The 1988 US. trade deficit reached $140
billion, of which Japan and the NICs accounted for US$85 billion, or 61
percent of the total. Were this sort of imbalance to continue in the United
States for only five years, by 1993 the American trade deficit would reach
25 percent of US. GNP, or more than the total of all manufacturing in the
United States. And the bulk of the deficit would be contracted with East

Asian economic partners involved in the trans-Pacific triangle
The American political system over the past two decades has become

remarkably resistant to protectionist pressures, reacting much more
mildly to the huge trade imbalances of the late 1980s than it had two
decades earlier to the much smaller deficits of the stormy "Nixon Shock"
period (1970-1971)." But by the late 1980s a broad popular perception
was emerging in the United States that the imbalances were simply too
large and intractable to be countenanced much longer. The Omnibus

^^Nomura Investment Review (March 1989):4.

"For details on the protectionism-inhibiting structural transformation in US. interest-group
configurations during the 1970—1985 period, see Kent E. Calder; "The Emerging Politics of
the Trans-Pacific Economy," World PolicyJournal (Fall 1985):595-623.
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Table 1

The Trans-Pacific Trade Triangle

Percent Share ofTotal Exports

1980 1985 1986 1987 1988

Asian NIEs

To United States 24.8 34.8 — — —

To Japan 10.1 10.0 — — —

Japan
36.5To United States 24.2 37.2 38.5 33.8

To NIEs 14.8 12.8 14.4 17.2 18.8

United States

To Japan 9.2 10.3 11.9 11.2 11.7

To NIEs 6.5 7.7 8.1 9.3 10.8

Source: Official statistics,presented in Nomura Investment Review(May1989):5.

Tradeand Competitiveness Actof 1988,and the threatened invocationof
its "Super 301"provisions againstselected EastAsian targets in May 1989,
was further evidence that traditional trading patterns in the trans-Pacific
triangle were growing politically as well as economically unsustainable,
despite a structural transformation in U.S. domestic politics that had
delayed for many years the onset of serious confrontation.

Rising Economic Pressures
for Intra-Asian Interdependence

The dynamic factor propelling a transformation in Pacific economic
relationships since late 1985 has been the sharp realignment of exchange
rates, particularly between the dollar and the yen. Between September
1985 and December 1987, the yen more than doubled in value against the
dollar, from around ¥250-$1.00 to just over ¥120-$1.00. The New
Taiwan dollar simultaneously rose around 40 percent against the U.S.
currency, whereas the South Korean won rose about 16 percent and the
Singapore dollar by a much smaller amount.^^ Hong Kongcurrency, aspre
viouslynoted, remained fixed against the U.S. dollar, resulting in an effec
tive 50 percent devaluation against the yen and significant, although less
pronounced, depreciation also against currencies of the North AsianNIEs.

Exchange rate realignments have provoked a shift in import pressures
from the American to the Japanese market, with the markets of the two

^^Nomura Investment Review (March 1988):5.
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North Asian NIEs,Taiwan and South Korea, becoming increasingly attrac
tive to foreign exporters as well. The NIEs produce mainly manufactured
goods, many of them concentrated in the electronics and machinery areas
that are likewise a focal point, in slightly different product segments, of
Japanese competitive strength. Thus, exchange rate shifts have tended to
promote the emergence of intrasectoral trade within East Asia, a process
with long antecedents in the history of trans-Atlantic and intra-European
economic integration, but heretofore quite unusual in EastAsia. Exchange
rate shifts have also prompted an accelerating surge of outbound invest
ment from nations with appreciating currencies in North Asia, such as
Japan, Taiwan, and South Korea, toward the "southern tier" nations of
ASEAN, such as Singapore, Malaysia, and Thailand.

Tendencies toward intra-Asian economic integration, it should be
noted, have a profoundly important organizational dimension. Japanese
general trading companies, with versatile capacities in the import, export,
direct investment, and financial areas, have had long experience and
institutional prominence in trade, investment, and technology transfer
relationships among Japan, Taiwan, and South Korea from colonial days;
these relationships have allowed the trading companies to handle profita
bly and facilitate deepening intraregional economic linkages within East
Asia. Since the late 1970s, several large Japanese retail chains, such as
Daimaru, Sogo, and Hankyu, have also diversified into international dis
tribution and sales throughout EastAsia. Their domestic expansion within
Japan was blocked by the Large-Scale Retail Store Law of 1974, and the
strong yen has made both offshore transactions withJapanese tourists and
captive imports back into Japan from the NIEs and the ASEAN Four
(Malaysia, Thailand, Indonesia, and the Philippines) quite lucrative. South
Korean general trading companies and the smaller family-owned trading
networks of many overseas Chinese have also helped to establish a strong
organizational foundation for rapidly expanding intraregional trade and
investment within East Asia.

Emerging Trade Patterns

The heritage of the postwar trans-Pacific triangle, as suggested, is a set of
Japanese trading relationships with the NIEs that are far less intense than
the trade ties which those nations, or indeed Japan, share with the United
States. As indicated in Table 2, every one ofthe NIEs, even in the late 1980s,
did more trade with the United States than with Japan; indeed, no nation
did more than one-quarter of its total trade with Japan. South Korea and
Taiwan, not surprisingly, had more intense trade relationships with their
neighbor Japan than did the two southern NIEs,with Korea's trade ties to
Japan being somewhat more intense relative to its links with the United
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States than was true in the case ofTaiwan. All of the NIEs suffered sharply
unbalanced trading relationships with Japan,with their ^gregate US $24.8
billion trade deficit with Japan in 1988 comprising 21.5 percent ofJapan's
total global surplus.^'

At the margin, there appears to be a definite intensification under way
in trade relationships between Japan and the NIEs, with the balance
shifting slightly in favor of the NIEsas the evolution of the share ofJapanese
exports taken by the four old NIEsrose by nearly half from 1985 to 1988 to
nearly 19percent ofJapan's total exports (see Table 3). But the NIEs'share
in Japanese imports also rose rapidly, from 7.6 to 13.3 percent of total
Japanese imports, in what represented a particularly sharp departure from
patterns of the past. The increase in South Korean and Taiwanese exports
to Japan was especially sharp; by 1988, these two countries jointly
provided nearly one-ninth of all Japanese imports, or nearly double their
share of only three years previously.

From the perspective of the NIEs as well, dependence on the Japanese
market has begun to rise since the Plaza Accords. Throughout the first half
of the 1980s, for example, the share of South Korean exports flowing to the
United States steadily rose, from 26.3 percent in 1980 to a high of 40
percent in 1986, whereas that of exports to Japan in total South Korean
exports steadilydeclined.'^ During1987-1988, however, that trend began
to clearly reverse itself, with South Korean reliance on the Japanese market
rising from 15.6percent oftotal Korean exports in 1986 to 20 percent only
two years later.'' A parallel pattern can he seen in the other NIEs as well.
Overall, South Korean, Taiwanese, Hong Kong, and Singapore exports to
Japan rose in 1987by 52.6,52,45.4, and 39 9 percent, respectively,'^rates
much more rapid than the overall growth of each nation's foreign trade For
the four AsianNIEsas a group, the share of total exports going to Japan rose
from 10 percent in 1985 to 12.5 percent in 1988, as indicated in Table 1.

The recent inroads of exports from the NIEsto Japan have,as suggested
in Table 4, been concentrated in the electronics and textile sectors.
Textiles have long been a consistent, mainstay export from the NIEs to
Japan, but electronics exports are a more complex phenomenon. Although
intraindustry electronics trade within EastAsiadates from the late 1960s, it

^^Ministry of International Trade and Industry, Tsusho Hakusho: Kakuron [White Paper
on International Trade: Appendix], 1989 ed. (Tokyo: Okurasho Insatsu Kyoku, 1989),
pp. 279-310.

^"^Nomura Investment Review (May 1988):5.

15MITI, Tsusho Hakusho: Kakuron, 1989 ed., p. 285.

*6jETRO Oapan External Trade Organization), WhitePaperon International Trade, 1988 ed.,
pp. 195-208.
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Tables
Japan's Intensifying Trade Relations with the Asian NIEs

Share ofJapanese Exports Share ofJapanese Imports

1985 1988 1985 1988

South Korea 4.0 5.8 3.2 6.3
Taiwan 2.9 5.4 2.6 4.7
Hong Kong 3.7 4.4 0.6 1.1

Singapore 2.2 3.1 1.2 1.2

Totals 12.8 18.7 7.6 13.3

Source: Ministry of International Trade and Industry (MITI), Tsusho Hakusho: Kakuron
[White Paper on International Trade: appendix], various issues.

dropped sharply during the 1975-1985 decade, due to production auto
mation and regional-development incentives withinJapan coupled with a
strengthening of U.S.-Japan trade tiesJ^ But imports of color televisions,
videocassette recorders, electric fans, hand-held calculators, and elec
tronic components into Japan from the NIEs have risen sharply in the past
two years,^® in a development that seems to represent an intensified
revival of intraindustry trade on Western patterns across East Asia. In all,
Japan imported US$2.7 billion in elecfricd machinery from the four East
Asian NIEs in 1988, up 57 percent from the previous year, after a 65
percent increase in 1987.^^ The growth rate for electronics exports from
the NIEs to Japan in 1988 was four times that of Japanese electronics
exports to the NIEs,albeit from a much smaller base;^^^ it seems clear that a
synergistic trade relationship in electronics between Japan and the East
Asian NIEs is emerging, and enhancing the industrial competitiveness ofall
the nations concerned. This intra-Asian electronics trade relationship,
indeed, is becoming central to the evolution of the global electronics
industry, as well over 40 percent of global electronics and electronic
machinery production is now concentrated in Japan and the NIEs.^i

^"^On the specific shifts in intraindustry trade patterns, see Economic Planning Agency,
Hakusho [Economic White Paper], 1988 ed., pp. 113-115.

^^Japan EconomicJournal, March 12,1988.

^^MlTl, Tsusho Hakusho: Kakuron, 1989 ed., pp. 279-310. Japan also exported USS14.95
billion in electrical machinery in 1988 to the NIEs, up only 13.2 percent from 1987.

2oibid.

2iThis combined share rose from 10.6 percent in 1965 and 18.7 percent in 1975 to 40.5
percent in 1984,according to UN. trade statistics.SeeWatanabe Toshio, Nishi Taiheiyono
Jidai [The Era of the Western Pacific](Tokyo: Bungei Shunju Sha, 1989), p. 109.
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Emerging InvestmentPatterns

Japan has been a capital-exporting nation for most of the past two decades
and had a stock of US$139.3 billion in direct investment overseas as of
March 1988.22 Of this total, just over 8 percent was invested in the four
East Asian NIEs, making Japan's investment ties with the NIEssomewhat
less intense than its trade ties. The basic profile of Japanese direct
investment in the four NIEs is presented in Table 5.

As the table clearly shows, the heart ofJapan's investment commitment
in the NIEs is Hong Kong; the Crown Colony holds not only the largest
cumulative share of total investment but also enjoys the highest rate of
growth in new investment by a substantial margin. This heavy investment
in Hong Kong, which has accelerated sharplysince conclusion of the 1983
Anglo-Chinese agreement on the reversion of Hong Kong to China,
appears intended to provide infrastructure forJapan'sexpanding trade and
investment relationships with China; significantly,Japanese investment in
China itself rose 442 percent in 1987 to $1,072billion. ClearlyJapan has a
strong stake in the political stability of both China and Hong Kong.

The other NIE into which Japanese investment has recently been
flowing at an unusualpace is SingaporeAsis suggestedin Table5, the flow
of this investment grew in 1986-1987 by well over 60 percent. Asubstan
tial share of existing Japanese investment in Singapore represents, as in
Hong Kong, infrastructure for broader commercial and financial opera
tions, but new investment is concentrated in industrial facilities. NECand
several other largeJapanese electronics manufacturershave, for example,
set up plants in Singapore, moving ojffshore in an attempt to offset the
inexorably rising value of the yen.

Japanese investment in South Korea and Taiwan has been growing
significantly less rapidly than elsewhere in the region, and there are major
instances ofJapanese firms closing up shop and movingelsewhere,particu
larlyto the southern tier ASEAN Four nations.^^ One of the majorproblems
is labor costs; as indicated in Table 6, U.S. dollar-denominated labor costs
in these two nations during 1984-1988 rose at roughly double the rates in
the two southern tier NIEs. Much, but not all, of this differential flowed
from revaluation of the won and the NT dollar, first against U.S. currency
and then even against the yen; labor activism since the mid-1987lifting of
martial law in Taiwan and the parallel post-1987 movement toward democ
ratization in South Korea have also helped force labor costs upward.

22Keizai Koho Center, Japan 1989: An International Comparison, p. 57.

23See, for example, FukagawaYukiko,"Ajia no Dinamizumu o Torikumu Nihon:Nihon ASEAN
NICs no Shin Sangyo Chizu" [Japan Grasping AsianDynamism: The New Industrial Map of
Japan/ASEAN/NICs],E^feowomiSMfo, July 4,1988.
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Table 5
Japanese Direct Investment in the EastAsianNIEs(1987)

1987 Amount 1986-1987 Cumulative Total
Global Share (flow basis) Rate of Increase^ (FY 1951-1987)

Country (percent) (US$billions) (percent) (US^billions)

Hong Kong 3.2 1.027 113.5 4.505
South Korea 2.0 .647 48.4 2.765
Singapore 2.2 .494 63.6 3.065
Taiwan 1.0 .367 26.1 1.419

"The global 1986-1987 rate of increase in the flow ofJapanese direct foreign investment
outwardfrom Japanwas49.5percent;Japanese investment in theUnited States roseby44.7
percent. The share of total Japanese foreign investment located in the US.at the end of 1987
was 36.0 percent.

Source: Ministry of Finance.

Table 6
Explosion of Labor Costs in the East Asian NIEs

AverageMonthly Industrial Wage Percent Increase

Country 1984 1988 1984-1988

South Korea US$302 US$633 110
Taiwan 325 598 84
Hong Kong 363 544 50
Singapore 416 547 32

Source: Business Week, May15,1989.

Policy Trends

In the context of the broader global tendency toward emergingregional
trading blocs, epitomized by the European Community's 1992 proposal
and the U.S.-Canadian accord of 1988,Japan and the NIEs, together with
other surrounding nations, are faced with a dilemma: Should they move
toward intensified regional ties that might accelerate the overall global
trend toward exclusive regional blocks, or should they gamble on the
uncertain prognosis for a truly global free trade area? In the face of this
quandary, the nations of the region seem to be taking a hesitant course of
least resistance. On the other hand, they are participatingactivelyin the
UruguayRound of trade negotiations, in whose success, ashighly competi
tive major trading nations, they have a stake At the same time, however,
they are extending special preferences to one another; holding frequent
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economically linked diplomatic consultations and introducing the same
patchwork of bilateral arrangements that has begun to plague trade
relationships among the other major industrialized nations.

Divergent U.S. and Japanese approaches to the Generalized System of
Preferences (GSP) under the General Agreement on Tariffs and Trade
(GATT) since early 1988 illustrate the emergingJapanese policy coopera
tion with the NIEs. In January 1988, the United States announced that, be
ginning in early 1989, it would remove these four economies from its list of
developing nations eligible for duty-free exports to the U.S., while leaving
such industrializing Latin American countries as Mexico and Brazil on its
preferential list.Japan countered this American move by emphasizing that
it would not "graduate" the EastAsian NIEs from its GSP system.^^ in fiscal
1986, these countries received over US$3.5 billion in Japanese GSP bene
fits, or 51.7percent of the total extended globally byJapan to exports of the
developing nations. Forty-nine percent of Singapore exports to Japan
received GSP preference, as well as 30 percent of South Korean, 29 per
cent of Taiwanese, and 10 percent of Hong Kong exports, respectively.25

The NIEs have also begun making case-by-case accommodations to
Japanese domestic trade adjustment diflSculties, in a fashion strikingly
reminiscent of previous bilateral East Asian dealings with the United
States.2<5 In protracted negotiations during 1988 and early 1989, for
example. South Korea agreed to impose a voluntary quota on exports of
knitted goods to Japan in response to complaints of a Japanese knitting
industry badly hit by rising Korean imports.^"^ In view of recent exchange
rate redignments and the sudden pressures for transformation in indus
trial structure that they impose, as well as political fluidity enhancing the
influence of powerful domestic pressure groups, industry-specific trade
restrictions, either formal or informal, may become increasingly common
within East Asia, with the NIEs themselves also pressing other nations for
export restraint.

A range of important policy issues looms on the horizon for Japan and
the NIEs in their mutual relationship, with their resolution providing a
litmus test of the commitment of these nations to a broader multilateral

^Japan EconomicJournal, February 20,1988.

25lbid. South Korea, Taiwan, Singapore, and Hong Kong were the first, second, fifth, and
thirteenth largestrecipients, respectively, ofJapanese GSP benefits in fiscal 1986.
260n the earlier trans-Pacificpatterns see, for example, DavidB.XoiSac^PowerandProtection-
ism: Strategies of the Newly Industrializing Countries (New York: Columbia University
Press, 1983).

2^or details, see Barbara Wanner, "Japan's Relations with the Koreas," JEI Report, July 7,
1989, pp. 6-7.
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trading system as opposed to narrower regionaiist agreements. Most
important, perhaps, is the question of regional macroeconomic coordina
tion and a working framework for achieving it. Since the economies of
Japan and the NIEs are, generally speaking, the largest, the most highly
developed, and the most highly integrated in the region except for the
huge but almost autarkic Chinese economy, they find the need for macro-
economic coordination particularly pressing. A broad variety of frame
works for coordination, some involving the United States and some not,
has been proposed, but the overall profileof emergingregionalcoordina
tion institutions remains somewhat uncertain.

Throughout much of their strugglefor economic development, Japan
and the NIEs havebeen chronicallylabor short,compensatingfor this lack
of manpower with a rate of automation unusual elsewhere in the indus
trialized world and with an artificially low wage structure sustained by
workforce docility. With currency revaluation and rising labor militance
since 1985,this equation ischangingthroughout the region,putting labor-
related issues on the commonpolicyagenda for the first time in twenty-
five years.28 Japan now has roughly 900,000 guest workers and Taiwan
300,000.29 The issues are whether Japan and the NIEs should draw work
force from one another more freely and what their position might be
toward expanded labor imports from elsewhere

Japan and the NIEs share the distinction of being major trade-surplus
nations; Japan and Taiwan are likewise the first and third largest creditor
nations in the world, whereas South Korea is also moving toward major
creditor standing, as Table 2 suggests. Among them, these three nations
alone havewell over USlil75 billion in official foreignexchange reserves,
more thanfourtimesthoseoftheUnited States and40percentoftheglobal
total. These realities both intensify their interest in global as well as
regionalmacroeconomiccoordination in order to preserve the stabilityof
theirhuge andgrowingassetsandalsogivethemastrongcommoninterest
in future configurationsof the international financial system and its major
capital markets.

The financial interests ofJapanand the NIEs are not entirelycongruent
with one another. As creditors, they each have natural advantages in
developing local capital markets;as strategicallyoriented, often dirigiste

28As IshidaHirohidepoints out, labor-intensive Japanese industrialsectors, such as textile,
raised the issue of importingguest workersduring the early 1960s, but soon dropped the
issue SeeIshidaHirohide, Watakushino SeikaiShowaShi[My Historyofthe Showa Political
World] (Tokyo; Toyo KeizaiShinpo Sha, 1986).

^'On foreign guest workers in Japan, see MainichiShimbun Tokyo Honsha Shakai Bu, ed.,
Jipangu (Tokyo: Mainichi Shimbun Sha, 1989).
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developmental states, except for Hong Kong, they also have naturally tried
to exploit this competitive advantage as their creditor status has emerged
over the last few years. The combination of natural rivalry for funds among
capital markets in the region, largely concentrated in Japan and the NIEs,
and the common interest of investors everywhere in a stable, uniform
regulatory framework in international finance, will most likely push issues
of financial regulation, including associated tax policy questions, in
creasingly onto regional policy agendas in East Asia as the pace of
economic integration within the region intensifies.

Political Uncertainties

As the economies ofEast Asia come into increasingly intimate relationship
with one another, policy coordination across a broadening range ofpolicy
sectors becomes increasingly crucial, as has been suggested. Yet policies,
whatever broader international consequences they may have, are the
product of national political systems. After a long period of political
stability that provided a fundamental, too often unappreciated basis for the
spectacular East Asian growth of the past four decades,^® the political
systems of all five nations under consideration here are in the midst of
epochal change. Such change has potentially major consequences for the
course of their future economic relationships with one another. My
general argument is that political flux in the short run complicates the
deepening of economic interdependence; in the long run, however, it
opens the possibility of social realignments that may support broader
economic integration.

BujBfeted by winds of democratization and generational leadership
change, the governments of all five (except Hong Kong, a special colonial
case) are unusually vulnerable in the short run to domestic interest-group
pressure, which complicates the shift from the trans-Pacific triangle pat
terns of reliance on the U.S. market to a more regionally self-contained
pattern. Japan, South Korea, Taiwan, and Singapore all suffered for years
from chronic balance of payments problems; their underlying interest
group structures, in which powerful and parochial domestic business and
often agriculture interests have often secured institutionally protected
special treatment, often tend to discourage imports in apparently mercan-
tilistic fashion. The rise of opposition parties and labor unions is having
mixed but broadly parallel effects. Still, all five systems have powerful,
future-oriented elite bureaucracies that should help to ease at least the

^oQn the domestic political underpinnings of high postwar growth in East Asia,see Hofheinz
and Caider, Eastasia Edge, particularly pp. 15-83.
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macroeconomic poliq^ coordination processes asbroader regionalframe
works for coordination come to be established. For the longer run
prospects for political environmentssupportive ofeconomic interdepen
dence are enhanced by the growing cosmopolitism of business interests as
offshore investment uses and by the growing scaleand influence of high-
scale distributors and consumer groups, both industrial and individual.'^

The forces of political change in East Asiahave manifested themselves
most clearly in South Korea, particularly since the presidential election
campaign of 1987. Although Roh Tae Woo ultimately succeeded his
Korean MilitaryAcademyclassmate, longtime President Chun Doo Hwan,
Roh did so through a competitive democratic election unprecedented
since the early 1970s. Following the April 1988 national assembly elec
tions,Rob's rulingDemocraticJusticePartyalsofound itselfwith only125
of 299 seats, the first time that a South Korean leader had failed to hold a
legislative majority.

In the new, more pluralistic political enviromnent in Korea, mass
interest group demands have become more insistent—and apparently
more readily addressed by government.'^ in 1987, a wave of 3,000 strikes
rolled across that nation following the announcement ofexpanded demo
cratic freedoms, leading to double-digit pay raises in both 1987 and
1988." Government-controlled rice prices rose 14percent each year, with
direct national assemblyinvolvement generating upward pressure.'^ Fur
ther labor turbulence and pressure for wage increases broke out in early
1989, intensifying economic pressures toward the accelerated withdrawal
of labor-intensive foreign investment from South Korea that had been set
in motion by the rising strength of the won and earlier unrest." Interest-
group demands, given enhanced leverage by the atmosphere of political
uncertainty, also appear to be complicating short-run Korean government
efforts at trade liberalization, as the logic of this chapter would suggest.

Taiwan has experienced a milder version of South Korea's complex,
interrelated economic and political turbulence, especially since the death
of President Chiang Ching-kuo in January 1988. Chiang was succeeded
smoothly by Lee Tung-hui, of Taiwanese rather than mainland origin, a

5iThe probable economic consequences of rising labor union influence are prospectively
more mixed but should at least help further the process of agricultural liberalization across
the region.

52Thispattern, of course, follows that ofJapanese public policy in periods ofpolitical flux.See
Calder, Crisis and Compensation, esp. pp. 467-470.

53FarEastern Economic Review, Yearbook 1989, p. 156.

^"^Business Week,May 15,1989.

35ibid.
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development that has reawakened some degree of elite rivalry between
mainlanders and Taiwanese, especially with the share ofTaiwanese on the
Kuomintang central committee also rising from 20 to 45 percent at the
July 1988 National Congress.'^ With the high value of the NTdollar forcing
structural adjustment, the pace of labor unrest has quickened together
with other interest group pressures on government encouraged by the
democratization process. On May 20,1988, riots in Taipeh, flowing from
demonstrations that originated as a peaceful request by farmers for
expanded government rice purchases, broadened into the largest and
most intense civil violence in Taiwan since the 1947 massacre of Tai

wanese by mainland troops. Political uncertainty appears to be intensify
ing pressures for wage increases and thus helping to accelerate inflation,
although protectionist effects on trade policy are not as yet evident.'^

Recent political uncertainties in Hong Kong and Singapore have been
dominated by the shadow of developments in China. Reexports to and
from China represent 50 percent of Hong Kong's total foreign trade,'^ and
likewise formed the most dynamic aspect ofSingapore's economic growth
on the eve of the Tiananmen incident.^" Hong Kong, of course, will be
reverting to Chinese rule in 1997, and the uncertain, step-by-step informal
process of transition has already begun. During 1987-1988, 35,000 to
50,000 Hong Kong residents annually were leaving for more politically
predictable environments, with roughly 750,000, or around 15 percent of
the population, expected to have left by the time of Hong Kong's return to
Chinese rule^' This process could be accelerated by recent political
turmoil within China, including the bloody suppression of student protes
ters in Beijing by the People's liberation Army (FLA) in early June 1989.
Singapore's problems of domestic political transition are far less serious
than Hong Kong's, but they are r.wertheless not negligible In Singapore, it
was announced during September 1988 that Lee Kuan Yew, who had led
the country since independence, would step down as prime minister by
1990 yet remain in government, introducing some degree of uncertainty
about the transition.^^

Among the most crucial uncertainties for the fiiture of the East Asian

5^Far Eastern Economic Review, Asia Yearbook 1989, p. 232.

37lbid., p. 231.

5®To the contrary, Taiwan has continued a steady broad-based process of tariff reduction and
other forms of trade liberalization. See New York Times, July 17,1989.

^^Nomura Research Institute, NRJQuarterly Economic Review (August 1989):27.

^^Singapore'sre-exports to and from China grew 108 percent in 1988. See ibid., p. 29.

4ilbid., pp. 117-118.

42lbid., p. 212.
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region are those in Japan, not least due to its overwhelming economic
scale With the atrophy of the traditional Socialist opposition and the
growing weakness of antimainstream factions within the ruling Liberal
Democratic Party, such as those of Miki/Komoto and Fukuda/Abe during
the early 1980s, the position of the mainstream LDPleadership appeared to
be fundamentally stable in terms of standard criteria for evaluating Japa
nese politics. But these equations were sharply upset by the Recruit
scandal, which touched virtually all the prevailing mainstream conserva
tive leadership, by the abrupt resignations of both Noboru Takeshita and
Sosuke Uno as prime minister, and by continuing popular resentment at the
inequities of a current Japanese political system that has imposed tax
increases and other burdens on the general public while offering special
benefitsto a few politicians. This resentment manifested itselfclearlyin a
string of LDP electoral defeats during 1989, culminating in the disastrous
July 1989 Upper House election, where the LDP lost majority control of a
Diet chamber for the first time since its foundationin 1955. Eventhough
LDP control of the Lower House was reaffirmed in general elections in
1990,divided control between the Diet chambers continued to compli
cate Japanese policymaking.

There are deepening political divisionswithinJapan between "market-
oriented" and "compensation-oriented" approaches to domestic policy-
making;^3 thesehave been intensified by the sharpyenrevaluation andthe
emerging prospect of inexpensive consumer imports into Japan. In the
long run, internal fissures within the LDP may well interact with a
weakening big business sector interest in categorical support for LDP
political unity^"' to generate a splitin the ruling Liberal Democratic Party,
or at leasta majorreorientation in both domesticandforeignpolicies.The
current political turmoil in Japan, given its anticompensation cast, may
thus help accelerate the process of economic liberalization, particularly
giventhe increasingstrength of transnational interest groupsand multina
tional corporations inJapanese politics.^' Suchdevelopments bode well in
the long run for expanded Japanese domestic political acceptance of

"^^See, for example, Hirose Michisada, "Rieki HaibunSystem wa Henkashita ka?" [Hasthe
Resource Allocation System Changed?],Sekai 448 (March 1983):105-113.

^^Contrast this to the strong business support of the 1950s and the 1960s for the LDP,
presented in Calder, Crisis and Compensation, pp. 42-54 and 71-126.

"^^On the rising importance of transnational coalitions in Japanese policymaking, see, for
example,KusanoAtsushi, Nichibei OrangeKosho[Japan-US. Orange Negotiations] (Tokyo:
Nihon KeizaiShimbun Sha, 1983); Funabashi Poichi, Nichibei Keizai Masatsu [Japan-US.
EconomicConflict] (Tokyo: IwanamiShinsho, 1987);and T.J. Pempel,"The Unbundling of
'Japan, Inc.,'" in Kenneth B. Pyle, ed.. The Trade Crisis: How WillJapan Respond? (Seattle,
Wash.: The Society for Japanese Studies, 1987), pp. 117-152.
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regional economic integration, as does the noticeable Japanese mass
media shift toward more favorable presentation of the NIEs and the ASEAN
Four But the process of securing broad Japanese popular support for
economic integration in labor-intensive sectors such as distribution, food
processing, and metal fabrication could well be a long and tortuous one,
due to the high level of employment involved.^"^ As in the newly indus
trializing nations of East Asia, the increasingly salient political role of
organized labor within the broader context ofpolitical jfluidity and change
suggests some political limits to full economic integration of the labor-
intensive sectors of the major East Asian political economies.

Prospects for the Future: Toward an
East Asian Economic Community?

Economic union, it is crucial to remember, must have both an economic
rationale and a political plausibility; weakness on both counts has per
sistently plagued many regional common markets of the de veloping world
throughout their existence^® Japan and the East AsianNIEs,of course, are
not likely to be the sole participants in an East Asian regional integration
scheme, but, given the sophistication and dynamism of their economies,
they would inevitably be the heart thereof. Thus it seems appropriate to
conclude a discussion of relationships between Japan and the NIEs by
considering what the patterns of emerging interdependence and conflict
outlined here, especially the pervasive new political fluidity of the late
1980s, imply for the broader long-run prospects for regional integration in
East Asia.

On the economic side, one crucial precondition for the emergence ofa
viable economic union is a high intensity ofeconomic transactions within
the area subject to the union. In 1988, internal trade within the European
Economic Community was roughly 70 percent of the trade of the member

^^See, for example, "Ajiano Seiki:Nihon no Yakuwari" [The AsianCentury:Japan's Role], Toyo
Keizai, November 17, 1986; "Kan Tai no Saiyakushin de Nihon o Fukumu Shin Keizaiken
Kessei e" [Toward the Formation of a New Economic Area including Japan, under the
Onslaught of Taiwan and South Korea], Toyo Keizai, January 3,1987; and NHK,Sekai no
Naka no Nihon: Ajia kara no Chosen [Japan in the World: The Challenge from Asia](Tokyo:
NHK, 1988).

^•''In 1985, for example, the food-processing industry inJapan employed over 60 percent more
workers than the auto industry See Ministry of Labor,ed.,R6d6Haktisho [Labor Handbook],
1988 ed. (Tokyo: Nihon Rodo Kyokai, 1988), reference page 119.

^®For a survey of Third World economic integration efforts beyond East Asia,see Joseph S.
Nye, Peace in Parts: Integration and Conflict in Regional Organization (Boston: Little,
Brown, 1971); Joseph S.NyeJntemational Regionalism (Boston: Little, Brown, 1968); and
Joseph S. Nye, Pan-Africanism and East African Integration (Cambridge, Mass.: Harvard
University Press, 1965).
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nations; that within North America came to around 45 percent of total
foreign trade by the nations of that region. In the wake of the recent
intensification of regional trade since 1985, internal trade within East Asia
now constitutes roughly40 percent of its members' trade,thus approach
ing levels in North America.^^ TradebetweenJapan and the four NIEs has
been intensifying rapidly, as has been noted. In addition, mutual trade
among the four NIEshas been rising sharplysince 1986. In 1987, such trade
among the NIEs rose 45 percent to over US$16 billion.

Especially important, from the perspective of long-run East Asian
economic integration,has been the recent surgeof regionalintraindustry
trade, particularly in electronics. Until the mid-1980s, such intraindustry
trade was highlyuncommon amongthe nationsof the region,althoughit
has long been the mainstay of economic relationships in the Western
industrialized world. Today the NIEs, as has been noted, export over
US$2.7billionannually in electronicmachinery toJapan, inaflow growing
much more rapidlythan the reverse outflows fromJapan. This develop
ment bodes well for the long-run process of economic integration in
the region.

Therecent intensification ofintraindustrytrade betweenJapanand the
NIEs is intimatelyrelated to the rapid increase inforeign investmentacross
the region—not only by Japan, but by the other capital-surplus NIEs as
well. Until 1985, the economies of both Japan and the NIEs were all
essentiallyoriented toward exports from a domestic production base,but
that pattern has begun to shift rapidly, especially in electronics and such
precision machinery sectors as watches and cameras. This internationali
zation of production has come about primarily because Japanese firms
have been shifting production to the NIEs,first to Taiwan and South Korea
and more recently to Singapore

With the revaluationof the NTdollar and the won during 1987-1989,
Taiwanese and South Korean investment elsewhere in East Asia has also
been increasing rapidly, although mainly in the ASEAN Foiu* nations
(Indonesia, Malaysia, Thailand, and the Philippines) rather than in the
NIEs. In 1988, for example,Taiwanese investment in both the Philippines
and Indonesiawas greater than that ofeither the UnitedStatesorJapan,and
rising sharply; in both Malaysia and Thailand, Taiwanese investment was
second only to that ofJapan,pushing the United States into third place'i
Korean investment has also been heavy throughout ASEAN. With this

^'See International Monetary Fund,Direction ofTradeStatistics.
'oibid.

"MITI, Tsusho Hakusho: Soron [White Paper on International Trade; General Outline],
p. 278.
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broadening in the provenance of foreign investment—parallel to his
torical patterns in Western Europe, where Britain, France, Italy, West
Germany,and other nations have all become major foreign investors—the
fears of recipient nations of Japanese dominance are reduced, allowing a
synergistic process of cross-investment to proceed still further without
being impeded by nationalist fears of foreign dominance

Industrial East Asia, as currently configured, has geographical barriers
to economic integration more pronounced than those in Western Europe,
with the major economic centers, Japan and the four NIEs, separated
physically from one another by much greater distance than is true in
Europe But the infrastructure for intense commercial interaction by sea
and air is excellent, with the NIEs possessing four of the largest six
container ports in the world, including Hong Kong, the largest.(Only
Rotterdam and New York, of the top six world container ports, are not
located in the region.) And a geographically compact locus for regional
integration exists along the littoral of the EastChinaSeawithin a radius of
1,000 miles from Shanghai, should prospective political obstacles be
overcome. Major industrial centers of mainland China, Taiwan, South
Korea, and Japan all fall within this radius.

In the financial sphere, economic integration in EastAsiais being aided
by the internationalization of the Japanese yen, which seems destined to
become the keycurrency of the region. The rapid expansion and liberaliza
tion of the Tokyo capital market since the early 1980s, aided by the
strength of the yen, Japan's low interest rates, its capital-surplus position,
and the growing willingness of the Ministry of Finance in Tokyo to
countenance broader global use of Japan's currency, have all accelerated
this development. Expanded regional use of the yen will give increased
stability to regional trade transactions, even if broader global exchange
rates remain volatile.

Industrial East Asia at the dawn of the 1990s thus finds itself eco

nomically at a crucial point of transition. The rising industrial and com
mercial competitiveness of the NIEs during the 1980s has created an
increasingly multipolar regional economy, which is more than aJapanese
"co-prosperity sphere" Cross-trade and investment among the NIEs and
the ASEAN Four, fueled by both currency realignments and technological
synergy,has been stimulating qualitatively more complex and potentially
more sustained forces for economic integration than was the case in 1980
or even in 1985.

Whatever the configuration ofeconomic forces, economic integration

52Ka2uo Fujii, "Changes, Prospects, and Investment in the West Pacific Region," Tokyo
Financial Review 14, 3 (March 1989):23.
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cannot succeed in any part of the world without conducive underlying
political circumstances. It was no accident, in this regard, that the 1957
Treaty of Rome,which set Europe initially on its path toward integration,
was signed by six Christian Democratic governments obsessed with the
prospect of Communist inroads should economic growth on the European
continent remain static. The decisions to proceed further, toward total
European economic union by 1992, were likewise made primarily by
conservative, market-oriented governments responsive to pressure from
dynamic multinational corporations based in the European Community.

The key question for the immediate future ofthe East Asian region^
political economy is how fully the increasingly fluid politics of major
nations in the region will allow ever more insistent market forces to hold
sway. East Asia has always been more politically heterogeneous than
postwar Europe and has not experienced the same sort of pervasive,
commonly perceived external threat that galvanized the European Chris
tian Democratic parties of the 1950s and their technocratic allies toward
common support for transnational economic union. During the late 1980s,
EastAsiahas also been in a process of historic political flux that reduces the
short-run prospect of full economic union, particularly in labor-intensive
industrial sectors. But it is experiencing the economic transformations in
important areas, such as electronics, that could ultimately generate a form
of economic union—albeit probably a limited, sector-specific union—
should an external catalystfor such economic integration emerge.

It is here that the position of the United States, in the context of the
current atmosphere of political flux in EastAsia, is a key player.Asintra—
EastAsianeconomic transactions intensify and those involving the United
States lessen in importance, direct American incentives to maintain a
stable security environment in the Western Pacific, to the extent that it
retains its traditional national security objectives, thus decline. The United
States confronts an intensifying economics versus security dilemma in the
Western Pacific. But should the United States act on the basis of narrow

economic interests alone and repudiate its long-held conception of both
security goals and their relationship to a market-oriented trade regime, it
would stir a common backlash in Japan, the NIEs, and other nations of the
Western Pacific. Such a backlash would help give cohesion to internal
pressures within East Asia for an exclusionist Western Pacific regional
economy that could potentially be far more dynamic than the regional
associations emerging in either Western Europe or North America,^^ if less

53Nomura ResearchInstitute,for example,estimates that aWesternPacific regionaleconomy
consisting of Japan, the East Asian NIEs, the ASEAN Four, China, and Australia would have a
GNP of US$6.3trillion in the year 2000, compared to US$7.2 trillion for North America and
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Stable politically as a result of both domestic tensions and delicate
relations amongJapan and its neighbors. But with an affirmation of broader
notions of a Pacific Community spanning both shores of the Pacific, the
United States can preempt the emergence of such an exclusionist East
Asian regional grouping while encouraging the dynamism of East Asian
nations within a broader, more politically stable multilateral context.

US$6 trillion for the European Community. The Western Pacific would also be the fastest
growing of these three areas. Nomura InvestmentReview, May 1989, p. 5.
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13. Japan's Role in the Asia-Pacific
Region: An ASEAN Perception

A. HASNAN HABB

Thepost-World War IIyears have witnessed a trulyremarkable phenome
non, namely, the rise of a nation from defeat and ruins to economic
superpower, andan Asian nation at that. Japan hasbecome the economic
success story of the century, a story ofcontinuous economic growth. Yet
Japan is stillsurging forward, exploiting theworld's resources, producing
and selling to the world in the single-minded pursuit of profit and
evergrowing GNP.

Many foresee thatJapan willbecome a twenty-first-century economic
and financial superpowersurpassing allother industrial nations, including
the UnitedStates. Of the world's ten largestbanks,nine areJapanese;based
on size of deposit, no U.S. bank makes the top twenty-five Japanese
households save an average of 17 percent to 19 percent of their annual
income, whereas American households save less than 5 percent.* The
United States has become the largest debtor country; the Japanese, the
largest creditor nation. It is estimated that the American external debt
balance will expandfrom US11400 billion at the end of 1987 to US$800
billionby the end of this decade, whereasJapan's external credit balance
willgrowfrom US$240 billion in 1987to $400 billion by the early 1990s.
In1989,Japan also surpassed theUnitedStates astheworld's largest foreign
aid donor.

Sincethe end ofWorldWarII,Japanhasbeen the fastest-growing global
economic power, evidence of its superbeconomic management, national
discipline, work ethic, and strong commitment to economic growth, its
one single national goal. The economy grew at an annual rate of 4.3
percentfrom 1965 to 1986, higher thanthe 2.3percentaverage forallthe
industrial countries of the world. But at the same time it has also been the
most insular, isolated from foreign economic penetration.

iR Taggart Murphy, "PowerWithoutPurpose: The CrisisofJapan's Global Financial Domi
nance," Harvard Business Review, March—April 1989.
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Japan's vast economic strength, organizational skills,superior technol
ogy, expanding globaleconomic and financial interests, and rising interna
tional standing on one hand, and its increasing dependence on natural
resources and markets on the other, raise many questions about this
country's international and regional role Can the world's largest creditor
continue to enjoy a"free ride" at the expense of the world's largestdebtor?
Howandwhat should be its share of the cost ofdefendingthe "freeworld"?
Does it aspire to become a great military power? Since it has become an
economic superpower, shouldn't Japan play a concomitant role in other
fields?How will Japan's relationship develop with the United States as weU
as with the other countries in the region?Does "burden sharing," insisted
on by the United States, imply division of responsibility as well as joint
decision making?

These questions have been incessantly written about, debated, and
discussed at numerous seminars and conferences, including the Fifth
ASEAN-US. Conference For many Japanese they have been perplexing,
especially now that the big changes taking place in the last three or four
years require adjustments by all nations, particularly the major powers.

Japan's destiny is tied to a large extent to that of the Asia-Pacific
countries. Virtually every one of these countries findsJapan either its first
or second largest trading partner, foreign investor, and foreign aid donor.
Japanese trade, investment, aid, and technology have largely been the
region's engine of economic dynamism.

Despite its title, this chapter is not an attempt at assigning nor
prescribing what Japan's role in the Asia-Pacific region should be That
should be determined largely by the Japanese people themselves. In this
increasingly interdependent world, howevei; no nation can set a course in
foreign affairs in a vacuum. All nations, regardless of size, strength, and
power, are now exposed to many forces and processes, often beyond their
control. Decisions on economic, political, and security policies taken in
one country will also affect other countries, since all national boundaries
have become permeable to their transnational impact.

Notwithstanding its mission to depict "an ASEAN" perception, this
chapter presents essentially "one" Indonesian view.I hope, however, that it
will generate some useful discussion in forming a more complete picture
of the ASEAN countries' perception of Japan's presence in this region.
Although the changes that have taken place in the world, and in this region,
have been comprehensive and wide ranging, the focus here is on the
"politico-security" and "politico-economic" aspects of Japan's role, with
a view to understanding its feasibility, possibilities, limitations, and
constraints.

It is obvious that in the highly complex, sophisticated, and fast-
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rhanging contemporary world, thepolitico-security dimension cannot be
separated fromthe politico-economic one Bothare interrelated, interact
ing, andinterdependent, andtheyneedtobeaddressed bygovernments in
an integrated way.

The Current Situation

Politico-Security Conditions

The Intermediate Nuclear Forces (INF) Treaty concluded at the end of
1987 marked the dawn of a new era in superpower relations. Confronta
tionhasgiven wayto dialogue andnegotiation. Though thisdevelopment
willhave a benign influence on the global politico-military scene, at the
same time it will make that same scene more fluid, and therefore more
uncertain.Butfluidity itselfdoes not necessarily leadto instability, so long
as it is not blocked by hasty, rash, thoughtless, and excessive measures.

In the context of this changed situation both superpowers are in the
process ofreadjusting theirpriorities and strategies relative to each other
andto other emerging powersin theworld. Thisreadjustment willleadto
a further reduction of their role and influence in an increasingly multipolar
world. Bilateral, regional, and multilateral interactions will become the
pattern of international relationships, rendering "bloc power politics"
increasingly ineffective The international system wiU be much more
complex and potentially unstable unless all countries, particularly the
major ones, firmly committhemselves to international cooperation.

The warming trend in superpower relations has created a climate
conducive to major poweraccommodation, whichhasindeedbeentaking
place All major powers have shown a common interest in solving or
sharing regional conflicts, such as those in the Persian Gulf, Western
Sahara, Namibia, Afghanistan, Kampuchea, the Middle East, the Korean
peninsula. Central America, and so on.

In Asiaand the Pacific the politico-security situation has alsochanged
since Gorbachev began his peace offensive in the region. His landmark
Vladivostok speech in July 1986 was followed by a number of concrete
steps, suchaspulling outanarmy division from Mongolia, thescrapping of
436 missiles (including the SS-20) from their Asian basesaspart ofthe INF
Treaty, cutting back naval activities beyond Soviet territorial waters,
beginning the phasedwithdrawal of all Soviet troops from Afghanistan,
applying pressure on Hanoi to speedup the solution of the Kampuchean
problem, andsoon.His second major speech, delivered in Krasnoyarsk in
September of the next year, containedmore specific proposals, packaged
in a "seven-point peace plan."

Gorbachev's peace offensive gained a momentum that culminated in
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the Beijing summit on May 16,1989. The summit marked the normaliza
tion of Sino-Soviet relations after a rift of thirty years and changed the
triangular strategic Moscow-Beijing-Washington relationship. Gorba
chev used the occasion to announce that out of the 200,000 soldiers to be
pulledout fromSoviet Asia by the end of1990,120,000 menwere troops
stationed in the Soviet Far East. These cuts would remove twelve divisions
of ground forces, disband eleven air force regiments, and take sixteen
warshipsfrom the Soviet Pacific fleet, a cut of some 25 percent of the total
Soviet forces in the region.^

The normalization of Sino-Soviet relations will greatlyinfluence the
courseofeventsin theentireAsia-Pacific region, transforming itspolitico-
security landscape Normalization signaled the reduction of Sino-Soviet
mutual distrust andsuspicion andat thesame time marked thebeginning
of confidence building, whichwouldclearly benefit the wholeregion.

Chinawillbe ableto concentrate its resourcesand energieson itsFour
Modernizations programs emphasizing economic development without
the heavy burden of having to constantly watch its 7,500-kilometer-long
border with the Soviet Union. This was a great relief because the Soviet
Union was and is the biggest potential security threat to the PRC.

ForMoscow, normalization ofifers the much-sought-after opportunity
to participate in the economic dynamism of the region. Although most
Soviet territory is in Asia, which makesit anAsian country,it hasnot been
treated like one. Better relations with China, one of the world's major
powers despite relative backwardness, will facilitate Soviet access to
the region.

Sino-Soviet normalization will also have a positive impact on the
peacefulsettlement of variousproblems in the region, such as the almost
four-decade-long Korean conflict, the return of Hong Kong to Beijing's
sovereignty in 1997, the unification of Taiwan with mainland China, the
superpower bases inSoutheastAsia, the Kampuchean problem, the Haims
and counterclaims in the South China Sea, and so on. But the most serious
problem appears to be untouched by all these developments. That is the
Japan-Sovietdisputeoverthe northern territories, potentially the biggest
threat to stability in Northeast Asia. TheJapanesegovernmentwill most
likely continue to press for the return ofthese territories. But this outcome
could only become possible if the Soviet Union were to conclude that
Japan's military ties with the United States had weakened and that Soviet-
Japan relations could counteract Japan-China relations. The issue of the
northern territoriesisdifficult, linkedasit iswithJapan-TTSJapan-China
andJapan-Soviet relations; it is the biggest problemin the quadrangular

^FarEastern EconomicReview[hereafter/'EfiR], May 25,1989, p. 13.
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Tokyo-Washington-Beijing-Moscow relationship and the focus ofatten
tion in Northeast Asia, followed only by the Korean peninsula. Because of
this dispute, the Soviet Union is the only country with which Japan has no
peace treaty.

This relatively benign politico-security picture was suddenly marred at
one stroke by the weekend massacre in Tiananmen Square on June 4,1989,
which claimed thousands of dead and wounded among the unarmed
students and their supporters, an act that shocked the civilizedworld. Most
Western countries reacted strongly to the violent military crackdown, the
strongest protest so far coming from U.S. President George Bush, who
suspended government sales and commercial military exports to China
and said that US.-China relations would be reviewed; from Australia; and
from the United Kingdom. Meanwhile Taiwan put its armed forces on alert.

The chaotic situation following in the wake of the outrageous act
perpetrated by the People's Liberation Army has spread to other major
cities, causing disarray in the Communist Party leadership. To worsen
things, the government seemed to have stopped functioning, at least
temporarily. Clashes between army units were reported making the
situation more ominous still. There is fear of the outbreak of civil war.

Thousands of foreigners left the country in anticipation of the worsening
situation. Many foreign embassies, including the U.S. and the Japanese,
advised their nationals to get out of China and evacuated the dependents of
the embassy staff. The socio-political dynamics unleashed by Deng's very
reform programs appeared to be getting out of hand, and China might
return once again into chaos and turbulence reminiscent of the Cultural
Revolution of the 1960s.

History has shown that a divided and weak China had always been a
source of instability in Asia. All regions bordering China will feel its direct
impact: Northeast Asia, Southeast Asia, and South Asia. Therefore, pru
dence on the part offoreign countries in reacting to the "Chinese crisis" is
called for.

Politico-Economic Situation

International trade and investment flows have shifted to the Pacific during
the last decade. The year 1984 saw trans-Pacific trade for the first time
exceeding trans-Atlantic trade, and since then it has continued to grow. Of
the US151.9 trillion total world trade thatyear, trans-Pacific trade accounted
for 11.2 percent, whereas trade across the Atlantic amounted to 10.8
percent. This increase gave rise to the prediction that the twenty-first
century would become the "Era of the Pacific."

Indeed, since the end of the Vietnam War the economic growth of this
region has been phenomenal, making it the most economically dynamic
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region in the world. Ahigh proportion of the GNP of the region's countries
depends on trade, which is increasingly outward looking. Its strategic
disposition is open, rather than driven by groupings or blocs. These
elements of dynamism, openness, plus the great diversity of the region
make pragmatism one of its characteristics. The desire for growth and
prosperity is the driving and motivating force.

A remarkable recent development in the Asia-Pacific region is the
emergence of the newly industrialized economies (NIEs), namely, the
Republic of Korea, Taiwan, Hong Kong, and Singapore, with Thailand and
Malaysia following not too far behind. All these nations, except Malaysia,
are oil importers that were severely hit by the two oil shocks of the 1970s.
But in the end they made a remarkable recovery, though with a higher
external liability than before. This shows a high degree of resiliency and
flexibility in these nations that greatly facilitated adjustments and restruc
turing of their economies.

Japan has also successfully withstood the two oil shocks plus the yen
appreciation. Moreover, instead ofincurring a growing external debt, it has
become the world's financial superpower and largest credit country.
Because of the steep yen appreciation since 1985, Japan's overseas invest
ment, especially in the ASEAN countries, has grown rapidly. Its import of
manufactured products has also increased steeply, with ASEAN exports to
Japan growing the highest. Japan has shown a remarkable resiliency and
flexibility and has restructured its economy. It is now said to be capable of
growing on the basis of an expanding domestic demand.

All these developments have pushed intraregional trade and invest
ment within East Asia and established strong multilateral ties among the
East Asian countries. Moreover, trade and investment relations with the
United States and the European Community have also grown substantially.
Asa result, these nations' economies have also become integrated with the
world economy.

This expanding development has occurred in stark contrast to the
economic stagnation of the region's socialist states—the Soviet Union,
China, North Korea, the three Indochinese states, and Burma—a fact that
has moved these countries to restructure their economies toward a more

open and market-oriented system, improve diplomatic relations, and
increase economic intercourse with the nonsocialist East Asian nations.

This trend of development augurs well for the future of the region.
But the bright picture is clouded by the trade dispute between the two

most economically powerful countries in the region, namelyJapan and the
United States. The basic problem is both countries' persistent and huge
trade imbalances. How the two countries will solve their dispute and how
fast they will restructure their economies will greatly impact not only the
countries in Asia and the Pacific but the world at large.
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The Role ofJapan

In the PoliticO'Security Field

Security has always been the most important and controversial issue for
Japan. Since the American Occupation of Japan following its capitulation
that ended the Pacific sector of World War II, Japan has faithfully pursued
every policy defined by the United States, especially during the Occupa
tion period that lasted until 1951.

The vast American Occupation apparatus was preoccupied with the
attainment of two objectives: demilitarization and democratization of
Japan. To accomplish these objectives, revision of the 1889 Constitution
was required.^ The new Constitution ofJapan, promulgated on November
3,1946, contained the controversial article 9 that since then has severely
restricted Japan's defense posture.^ The article renounces war arising not
only from the right of belligerence but also from the right of self-defense,
and hence the right to maintain military forces. It was a document unique
in its kind in the world, and its tenets soon began to erode as the Cold War
began to engulf the region.

The Korean War, which broke out in June 1950 and which compelled
General MacArthur to commit American troops stationed in Japan to
Korea, required greater burden sharing from Japan than previously in
maintaining domestic order and stability. In July 1950, a 75,000-strong
"National Police Reserve" was created by order of General MacArthur as a
supplement to local and provincial police forces and, without being
explicitly designated as such, as the nucleus of a fiiture military force.^

The American containment policy against communist China in the
Asia-Pacific region after the Korean war was developed and secured
through bilateral and multilateral security treaties, including the "Treaty of
Security between Japan and the United States of America of 1951," which
was later superseded by the "Treaty of Mutual Cooperation and Security
betweenJapan and the United States ofAmerica of I960," still known as the
"Security Treaty." Whereas the scope of the 1951 treaty was limited to only
the military dimension of security, the I960 treaty broadened it to also

^SeeJohn K. Emmerson, Arms, Yen and Power. TheJapanese Dilemma (Tokyo: Charles E.
Tuttie Company, 1972), pp. 37-40.

^Ibid., pp. 40-53. Article 9 reads: "Aspiring sincerely to an international peace based on
justice and order, the Japanese people forever renounce war as a sovereign right of the nation
and the threat or use of force as a means of settling international disputes. In order to
accomplish the aim of the preceding paragraph, land, sea, and air forces, as well as other war
potential, will never be maintained. The right of belhgerence of the state will not be
recognized."

5Ibid., p. 55.
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include political and economic cooperation^ and served as the legal basis
for the creation ofJapan's Self-Defense Forces (SDF) in 1954. The preamble
to its operating articles, which recognizesJapan's inherent right ofindivid
ual or collective self-defense, provoked immediate controversy and drew
charges of conflict with article 9 of the "Peace Constitution." Article V
of the Treaty clearly states the U.S. obligation to defend Japan against
armed attacks."^

Since the Occupation periodJapan has been intimately involved in the
evolving American politico-military policies, and the government, based
on the i960 Security Treaty,has come to give a more flexible interpretation
of article 9 of the "Peace Constitution." Japan has maintained that article 9
permits the right of self-defense and that the self-defense forces now in
existence are constitutional, a view now strongly supported by the
majority of the people. But Japan has also maintained that it is unconstitu
tional to join a regional security pact with military obligations or dispatch
armed forces outside the country without amending the constitution.
Amending the constitution, however, would spark bitter controversy since
the "no-war clause" is still supported by the great majority of the Japanese
people

It can be concluded that the U.S.-Japan Security Treaty is still ofcrucial
importance for both countries. It is still the linchpin of US. Asia-Pacific
policy, and Japan is still that country's single most valuable partner, at least
for the foreseeable future, for the following reasons: First, it preventsJapan
from becoming a military power as this would cause great concern among
the countries in the region and might trigger an arms race there; memories
ofJapan's war atrocities have not disappeared. Second,Japan has become a
great financial power, investing in the United States and covering much of
the U.S. government's debt. And third, despite frequent economic con
troversies and frictions, which lately have become very sharp indeed,
Japanese-American business relations provide technology, markets, tal
ent, supplies, and other essential elements to both nations' companies.®

^^Takuya Kubo, "Revaluation of Japan-United Security Treaty," undated paper.

•^Article V of the "Treaty of Mutual Cooperation and Security between Japan and the United
States of America" reads; "Each Party recognizes that an armed attack against either Party in
the territories under the administration of Japan would be dangerous to its own peace and
safety and declares that it would act to meet the common danger in accordance with its
constitutional provisions and processes. Any such armed attack and all measures taken as a
result thereofshall be immediately reported to the Security Council of the United Nations in
accordance with the provisions of Article 51 of the Charter. Such measures shall be
terminated when the Security Council has taken the measures necessary to restore and
maintain international peace and security."

®James Fallows, "ContainingJapan," Aftowft'c, May 1989.
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For its part, Japanwould feel more comfortable with a United States
that is strong, stable, and still the indisputable number-one superpower.
Although there have been calls for an indigenous Japanese strategy inde
pendent oftheUnited States,Japancannotandmostlikelywillnotdistance
itself from the United States because of its long history of cooperation, the
continued validity of the Japanese-American mutual security treaty, and
the benefits Japan derives from cooperation in the economic, industrial
and technological fields.

Nor does Japan want to remilitarize and become a military power.
Japan is aware that it cannot become one, because its land space is
extremely small and therefore vulnerable to nuclear attack. Japan also
lacksnatural resources and must rely on others. Its emergence asa military
powerwouldposea potentialthreat to suppliers andundermine the basis
of its own economy and security, which is economic interdependence
Japan's twentieth-century historyinAsia implies thatitwillbe muchbetter
acceptedasaneconomicpowerandcultural forcethanasamajor military
power. Without actually becoming a military power, the world knows,
Japan could, if necessary, effect a rapid and substantial military buildup
because of its great economic, financial, and technological strengths.

ThusJapan's concept of security has broadened over time, evolving
within,and basedon, the framework ofarticle9 oftheConstitutionand the
US.-Japan Security Treaty; thecreation oftheSelf-Defense Forces in1954;
theresumption of"normal" relationswiththeU.S.S.R. in1956; theenuncia
tion of the Three No-Nuclear Policies (no production, possession, or
introduction of weapons); the normalization of relationswith the PRC in
1972; and its other experiences mentioned previously. The basicfounda
tion and precondition ofJapan's security is economic interdependence,
which is popularly known as the concept of "Comprehensive National
Security." Economic interdependence is also seen as Japan's greatest
contribution to the security of other countries in the region.^

Basedon this concept,Japan's threat perceptions differfromWashing
ton's. Among dangers that most alarm Tokyo are fear of losing access to
overseas sources of food and energy; fear that Washington may be indif
ferent toJapan's need forvitalimports and its need foraccessto the Ameri
can and other markets; fear of loss of acceptability as an active partner in
the economic growth of Southeast Asia; fear of a breakdownof the inter
national system; and fear of surges of great disorder anywhere'"

But there can be no doubt that asJapan's stake in trade and investment

'See Robert W. Bamett,"Beyond War; Japan'sConcept of Comprehensive National Security"
(New York: Pergamon-Brassey, 1984), pp. 8-10.
'"Ibid.
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in the region grows, especially in Southeast Asia, and as the United
States continues to show relative economic and financial decline because

of its "strategic overstretch," the pressure on Japan for burden sharing
will go on.

So far,Japan has been most forthcoming on U.S. pressures for burden
sharing. Although its defense budget has passed the "1 percent of GNP"
barrier only slightly, it is now third largest in the world, after the United
States and the U.S.S.R. (Most of its growth is attributable to a burgeoning
GNP.) It pays about US$2.5billion, or 40 percent, of the costs of maintain
ing the 55,000-strong U.S. military personnel in Japan, and it has twice as
many destroyers as the U.S. Seventh Fleet. But Tokyo is showing increasing
resentment at the American attempt to tell Japan how to spend its money
and at the constant harping on the need to share the burden of policies
determined by the United States.^^

So even though it is taking on more of the U.S. burden, Japan will
maintain the American alliance and will still depend on the treaty guaran
tee as a deterrent and a last resort. Former Prime Minister Yasuhiro

Nakasone,when he was Director General of Defense,stated positively that
Japan would assume responsibility for the defense of sea routes in "nearby
waters," but that any guarding of sea lanes in the vicinity of the Malacca
Straits would be completely outside Japan's purview and out of the
question for the Japanese Maritime Self-Defense Forces.^^

That was a wise move, because any increased military role ofJapan in
the present situation, where the emphasis is on disarmament and coopera
tion, is bound to be counterproductive for Japan itself, the United States,
and the entire region. No Asian country has a quarrel with a militarily
strongJapan to protect itself, but there are strong feelings against aJapan
powerful enough to threaten others. How best to achieve the right balance
depends on the consensus reached between Japan and its friends in the
region, and this would require good and open communication and
consultation.

In the Politico-Economic Field

In spite of long economic intercourse, many Southeast Asians still have
mixed feelings about Japanese trade and aid. These feelings are a contra
dictory mixture of admiration and disapproval, expectation and frustra
tion, desire and suspicion, anxiety and irritation.

Until the mid-1970s, the general feeling was one of anxiety over
Japanese exploitation and domination. Southeast Asians resented exces-

^Wayan Chanda, "The Stumbling Block," PEER,March 30,1989.

^^Emmerson, "Arms, Yen and Power," p. 307.
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sive Japanese economic influence and rebelled against the latter's high
handed methods, arrogance, and failure to understand and respect the
customs and traditions of local peoples. They perceived the Japanese as
exploiting natural resources in their own selfish interest, andJapanese aid
as a means of primarily benefiting Japan itself, not the developing coun
tries. They found the Japanese aloof, clannish, mysterious, and too omni
present. TTiey sawJapanese tourists arrive in their ownJapan Air Lineplane,
get in their Japanese bus, go to their Japanese hotel, eat at their Japanese
restaurant, enjoy themselves at aJapanese-owned night club, then get back
to their plane and return to Japan. They could not see what in all that
benefited Southeast Asians.

This perception, unfortunately for the Japanese, is not confined to
Southeast Asians. It is also shared by Europeans and Americans, Japan's
closest allies and partners. They see Japan as a selfish nation who only
thinks of its own interests, unwilling to restrain the one-sided and destruc
tive expansion of its economic power. A recent U.S. poll showed that
more Americans regard Japan as a threat than the Soviet Union. Although
Japan has become a financial superpower, it is perceived as continuing
using its financial strength to further Japanese interests, which are not
necessarily the same as the world's, especially given Japan's seeming
compulsion to dominate every important value-added industry. Lacking
the ideology,Japan will not sacrifice its own interests for the interests of the
global financial system. The basic elements of Japanese politics are
money and economic growth, which must continue to be pushed ahead
even in a world economy troubled with severe imbalances.

In short. Southeast Asians' image of the Japanese could be described as
one of"the ugly Japanese." Wemight recall the widespread riots in Bangkok
and Jakarta in 1974 during former Prime Minister Tanaka's visit to those
cities. But over time there has been a gradual change for the better, thanks
to the Japanese government's efforts to improve Japan's image abroad
through various programs, such as the 'Touth Ship Program" and the
"Friendship Program for the 21st Century." These programs lie in the
cultural domain and are very important to cultivate mutual understanding
of and respect for culture, habits, customs—all prerequisites for promot
ing friendship, trust, and confidence between ASEAN countries andJapan,
if regional cooperation is to function at all.

TheJapanese role in the politico-economic field can be summarized as:
trade, aid, investment, technical assistance, and regional cooperation.

Asian economies, notably Northeast and Southeast Asian ones, depend

^^SeeFallows, "ContainingJapan"

i^See Murphy, "Power Without Purpose"
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heavily on trade As mentioned earlier, Japan is either the largest or the
secondlargesttradingpartner ofthesecountries. TheoldpatternofJapan's
importing onlyrawmaterials from thedeveloping countriesandexporting
finished products hasgradually given wayto a newpattern. Thedevelop
ing nations, especially the NIEs, are nowalsoexportingfinished products
to Japan, albeit still of somewhat lower technology. Multilateral trade of
productsofthesame species butwithdifferent features indesign, quality,
andprice is rapidly growing in the region, not onlybetweenJapanandthe
rest of the Asian countries but also between the NIEs and developing
economies in the region, particularly between the NIEs, which include
Singapore, and ASEAN countries. Electronic products are one example,
along with color television sets and VCRs, radios, and radio cassette
players.

This multilateral trade has been made possible by the expanding
industrial capacity of these countries through the acceptance of foreign
investment—particularly fromJapanbecause of the steep appreciation of
the yen—and promotion of export-oriented industrialization. The result
of this changing pattern is the emergence of regional interdependence.
And thisispreciselywhereJapan canalso playanimportant role, namely, to
further stimulateregional trade byproviding greateropportunitiesfor the
developing countriesin theregionto export theirmanufactured products
toJapan, and also bypromotinginvestments in the region, particularly in
export-oriented sectors.

In 1968, the Japanese aid program for the first time exceeded US$1
billion andJapanmoved to fourthplaceamong aid-giving countriesafter
the United States, France, and West Germany. Aboutone decade latei; the
Japanese government has set its Fourth Medium-Term Target for Official
Development Assistance (ODA), underwhichJapan aims to provide more
thanUS $50 billion overafive-year periodandat thesame time improve the
quality of its aid.

Japanese aid has been much criticized because so much of it has been
"privatebased," ascontrastedwithdirect government-appropriatedfunds.
Arecent reviewofJapan's aidby the Organization forEconomic Coopera
tion and Development (OECD) has concluded that terms to the poorest
countries remain hard, and thatJapanhasfailedto complywith the OECD's
DevelopmentAssistance Committee (DAC)recommendation on the finan
cialtermsofassistance. Thecommitteehas"urgedtheJapanese authorities
to continue to improve the financial terms of their aid to the least-
developed andotherlow-income developing countriesbyexpanding their
grant aid and by further softening loan terms."''

^^FEER, March 9,1989, p. 78.
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Indeed, even though Japan is now the world's largest aid-donor coun
try, it ranks lowest among the eighteen-member OECD's DAC in terms of
the percentage ofgrants in its total aid.Anothercomplaint frequently aired
is that a high proportion ofJapanese aid is formallyor informally "tied,"so
that it comes back as purchase orders for Japanese equipment or contracts
for Japanese construction firms. But this issue has been dealt with; now
nearly two-thirds ofJapan's ODA loan commitments are no longer tied to
the purchase of equipment from Japanese suppliers. Too much bureauc
racy is another criticism leveled at the Japanese government'shandling of
its aidprograms: not lessthan sixteen ministriesandagenciesare involved
in the administration ofJapanese economic cooperation.

All these criticisms justify the previously mentioned perception that
Japan's primary objective is self-interest. TThe Ministry of International
Trade and Industry (MITI), for example, listed as the objectives ofJapan's
aid: first, to secure access to essential resources; second, to increase
exports and strengthen the international base of Japan's economy; and
(only) third, to fhlfill Japan's obligation as the only advanced nation
in Asia.

The rectification of all these and other shortcomings of Japan's eco
nomic cooperation—such as technical assistance, which has been a very
minor element of it—should be high on Japan's agenda, and indeed the
Keidanrenand the government are payingserious attention to these issues.
For the aid programs to be more beneficial, Japan's aid regime should be
able to respond to the diversifiedneeds of the developing countries more
efficiently.

Investment is a function of growth, and the rapid growth of the region's
countries is testimonyof that truth.Japanesedirect investmentshowedan
upward trend in the early 1980s and reached US$33.4 billion in 1987,
making the aggregate for 1981-1987a totalofUS $139 3billion. In termsof
regional distribution. North America accounted for almost 40 percent;
followed by Asia, 19.1 percent; LatinAmerica, 18.1 percent; Europe, 15.1
percent; Oceania (including Australia), 4.8 percent; Africa, 2.8 percent;
the Middle East, 2.2 percent; and India, 0.1 percent.^^ The majority of
investments in manufacturingwere in Asia (65% in 1986) and a smaller
number of cases in North America (27% ) and Europe (7% ). Investment in
mining remained at a low level after reaching a peak in 1981, whereas
approximately two-thirds of investments in commerce and the service
sector, including finance, insurance, andrealestatebusiness, went to North
America and Europe; 20—25 percent to LatinAmerica;and 7—12 percent
to Asia.

^^See Gorota Kume, "Japanese Direct Investment: Recent Trends and Policies," Research
Institute of Overseas Investment, the Export-Import Bank of Japan, November 25, 1988.
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This upward trend is expected to continue, setting new records in the
next couple of years. There have also been changes in quality while "new
moves" are underway. First, export-oriented investments have increased.
Most assemblymakers have established large-sized factories in ASEAN
countries in order to export relatively low-grade home electric appliances
to third countries and Japan; some countries began or expanded auto
mobile export, mainly to North America. Second, manufacturing invest
ment in parts and materials has accelerated. Small-and medium-sized firms
as well as big companies expanded overseas production to meet the
increased and upgraded needs of their clients in host countries. Third, new
investments have spread from traditionally labor-intensive sectors to
technology and information-intensive areas and other service sectors.
Establishment of technical centers, laboratories, component centers, in
dustrial estates, consulting firms are examples of this trend. Fourth,
expansion of the domestic market has attracted domestic demand-based
industries, such as department houses and supermarkets.^'^

The prospect for the future is bright, wiA North America receiving
42.7 percent of Japanese direct investment; Asian NlEs, 24.2 percent;
ASEAN, 17.7 percent; Europe, 5.8 percent; Africa, 3.3 percent; other Asian
countries, 2.5 percent; LatinAmerica, 2 percent; Oceania, 1.3percent; and
other European countries (Eastern Europe), 0.5 percent.

Afinal role in the politico-economic fieldthatJapan isexpected to play
is one of stimulating regional cooperation. Beginning with the Colombo
Plan,Japan has participated in virtually all multilateral groupings organ
ized for economic development in Asia. Japan supports the principle of
regionalism, not one based on exclusivismor protectionism but open and
part of the global economy. But as the developing countries and NIEs
continue to grow stronger and economic dealings intensify, problems and
frictionswill arise This is natural,since frictionsand problems exist only
between countries with an intensive and extensive set of overlapping
interests and relationships.

Taiwan and Korea, for example, have become great partners, as well as
rivals of Japan. South Korea's export surge has made Japanese business
increasingly nervous, prompting trade disputes and slowing technology
transfer. What has happened between the United States and Japan has
already started to happen between Japan and Korea, with the big dif
ference that in the latter's case it is Korea that has a trade deficit. Sound and

healthy regional cooperation could prevent the countries of the region
from resorting to unfair and unhealthy competition and practices.

"Ibid
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Conclusion

As may have become clear, the Japanese are still looked on as an insular
people who, in spite of their massive international trade and increasing
mobility, have difficulty breaking down barriers between themselves and
peoples of the rest of the world. Communication is their most serious
problem and must be addressed seriously if they do not wish to be
considered an "international outsider."Japan knows that as it continues to
grow stronger, accumulating huge surpluses and expanding its economic
and financial influence, but without becoming "internationalized" at the
same time, it will incur international wrath. The internationalization of
Japan has been an issue since the early 1970s.

Thischapter hasdwelled onJapan'srole in Asia and the Pacific, focusing
on the politico-securityand politico-economicfields. The essence of this
role can be found in former Prime Minister Noboru Takeshita's "Interna

tional Cooperation Initiative," asJapan'scontribution to the world and the
Asia-Pacific region. In his policy speech in Jakarta on May 5, 1989,
Takeshita explained the three pillars of the initiative as follows:

The first pillar is the strengthening of cooperation to achieve peace. In
keeping with Japan's Peace Constitution, we are firmly resolved not to
become a military power such as might threaten our neighbors and are
determined to do everythingpossible to use our abilitiesin cooperating for
peace From this perspective, Japan will undertake positive diplomatic
initiative aimed at conflict resolution. Specifically, this means enhancing
the level of our cooperation for achieving and maintaining world peace,
including dispatching experts and other personnel to trouble spots and
providing financial assistance for peace-keeping efforts.

Second is the expansion of Japan's Official Development Assistance
[ODA]. ODA is one of the areas where the world expects Japan to
contribute most, and Japan has responded to these expectations by
formulating a series of four medium-term targets for ODA enhancement
and stepped-up support for the developing countries. I am determined to
continue this effort, providing more and better ODA in the service ofworld
peace and prosperity.

And third is the strengthening of international cultural exchange.
Cultural exchange in the broadest sense is the foundation enablingpeople
to transcend the value and systemic differences separating them and to
achieve true mutual respect and understanding as human beings. At the
same time, the stimulation of accompanying fiill-hearted exchanges among
diverse cultures generates new vitalityfor the progress of the international
community as a whole



14. U.S. and ASEAN Perceptions ofJapan's
Role in the Asian-Pacific Region

DAVID ARASE

The past few yearshaveproduced keystructural changesaffectingJapan's
international role. It has become the world's largest capitalexporter as the
United States has passed into net debtor status for the firsttime since 1914;
Western Europe is moving toward full economic integration; the Soviet
Union under Gorbachev is attempting to end the Cold Warwith the West;
and China and the Soviet Union are embarked on a new period of
normalized relations.

Japan's relative power measured in terms of wealth, technology, and
militaryeffort isat anall-timehigh,and its scope for independent initiative
is widening as Cold War rigidities soften. It has emerged as the world's
single largest exporter of capital and high-tech goods and as a leader in
technological development. Further, a new generation of assertive and
self-confident Japanese leaders is now entering senior derision-making
positions.

AsJapanexercisesgreater choice and assumes greater responsibility, it
will create an independent political identity for itself. TodayJapanclaims
to speak for Asia at Western summits and wants to be treated with new
respect in key bilateral relations. As indicated by Prime Minister Noboru
Takeshitaduring his visit to the UnitedStatesin February 1989,Japan now
expects prior consultation before the UnitedStatestakesanymajorforeign
initiatives. Regarding the Soviet Union,Japan's uncompromising stand in
the northern islandsdispute puts it increasinglyout of step with the West
ern allies.In view of these developments, it is more important than ever to
understand Japan's present and fiiture role in the Asian-Pacific region.

262
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Japan's International Context

The Changing Matrix of
International Conflict and Cooperation

Asthe relative decline of the superpowers and the process of dismantling
the Cold War structure continue, the Western allies will have to change
their basic orientations if they are to handle their bilateral relations
successfully. Forty-five years of peace have brought Europe andJapan to
paritywith,ifnotsuperiority to,theUnited States incertainkeyrespects. If
we consider the EuropeanEconomicCommunity(EC) as a unit, it ranks
above the United States in both population and wealth, whereas Japan
exceeds the United States in terms of per capital GNP. Bycurrent fiscalor
trade criteria, the United States is worse off than its allies; in terms of
technologicalpotential,however, no significant differences existbetween
the three economies. In contrast, according to any economic measure the
Soviet Union ranks below any one of the three Western actors.

Thus,there is a growing American perception that it is absurdfor the
deficit-ridden United States to pay for the security of allies who are
economically better off than either of the "superpowers." As the threat
from the communist world diminishes, the old politico-strategic basis of
broad alliance cooperation weakens.

This does not mean, however; that the rising tension and conflict among
the Western allies will assume Cold War dimensions. The conflicts are the
product of deepening cooperationand, ifproperlymanaged, are neither
zero-sum nor security threatening for the actors involved. Nonetheless,
the creation of a new basis for cooperation in the post—Cold War period
will be the major challenge for the West.

Japanese Relations with the Regional Powers

Broadly speaking, the interaction of U.S., Soviet, Japanese, and Chinese
diplomacy will determine the outlook for this region. Because all four
actors share the political will to settle regional conflicts and avoid the
creation of new tensions, there are fewer risks of major power conflict and
an increased potential for greater integration of Asia's socialist economies
into the region's dynamic free market economy.

The Soviet Union is attempting to reduce its reliance on the military
instrument and to establish economic and political access to the nations of
theAsian-Pacific region,especially China. Aside from the normalization of
relationswith China,this policyhas involvedSovieteffortsto use "national
reconciliation" in Afghanistan, Cambodia, and the Korean peninsula to
create whole new networks ofpoliticaland businesscontacts in the Asian-
Pacific region. The Soviet Union is not neglecting Japan, but lack of
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settlement of the northernterritoriesquestionhindersimproved political
relations between the two countries.

The rationale behind this Soviet strategy of tension reduction and
political normalization is to reduce its needfor military spending, gain
influence among the region's smallerpowers, and enlist the resources of its
Asian neighbors in thedevelopment oftheSoviet Far East. Development of
thisregionisanecessary first step towardintegrating the Soviet Union into
thedynamic economyoftheAsian-Pacific region. Active Sovietdiplomacy
in Northeast and Southeast Asia, as well as Soviet overtures toward the
Asian Development Bank (ADB) and the Pacific Economic Cooperation
Conference (PECC), promisesgreaterpolitical andeconomic engagement
in the Asian—Pacific region by the Soviets.

Japan's response to Soviet initiatives hasbeencautious ifnot negative
Thekey to Soviet-Japanese relations is the northern territories issue, and
hereJapan is taking an uncompromising position. Japan wants the Soviet
Union to give an official, unconditional return of thesedisputed islands to
Japanese administrative control andlegal sovereignty before it will sign a
peace treaty.

It is not difficult to understand whyJapan is unlikely to deviate from
this stance In thefirst place, there isa strong case to be made for Japan's
legal sovereignty over the disputed territories as established byprewar
bilateral treaties and the absence of a postwar agreement clearly trans
ferring sovereignty to theSoviet Union. Behind thelegal merits ofthecase
are the accumulated hostilities and resentments of over a century of
troubled relations.

Second, Japan expects the Soviets to treat it with at least the same
respect and consideration given to China. The rationale behind this
attitudeiscomplex, but it hasto do withJapan's newpositionofeconomic
leadership inAsia. Japan also has theability towithhold capital, trade, and
technology the Soviets need to develop and upgrade their economy,
especially in the Soviet Far East; and Japan has a growing potential to
obstruct Soviet ambitions to gain influence in theregion, forexample, by
blocking Soviet entry into PECC or the ADB. As the Soviets reduce their
emphasis on the military instrument and move their diplomacy into
economic dimensions, they wiU be enteringan areawhere theJapanese
enjoy great advantages in both resources and expertise.

Third, the net risksand costs of normalizing relationswith the Soviets
are great. Even if Japan wins a total concession from the Soviets on the
northernterritories issue, Japan haslittleinterest indeveloping theSoviet
Far East ifthismeans greaterSoviet access andinfluence intheregion. This
wouldnot onlycomplicateJapan's regional leadership plansbut couldadd
tension to already strained U.S.-Japanese relations. A Soviet-Japanese
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peace treaty could not only undermine domestic political support for the
U.S.-Japan Security Treaty but also would reduce popular support for
Japan's growing military and military-industrial development efforts.

To compensate for these risks and costs, the Sovietshave little to offer
Japan in the way of attractive trade or investment opportunities. The
energy and natural resources the Soviets can offer are less important to
Japan's GNP growth in the age of "softonomics," that is, knowledge-based
wealth production. For these reasons, Japan expects the Soviets to pay its
price for normal relations and increased economic cooperation.

It is ironic that as China achieved stable external relations symbolized
by Gorbachev's historic visit to Beijing in mid-May 1989, the country was
plunged into domestic turmoil that seems to haveaffectedits prospects for
political stability and continued economic reform. Nonetheless, it is
unlikely that Chinawill return to the blind ideologicalfervor of the daysof
the Cultural Revolution and the Gang of Four, nor is it likely that China's
present stance toward the Asian-Pacificeconomy and the rest of the world
will be fundamentally altered.

In this regard, it is important to note that Japan is gaining greater
influence and leverage over China. In the economic retrenchment pro
gram begun in late 1988, expensive Japanese projects were not cancelled
as they had been in China'sother major economic retrenchments of 1979
and 1981. Japan's Official Development Assistance (ODA) program in
China, which is in the neighborhood of US$1 billion a year, has created a
wide network ofcontacts at all levels of the Chinese government. Japanese
ODA funds are counted by the Chinese government asplanned revenue in
the annual budget. Normal commercial relations with Japan are also
becoming more important as economic reform proceeds. In other words,
Japan is in a position to exercise an increasing amount of subtle influence
and leverage over Chinese economic policymaking. Accordingly, it can
play an important role in keeping China on the path of reform and peaceful
cooperation with the rest of the world.

The direction of U.S. engagement is also uncertain. In the coming years,
the United States will seek to adjust its security and economic relations in
the region, especially those with Japan. The problem is that the United
States may mistake its interest in adjusting relations in the Asian-Pacific
region for a need to reduce its ties with the region.

At a time of fiscal stringency, the economic and political costs of
maintaining present U.S. security commitments stretching from the Per
sian Gulf to the Korean peninsula are high, but the benefits directly
accruing to the United States seem less clear. The United States, therefore,
has chosen to ask Japan to assume more of the security burden in the
Asian-Pacific region for several reasons: (1) Japan is looking for a new
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regional and global role; (2) Japan can afford to contribute more to
regional security; (3) Japan, the wealthy but vulnerable island economy,
benefits the most from present political, economic, and security arrange
ments; and (4) within the framework of the US-Japan Security Treaty,
Japan can be trusted to carry out coordinated regional roles and missions
without raising undue fears among its neighbors.

In the area of economics, the United States will be tempted to cut
imports from the Asian-Pacific region if it cannot significantly increase
exports there. At present, even after a 50 percent devaluation ofthe dollar
against the yen, the U.S. trade deficit withJapan has held steady at roughly
US $50 billion. It is an unfortunate political fact that the bilateral U.S.-Japan
imbalance puts the entire region in the target sights of an increasingly
protectionist Congress wielding the new "Super 301" retaliatory trade
sanction clause of the Omnibus Trade and Competitiveness Act passed in
1988.

Finally, as a matter of overall global orientation, the United States will
be distracted by the tangled web of changing European relations in which
vital U.S. interests are deeply involved. In addition, increasing US.-Soviet
cooperation as well as enduring domestic social and economic problems
will engage U.S. political debate, thus increasing the possibility that
attention to the Asian-Pacific region may become less of a U.S. priority,
despite the obvious interest the United States has in remaining eco
nomically and politically engaged in the region. In sum, the U.S. stance
toward the Asian-Pacific region will be determined more than ever by
the success or failure of U.S.-Japan relations in the areas of security
and trade.

The Post-Cold War International System

More than just the parallel relative decline of U.S. and Soviet power seems
to be driving change in international relations. Besideschanging objective
power relations, there seem to be other factors affecting contemporary
international relations. Taken together, they suggest that the containment
of conflict and the institutionalization of cooperation are now on the
international agenda.

First, the socialist world has realized that autarkic Stalinist- or Maoist-
style socialism is an evolutionary dead end. The communist parties of both
the Soviet Union and China have embarked on a strategy of economic
reform and integration with the West to achieve security and legitimacy.
This strategy is unlikely to provide the basis for continued ideological and
military struggle against the West. On the contrary, it is likely to promote
ideological depolarization ifperestroika and the student democracy move
ment in China are any indication of the fiiture.
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The second factor is the rise of economics to the realm of "high
politics." This can be attributed to several lessons taught by recent
historical experience. First, nuclear weapons teach those who possess
them that the resort to war against another nuclear power cannot be
justified by any rational standard. Next, the lessons ofmilitary intervention
in Vietnam and Afghanistan, or proxy wars as in Cambodia or Angola, are
that externally imposed military solutions to local national struggles bring
neither political stability to a nation nor lasting geostrategic gains to the
intervening superpower. In addition, as illustrated by the oil shocks and
the debt crisis, it is clear that the fates of the developed and developing
worlds are inextricably linked through their economic relations. Finally,in
the information age national wealth and security are no longer directly
proportional to the land, population, or natural resources secured by
military force. Rather, wealth and security are now increasingly a function
of the technological capabilities that a nation possesses, along with its
access to an open global economy. With sufficient ingenuity, a modestly
armed nation could get rich by making beach sand into silicon chips. This
is the greatest contemporary significance ofJapan's example to the world.

The third factor shaping the new international agenda is the view that
in some ultimate sense the security of all nations is threatened by an
emerging class of ecological problems. As our scientific understanding of
the effects ofoverpopulation, the depletion ofnatural resources, or the so-
called global warming trend is advanced, a dilBferent kind of threat is con
fronting national decision makers. Such threat can only be met through
cooperation; unilateral efforts against such threat are pointless.

Japan's Recent Initiatives

Japan is seeking to make greater contributions at the global level by
reducing its trade surpluses, increasing its ODA, and raising its defense
spending beyond the 1 percent barrier. As the world's largest capital
exporter,Japan is playing a helpful role in managing the debt crisis. In April
1989, Treasury Secretary Brady in congressional testimony praisedJapan's
pledge of US$4.5 billion in loans to debtor countries through Japan's
Export-Import Bank.Japan is also increasing contributions to international
organizations such as the World Bank, the International Monetary Fund
(IMF), and the United Nations and desires a larger role in their manage
ment. Finally, it is pledging personnel and funds for disaster relief and the
peaceful settlement of regional conflicts.

At the regional level, Japan is displaying greater initiative. Under
Japanese stewardship in the 1986—1988 period, the Pacific Economic
Cooperation Conference was developed into a more effective forum for
informal consultations among public and private sector decision-making
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elites from the various member countries and areas.Japan is also strength
ening its administrative role in the AsianDevelopment Bankand is hosting
numerous regional symposia and conferences.

Japan is making efforts to help the members ofASEAN institutionalize
their cooperative efforts through such means as the Japan-ASEAN Fund. It
is also helping the region's developing countries maintain political stability
by increasing special disbursements of ODAfiinds, startingwith the case of
the untied US$900 million Ex-Im Bank loan to Indonesia in 1987 and

Japan's backing of the Philippine Aid Plan.Japan is also trying to meet the
needs of the Pacific island states, as evidenced by the Kuranari Doctrine.
And Japan used pledges of aid to promote the withdrawal of Vietnamese
troops from Cambodia, national reconciliation between the warring
Khmer factions, and the management of the continuing refugee problem.

The 'Tlying Geese''Regional Division ofLabor

Perhaps the most serious sustained initiative at the regional level involves
the integrated use of ODA, trade, and investment to structure the Asian
economy through the so-called New Asian Industrial Development (AID)
Plan. It is this plan that underlies the Asian-Pacific economic cooper
ation pact promoted by Ministry of International Trade and Industry
minister Muraoka's visit to ASEAN member countries in early 1989 and that
will support an Asian-Pacific economic cooperation agreement being
drafted by MITI under an order issued by Prime Minister Takeshita on
March 22,1989.^

According to this new policy objective, Japan will import lower value-
added goods (preferably manufactured by Japanese overseas subsidiaries
or joint ventures), but Japan will continue to nurture the export of
sophisticated goods and services. Thus, the "new horizontal division of
labor" that Japan wishes to promote in Asia still has a strong vertical
component. Despite the use of the term "horizontal division of labor," the
two-way trade of goods within a tariff classification is not Japan's primary
policy objective. The term "flyinggeese pattern of development" used by
someJapanese economic policy experts is a more appropriate label for this
concept, which has Japan supplying capital, capital goods, technology, and
advanced consumer goods to an Asian economic subsystem from which
Japan draws energy, resources, food, and lower-grade manufactures.^

^"Min Is Asked to Draft Asia-Pacific Treaty,Times Weekly 8 (April 1989), p. 11.

^Saburo Okita, "The Outlook for Pacific Cooperation and the Role JapanReview of
International Affairs 1,1 (Spring/Summer 1987):2-16.
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Japan's ODA

When Japan was seeking to settle reparations claims in the mid- to late
1950s, it was struggling to upgrade its industrial structure, build up export
markets, and develop new lost-cost and stable energy and raw materials
supplies to feed Japan's growing industries. Accordingly, Japan tailored its
reparations policy to contribute to these ends and then channeled its vol
untary bilateral ODA programs through the same administrative system.

Given Japan's emphasis on building international industrial competi
tiveness, four ministries came to coordinate the decision-making process.
These four are MITI; the Ministry of Finance (MOP); the Economic
Planning Agency (EPA); and the Ministry of Foreign Affairs (MFA). To
gether they form the yon shocbo ("four ministries and agencies") that
today guide Japan's ODA.

This administrative system allows Japan's economic planners to influ
ence or channel the deployment of Japanese economic resources in an
ongoing, flexible fashion according to changing circumstances and na
tional priorities. In order to generate many requests ofthe desired type, the
Japanese government encouraged Japanese businessmen from priority
industrial sectors to travel to recipient countries and stimulate ODA
project requests. The MFA transmits of&cialrequests back to Tokyo, where
the bureaucracy reviews the requests on a case-by-case basis, selecting
only those that contribute to their strategic goals.

Since the administrative arm of the Japanese government controls
policymaking, it has been difficult to disentangle policymaking from
implementation. To confiise matters further, there is no Diet legislation
establishing a basic ODA policy or administrative system. In the absence
of formal policy guidelines, each bureaucratic action both defines and
implements policy. This does not mean, however, that a basic policy is lack
ing. A pro-growth consensus among the bureaucracy, the ruling Liberal
Democratic Party (LDP), and the large-scale corporate sector supports
this system.

Under the Yoshida Doctrine,^ Japan's ODA was used to develop new
resource supplies and to open new developing country markets. But as
Japan seeks to create a political identity for itself, Japan is using ODA to
construct a new political role. The new element in ODApolicy is the use of
a growing ODAbudget to create a higher political profile and a new foreign
policy instrument meant to give it more influence in multilateral fora and

^See Kenneth B. Pyle, "Japan, the World, and the Twenty-First Century," in T. Inoguchi and
D. 1. Okimoto, eds.. The Political Economy ofJapan, vol. 2: The Changing International
Context (Stanford, Calif.: Stanford University Press, 1988) for a recent discussion of the
Yoshida Doctrine in Japanese postwar diplomacy.
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in developing country bilateral relations. Japan's ODAalso continues to aid
Japan's international economic strategy. Japan's ODA is being used to
restructure Japan's economy and guide Japan's capital surplus toward
the Asian developing countries, where Japan hopes to construct a new
"horizontal division of labor." Since 1987, Japan has been seeking to
coordinate ODA, trade, and FDIto construct a regional economy managed
from Tokyo.

The New AID Plan

The New AIDPlan was the product of deliberations begun by MITIin the
summer of 1986, and the existence of the new policy line was announced
by MITI Minister Tamura in Bangkok in January 1987. In essence, the
policy objective is to mate Japan's capital surplus with that country's
strength as an exporter ofwhole plants and capital goods to transplant into
ASEAN those Japanese manufacturers threatened by the yen's appreciation.
Unlike the ODAdoubling plans or the recycling plans, this plan contains no
specific targets or timetables. Yetit is more significant than the other plans
because it has recast Japan's ODA strategy and points to the deliberate
construction of an economic sphere in the Asian-Pacific region.

An official of the Japan External Trade Organization QETRO) oiffers a
succinct explanation ofhow the New AID Plan differs from the traditional
type of keizai kyoryoku (economic cooperation):^

In the area of Japan's economic cooperation up to now, aid for infrastruc
ture and humanitarian objectives such as telecommunications equipment,
dam construction, and hospital constructionwas the core, but the NewAID
Plan is cooperation directly in the area of industry, and this iswhat is "new"
about this plan. Moreover, this cooperation is not just up to the govern
ment, but hopes for direct investment by Japanese firms. TTiis, too, is a new
type of private-public cooperation activity.^

In other words, ODA would not change its traditional geographical
orientation toward Asiabut would seek to construct a more active regional
economy by transplanting Japan's low-technology and labor-intensive
manufacturing to Southeast Asia and then importing part of the new
overseas production. This is different from the old ODApolicy because the

"^Keizai kyoryoku literally means "economic cooperation," but among Japanese policy
makers the term signifies an integrated approach to Japan's relations with the developing
world guided by Japan's economic and political objectives. This definition is established by
such documents as the yearly MITI White Paper on Economic Cooperation, the Economic
Planning Agency's five-year plans, and the MFA's Blue Book.

5"Nyu eido puran tte, nani?" [What Is the New AID Plan?], JETRO Sensaa (November
1987):91.
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new one attempts to structure production and trade within the Asian-
Pacific region according to a grander conception ofJapan's regional and
global economic role

This plan is not antimarket since the impact of rising anti-Japanese
protectionism in Europe and the United States along with the yen's
appreciation, Japan's capital surplus, and soaring land prices in Japan are
pushingJapanese production overseas.The New AID Planprovides public
resources to move firms to low-wage Asian countries, and a share of
investment that would have gone to the United Statesor Europe isdiverted
to low-wage Asian countries, where their production for the U.S., Euro
pean, and Japanese markets may continue. It reduces the private sector's
adjustment costs and risks,thereby inducing private actors to servepublic
policy. To succeed in this plan, the Japanese government must allow into
Japan more imports of low-end manufacturedgoods,especially from the
ASEAN countries, and it is currently in the process of "liberalizing" access
in this area.

The new trade dynamic will strengthen intraregional trade (the "hori
zontal division of labor") and will create an economic zone dominated by
Japanese firms and their local joint ventures, with overall coordination
coming from Tokyo. As this zone is built up, the MFA can point to how
Japan is "liberalizing" access to its market, although this may be done
selectively through administratively determined criteria.*^

An important new element in this approach is the devaluation of the
traditional request-based system in favor of officialJapanese initiative in
selecting projects. A MITI official put the difference this way: "The New
AID Plan does not take the single-request/single-task approach used up
to now; rather, it is various tasks used comprehensively and is based
on Japanese initiative to promote economic cooperation in a planned
fashion"^ (see Table 1).

One key element of this plan is the deliberate placement of JICA
experts in recipient governments to guide their development plans. A

^The1988 MITIWhite Paper noted that Japan'snew role is to promote the horizontal division
of labor in Asiaand to reduce Asia's dependence on the U.S. market. In 1987 the Asiannewly
industrializing economies(NIEs)absorbed moreJapaneseexports (21.6%, or a 5.1% share
increase over 1986),whereas the United States absorbed fewerJapaneseexports (36.5%,
down 2.0% in share total from 1986).Japanese imports from the Asian NIEs increased 26.3
percent over1986, andJapanese importsofmanufactures fromASEAN increased48percent.
But imports from the United States rose only 8.4 percent—despite the yen's appreciation.
Administrative measures under the new policy guidelines probably account for much of the
changingJapanese trade orientation, especially on the import side.
^"NewAID Plan no jigyoto kyoryokunaiyo"[The activitiesand cooperation under the New
AIDPlan], KaihatsuJanaru (July 1987):33.
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Table 1

The Three Phases of the New AID Plan

I. Preparation of infrastructure for e^ort industries

A. Cooperation (yen loans) to prepare an infrastructure base, i.e., industrial
estates, ports, airports, railways, roads, telecommunications, etc.

B. Cooperation (project-style technical cooperation) in preparation of
related facilities such as trade training centers, export inspection centers,
and product and technical development centers.

II. Comprehensive technical cooperation for developing
export industries

A. Human development cooperation through dispatch of experts and
receipt of trainees in production technology, management techniques,
product development, etc.

1. Trade and industry promotion center activities: Japan External Trade
Organization QETOO)

2. Dispatch of experts:
a. Japan Overseas Development Corporation (JODCy
b. Japan International Cooperation Agency QI^A)
c. ASEAN trade and tourism centers

3. Receipt of trainees:
a. Association for Overseas Technical Scholarships (AOTS)^
b. ASEAN centers, etc.

4. Development surveys:
a. JICA
b. Engineering Consultants Firms Association (ECFA)^
c. Japan Plant Exporters Association^

5. Project-type technical cooperation: JICA

B. Marketing cooperating such as market surveys, marketing promotion,
distribution improvements, etc.

1. Developing country trade and industry promotion center activities
OETRO)

2. ASEAN center activities

3. Japan-China Trade Expansion Council

III. Finance and investment for developing export industries

A. Creation of a special investment system for favored firms such as two-
step loans or two-step investment targeted at promising industrial
sectors (OECF and others under consideration)

B. Matchmaking in investments, joint ventures, technology tie-ups
1. Asian Industrialization Project QETRO)
2. Small and mid-sized enterprise overseas investment promotion

activities Chamber of Commerce and Industry)^
3. Overseas investment advising (Small and Mid-sized Enterprise

Agency/



U.S. and ASEAN Perceptions ofJapan's Role 273

4. PAC Consulting QICA)
5. ASEAN Center activities

C. Priority consideration for investment financing (Ex-Im Bank, JODC)

^JODCis a quasipubiic corporation under MITI guidance that subsidizes foreign direct
investments (FDI) by Japanese manufacturers

''AOTSis a quasipubiic corporation under MITI guidance that aids Japan's FDI in
developing countries by training developing country personnel at die investing firm
in Japan.

^EGFA is an industry association whose ODA project-identification activities are subsidized
by MITI.

'̂ Also known as the Japan Consulting Institute OCI), this association of whole plant
exporters engages in activities similar to those of ECFA.

^TheJCCI is increasingly active in pushing FDI by Japan's smaller subcontracting
industries.

This agency is administered by MITI and works with JCCI, JETRO, and the Ex-Im Bank
to promote FDI by the smaller industrial firms threatened by the yen appreciation.

Source: KaihatsuJanaru [Development Journal] Quly 1988), pp. 55-56.

MITI division director explained that in the Malaysian and Thai govern
ments, "agencies are doing their work [according to a development plan],
but Japanese experts enter and give advice on the basis of the recipient
side's request. Since their side is making industrial policy, one caimot say
that Japan is pushing ideas on them. Japan is ojfifering experience, and the
other side makes the choices."® Another element is the formation of joint
Japanese-recipient "steering committees" to map out a comprehensive
national industrialization plan using Japanese FDI. The MFA is formally
responsible for handling the policy dialogue

The New AID Plan is an outgrowth ofJapan's old ODApolicy. It is still
premised on close collaboration between Japanese public and private
sectors. And the sending of Japanese factories to low-wage Asia still
promotes exports ofJapanese plant and equipment linked to the setting up
of overseas production. Japanese exports to ASEAN increased by one-
quarter in the 1986-1987 period, and most of this increase was in capital
goods and machinery parts.^

Unlike the old-style economic cooperation, however, the new ap
proach to managing economic relations with the developing world com
bines private capital flows, trade, and ODA according to a concept called
san'mi-ittai, or "three parts-one body" signifying the planned, inte
grated deployment ofJapanese government and private sector resources
in developing countries. The Japanese government and private sector are
to collaborate in the three areas of trade, investment, and aid in order to

^KaihatsuJanaru Quly 1987), p. 32.

^ASEAN-Japan Statistical Handbook (Tokyo: ASEAN Centre, 1988).



274 DAVID ARASE

create a unijSed, synergistic dynamic. Ideally, their combined efforts will
advance their respective interests and contribute to Japan's national
interest. In the Asian-PacijSc region these efforts aim to penetrate selected
areas of each national economy from which Japanese firms can continue
exporting to the United States and Europe as well as to Japan—^with the
added bonus of GSP treatment.

Because enough ofJapan's huge capital surplus is expected to flowinto
the Asian-Pacific region so that ASEAN's industrial capacity will be dou
bled within the next several years, Japan's potential for success cannot be
dismissed. Nonetheless, the attempt to create this kind of Japanese-
dominated regional order is a high-risk strategy for Japan, the unidimen-
sional economic power. Even the attempt to implement it will provoke
countermeasures by, and deeper conflicts with, precisely those nations
with which Japan must improve relations. These nations include not only
the United States and China, but also the members of ASEAN whose
cooperation Japan would like most.

ANew Stage in Regional Economic Cooperation

The New AID Plan was the leading edge of a broader change in Japanese
economic cooperation. As explained by Masaaki Nangaku, Director-
General of MITI's Economic Cooperation Department: "With regard to
how our economic cooperation should be in the ftiture, the White Paper
calls for promoting a 'three ranks-one body' type of comprehensive
economic cooperation comprised ofODA,direct investment, and imports
to promote the industrialization of the developing countries. This is based
on the same kind of thinking as the so-called New AID Plan that MITI has
been promoting."^®

The 1988 White Paper on International Trade also reflected that
changed orientation in international economic policy. For the first time the
MITI white paper called on Japan to recycle its surpluses to the Asian
developing countries, open its markets to Asian exports, extend more aid
and technical cooperation to Asian neighbors, and make stronger efforts
to transfer management resources to them.^^

Lest it be thought that this policy is bruited only by MITI and its
affiliates, we should note that the new thinking is expressed in all major
policy documents on economic cooperation starting from 1988. For
example, in the official English-language press release drafted by MFA

io"KeizaiKyoryokuTsusanJanaru (May 1988):15-l6.

^^"Tsusan Hakusho:Ajiakyoryoku zenmen ni" [MITIWhite Paper: Asiancooperation is first
pnonXy\Asafoi Shimbun (evening edition), June 7, l9SSJapan Times, "MITIWhite Paper
Calls for International Policy Coordination," June 8,1988.
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announcing the Fourth ODA Plan (which promises US$50billion in ODA
over the 1988-1992 period) theJapanesegovernmentpromises that:

Technical cooperation will be greatlyenhanced.... The Government of
Japan... will strengthen its implementation system in such ways as
expansion of personnel, fostering of country experts, deepening of re
gionalstudies,strengtheningof project finding and formulation, intensifi
cation of evaluation activities, and utilization ofconsultants. Coordination
with private-sectoractivities will alsobe strengthened.'^

The policy principles of the New AID Plan are also at the core of
chapter 5 ("Reducing the External Imbalances and Contributing to a
Better World") in the five-year economic plan entitled Sekai to tomo ni
ikiru Nihon Qapan living with the world) released by EPA in May 1988.
The importance of these five-year plans lies in the fact that they lay out
the basic consensus within the Japanese government on future tasks
and policies.

The new five-year plan calls for the construction of an international
division of labor through more imports, more FDl, and more ODA. With
regard to ODA, this five-year economic plan takes up discussion of
economic cooperation issues in unprecedented detail and registers the
newdirection inJapan's keizaikyoryoku. The section dealing specifically
witheconomic cooperation statesJapan will make country-by-country aid
plans, will help developing countries draw up their own development
strategies, and will inviteKorea and Taiwan to help implement Japanese
ODA programs. In particular, Japan pledges that "comprehensive eco
nomic cooperation (three ranks-one body style of economic coop
eration)willbe promotedlinking and integrating assistance, investment,
and trade."'3

Fromthisdiscussion, we see that thesignificanceofJapan's ODA cannot
be understood bylooking only at money figures. Japan is using ODA asa
tool in advancinga new set ofstrategic objectives that include a new effort
to integrate the Asian-Pacific region under Japanese leadership. This
thinking is implicit in the notion of the"flying geese pattern ofdevelop
ment," and the further notion of an "Asian Brain" manipulating Japan's
capital, technology, and trade to construct a regional division of labor
tightly coordinated from Tokyo becomes quite explicit in a major EPA
policy study.

'2MFA, "The Fourth Medium-Term Target oftheJapanese Government on Official Deveiop-
ment Assistance (ODA)," June 14,1988.

^^Keizai Kikakucho, Sekai to tomo ni ikiru Nihon: Keizai un'ei5 ka nen keikaku [Japan
living with the world: the five-year economic plan] (Tokyo: May 1988), p. 26.
I'̂ Nihon Sogo Kenkyujo, Kokusai keizai knakyo gekihenka ni okeru sogo teki keizai
kyoryoku suishin chosahokokusho—Ajia nettowaku no kochiku ni mukete [A studyon
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New Directions inJapanese Security Policy

Japan faces a delicate task in the area of security. Japan today must do
more—without doing too much—for its own securityJapan is increasing
its responsibility for its own territorial defensewithin the framework of
the U.S.-Japan Security Treaty and last year it broke the 1 percent of
gross nationalproduct (GNP) barrier in defensespending. This 1percent
ceiling finds its origin in a pledge given by Prime Minister TakeoMiki in
1976 as a political expediency to gainpassage of a new National Defense
ProgramOutline in that year.Thisoutline,which stiU formsthe foundation
forJapan'ssecurity policy, callsfor qualitative improvements in weapomy
and organization sufficient to temporarily withstand a limited Soviet
invasion threat.

In drafting a new National Defense Program Outline for the 1990s,
Japanshowssome signsofdesiringgreater militarycapabilities anda more
autonomous security posture. In this regard one could point to Prime
Minister Norobu Takeshita's speech of March 21, 1988, at the Japanese
Defense Academy, in which he called for a defensive capability propor
tionate to Japan'seconomic power. It is also interesting to note that the FY
1988 budget drafted by the Ministry of Finance originally called for just
under 1percent of GNP for defensespending, but this figure was boosted
over the 1 percent mark after review by the Cabinet, indicating political
will to sustainhigher defense spending.There is also talkofaddingaircraft
carriers to Japan'snavy, andJapan'srecent effort to develop independently
a new-generation fighterplane,theso-called FSX, seemsto indicateadesire
to create a state-of-the-art military-industrial base

In view of Japan's desire to create a more independent political
identity, these are understandable signs,but they are a cause for concern
since expert opinion in the United States now believes Japan's current
militarycapabilities are adequate. Japan's militaryspending alreadyranks
third in the world, and by the end of the current defense plan it will have
enough air and navalforces to meet any likelylocal security contingency.
At the same time, the Soviet Union seems to be less threatening; moreover,
the Soviet threat is effectively neutralized by existing US. and Japanese
military deployments. These factors raise the question ofJapanese inten
tions. In the absence of an adequate explanation by Japan, a marked
Japanese military buildup would introduce a new element of tension in
the region.

Even more unsettling would be signs of trouble in US.-Japan security

the promotion of comprehensive economiccooperationwithin an international economy
undergoing upheaval—Toward the construction of an Asian network] (Tokyo: Economic
Planning Agency, March 1988).
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relations. The danger of Japan's going too far in its military buildup is
illustrated by the controversy over the new-generationFSX fighter plane
Not content with continued reliance on US.weapons makers and worried
over Japan's long-term security prospects, Japan wishes to create state-of-
the-art weapons. But Japanese moves to create a military-industrial base
superior to that of the Soviet Union and rivaling that of the U.S. cannot fail
to have far-reaching implications. Paradoxically, as Japan builds up its
autonomous military capabilities in an effort to increase its security, it
undermines the basis of the security relationship with the United States.

It is interesting to note certain signs that even the Soviet Union, which
heretofore has worked to undermine U.S.-Japan security cooperation,
today may be changing its mind. An article by Alexie Bogatyrov and
Mikhail Nosov in the May 1,1989, issue of the Soviet magazine New Times
called for official approval of the US.-Japan Security Treaty as well as
termination of "demonstrative patrols" and a withdrawal of forces from
around Japan.

U.S. and ASEAN Perceptions of
Japan's Role in the Asian-Pacific Region

Japan's Economic Role

In the short term, the US.and ASEAN havereasons to be happy with Japan's
regional economic initiatives, but concerns about the longer-term im
plications ofJapan's present direction still remain.

The prosperity and stability ofthe ASEAN countries requireJapan to do
what it is currently doing. In a speech delivered at the First Japan-ASEAN
Conference held in Tokyo, January 29-31, 1987, Indonesian Foreign
Minister Mochtar Kusuma-Atmadja suggested ways in which Japan and
ASEAN could usefully interact. He stated that "an enlightened policy of
economic assistance and cooperation through trade with the ASEAN
countries providesJapan with an opportunity to play a constructive role in
enhancing political stability in Southeast Asia through means that are
essentially nonpolitical."!' He then voiced concern over deteriorating
Japan-ASEAN trade and direct investment relations recorded in the 1980-
1985 period and mentioned the possible use of ASEAN as a funding
window for its members' restructuring efforts.

It is important to note that on all these pointsJapan has given a positive
response. Japan has made active efforts to increaseJapan's ODA,trade, and
FDl links with ASEAN and others in the region; and the US 12 billionJapan-

^^MochtarKusuma-Atmadja,"Peace, Stability,and Prosperity in Southeast Asia:AnIndonesian
View," TheJapan Review 1,1 (Spring/Summer 1987):19.
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ASEAN Fund formalized at the ASEAN Summit in December 1987 supports
ASEAN's continued development. It is clear that the ASEAN countries
appreciate the rapid increase of exports to Japan and the inflowofJapanese
technical assistance, official capital, and private direct investment that is
accompanying the integration of the regional economy under Japanese
leadership.

Although Japan's serious longer-term intentions are still unclear, pos
sible implications ofJapan's initiatives may be suggested. The open interna
tional economy on which the Asian-Pacific region depends is threatened
by the rise of exclusive economic regionalism. The situation would be
even more serious ifJapan were perceived to be acting to worsen the trade
imbalance between the West and the Asian-Pacific region as a whole
Recognition of this threat is evident in the keynote address by L. B.
Moerdani at the SecondJapan-ASEANConference held in Bali,March 20-
21,1989, in which he voiced ASEAN's concern about the flight from global
multilateralism and the desire to work with Japan to restore an open,
stable, and peaceful global environment.

The breakdown in open global economic relations is in part the result
of negative U.S. and European perceptions ofJapanese economic practices.
AsNarongchai Akrasanee and Suthiphand Chirathivat noted about Japan's
persistent trade surpluses with the United States and the European Com
munity, "the impact of such a huge imbalance not only represents the
subject of concerns voiced to Japan, but also equally to the rest of the
world. It implies thatJapan with an excessiveness in international transac
tions assumes certain responsibilities of resuming a balance."!^ If, as a
matter of policy,Japan refuses to buy more from the West—even asJapan
makes the Asian-Pacific region into a new export base forJapanese firms to
substitute for direct exports from Japan—then others will have little
reason to sustain commitments to the present system of open global
economic relations when there is little mutual benefit.

Japan's Political and Security Roles

Last year Muthiah Alagappa made the following observation: "With the
passage of time and the resurgence of Japanese nationalism, and with
increasing friction inJapan-US. relations, the idea of an independent role
will gain ground, but there are insuperable difficulties such as the nuclear

i^Narongchai Akrasanee and Suthiphand Chirathivat, "Trade Issues among ASEAN, Asian
NICs, and Japan," paper presented at the Tokyo Conference in Global Adjustment and the
Future of Asian-Pacific Economy, May 11-13,1988, Tokyo, p. 10.
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threshold and the American market."i^ xhis observation remains valid, as
does the inherentparadox:HowcanJapanassumeanindependentpolitical
identity while being constrained by its economic and security depend
ence on the United States?The implied solution is to reduce the depend
ence, but this can only go so far before it becomes counterproductive for
Japanand its neighbors. In viewofthe trend ofeventsandJapan's enduring
interests, the most plausible answer to Japan's need for an independent
political role would be for it to lead in the area of deepening cooperation.

Both the United States and ASEAN can find agreement that, in view of
recent developments, Japan's present military capabilities are sufficient to
meet any likely contingency. For this reason, observers will begin to
questionthe needforacontinuedbuildupinJapanese military capabilities.
Indeed, anyfurther militarydevelopmentcould be causefor concern, and
efforts to engageJapan in discussions of its future intentions in this area
might be prudent in order to avoidany potential misunderstandings.

Nonetheless,Japan has legitimate security interests and a larger role to
playin regionalsecurityaffairs. Withregardto adjusting relationswith the
United States in this area,Japan could address the burden-sharingproblem
bygivingmore funds to defraythe costsofmaintainingU.S. forces inJapan.
Atpresent, Japan pays approximately 40 percent of the cost of U.S. forces
stationed in Japan, and this figure could be increased.

If Japan is concerned about the security of its sea lanes through
Southeast Asia, it could engage in some kind of formal or informal role-
sharing arrangement with the ASEAN countries and the United States in
order to meet its own interests and the concerns of these strategic
partners. As for regional burden sharing, at a recent conference Lau Teik
Soon suggested that it may be useful for ASEAN to increase its military
cooperation,andforASEAN, SouthKorea, andJapantoworkout somekind
of loose security arrangement with the United States,

Security in the region, however, is not just an issue ofmilitary budgets
and force balances.Japan has the opportunity to play a regional political
role that will have an important bearing on the regional economic and
security environment. The United States, Japan, and ASEAN share the

'̂̂ Muthiah Alagappa, "Japan's Political Role in theAsia—Pacific Region," paperpresentedat the
Japan Institute for International Affairs conference, Pacific Century: Problems and
Prospects, March 3-4,1988, p. 39.

^®Lau Teik Soon, "The New Strategic Environment in the Asia-Pacific Region: ASEAN
Perspectives and EEC Role," paper presented at theJoint Convention of the British Interna
tional Studies Association and the International Studies Association, London, March 28-
April 1,1989.
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perception that stable economic growth is an important factor in maintain-
ing security and political stability in the region. For this reason, Japan's
ability to provide a market for Asian exports as well as to send aid and
investments to the Philippinesand other troubled countries in the region
will be increasingly important. In addition,Japanese efforts to enhance the
strength of ASEAN through economic and political cooperation in their
manyareas of mutual interest would be beneficialfor the region'sstability.

ASEAN and the United States recognize that Japan can play a positive
role inproviding incentives tosettle regional con^cts. Inthe Cambodian
conflict, Japan has promised money and personnel. In the Korean penin
sula, Japan is attempting to increase contacts with North Korea in order to
break down its isolation and promote a resumed dialogue between North
and South Korea. Finally, in potential trouble spots such as the Taiwan
Straitsor the South ChinaSea,Japancould encourage restraint by involved
parties and could takepositive steps such aspromoting joint development
schemes as a regional peace and security measure

With regard to the broad issue of integrating the region's socialist
countries into normal relations with the region, Japan can make a signifi
cant contribution. Japan could take steps to end the dangerous isolation of
North Korea by canceling that country's small outstanding debt and
promising economic cooperation as tensions on the peninsula ease Japan
also could facilitate reduced tensions by improving relations with the
SovietUnion in step with the rest of the world. In this regard, it should be
possible over time to work out a face-saving formula for the return of the
northern territories. With this obstacle out of the way, and depending on
Soviet and Chinese attitudes, it might be possible to put regional arms
control on the agenda.

With regard to China,as its major provider of capital, technology, and
expertiseJapan will play an important role in keeping the PRCon the path
of stable economic reform and political development. Finally, with regard
to Vietnam, as suggested by J. Soedjati Djiwandono, Japan could work in
cooperation with ASEAN and other powers to bring it into peacefiil rela
tions with its neighbors after its withdrawal of forces from Cambodia.^'

Japan's greatest challenge may be that of handling increasingly trou
bled relations with the United States. Jusuf Wanandi recently stated,
"Japan's principal political and diplomatic task is to stabilize its relations
with the U.S., because this is the most important relationship in the Asian-
Pacificregion as it provides the foundation for regional peace and stability.

Soedjati Djiwandono, "Great Power Relations in the Asia-Pacific Region," paper pre
sented at the JIIA conference, Pacific Century: Problems and Prospects, March 3-4, 1988,
Tokyo, p. 25.
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The main problem here is how to bring together these two great and
advanced nations that havesuch great differences in values and cuiture"2o
The question is whether Japan can move quickly enough toward interna
tionalization and a meeting of minds with the United States over mutually
compatible roles in the emerging post-Cold War order.

Changing U.S. Perceptions ofJapan

U.S. perceptions of Japan are changing in reaction to new international
objectives and priorities. The U.S. dilemma is that it wishes to maintain an
open, liberal international system, but it needs to rectify intolerable
imbalances in trade and security ties with Japan. Because relations have
been chronically difficult to manage,Japan is being perceived as a poten
tially threatening economic power. In this transition period U.S. policy
toward Japan will be contra^ctory and confused at times, but there is
increasing recognition that relations with Japan will have to be handled
more systematically and with greater coordination at the working level.

Although progress in adjustingrelations is being made, the process is
contentious and at times rancorous, especiallyover the key issue ofJapan's
market liberalization. Japan views this adjustment process as yielding
unilateralconcessionsto U.S. pressure,whereasthe UnitedStatesviewsthe
process as Japan's fulfillment of leadership obligations that have been
avoided for too long. Japanfeels resentment that the United States makes
unilateral demands; and the United States is unhappy that Japan expects
rewardsfor "buying into" a liberaleconomic and political order that has
servedJapansowell. Asimilar problemarises whenJapaninsists that only
the United States can lead in global political and economic issues but
demands that the United States treat it as an equal partner. Japan trades on
its non-superpower status to avoid certain responsibilities but demands
equality in issues affecting Japan's interests.

From the US. point of view, Japan is not providing the liberal market
access expected of a new pillar in the open international political econ
omy. Other nations similarly placed might be expected to advocate a
policyoffree tradeandto leadtheworldtowardliberalization byexample
ButJapan continues to obstruct and deflect effortsto gain liberalmarket
access in areas that are inconvenient for it.

The US. expected the devalued dollar to rectify the trade deficitwith
Japan, but no significant change has occurred. In 1987, US. exports to
Japan increased only 8 percent in yen terms, despite expectations gener
ated by the 50 percent adjustment in the dollar-yenexchange rate

2ojusuf Wanandi, "Japan's International and Regional Role: An Indonesian Perception," The
Indonesian Quarterly 16, 3.
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Asthe result of two decades ofserious trade friction with Japan, there is
a growing U.S. perception that Japan is incapable of understanding or
implementing true market liberalization.21 Moves to increase imports
come only under concerted external pressure and criticism, and as
explained by Clyde Prestowitz in his influential book Trading Places
(1988), only too oftenJapanese responses to foreign demands for liberali
zation affect superficial, formal barriers and leave intact a maze ofinformal
administrative and private-sector controls and quid pro quos that leavethe
substance of a trade conflict unchanged.

The most recent example of this is the case of a U.S. maker of radio
telephones who was promised market access only after official U.S. pres
sure First, the firmwas barred from the most important markets inJapan,
the Kanto and Kansai urban areas, and then it was told it could not be
allocated radio frequencies in the remaining areas where it was allowed to
offerservices.Suchpractices prompted Peter Drucker to applythree years
ago the term "adversarial trade" to Japanese economic policies.22 James
Fallows, writing more recently in TheAtlantic, called for a "containment"
policy vis-a-vis Japan.23 Indeed, the desire to gain leverage over Japan is
one important factor behind the EC's economic integration plans and the
creation of the new "Super 301" clause of the US. Omnibus Trade and
Competitiveness Act of 1988.

Because of these changing US. perceptions of Japan, it is no coinci
dence thatJapan is one of the firstcountries placed in May 1989on a list of
countries subject to retaliatory, discriminatory tariffs if identified trade
barriers are not successfully negotiated within eighteen months. In the
case ofJapan, the identified trade items were supercomputers, satellites,
and lumber products.Japan's immediateresponsewas to refuse to negoti
ate, and the future holds the prospect ofyet another round of acrimonious
trade conflict.

Not just trade, but also aggressive Japanese investment and lobbying
activities in the United States are coloring American perceptions ofJapan.
In 1988, Japan's direct investment in the United States was US$15.09
billion, making it the largest investor in the United States for the first time, a
newsworthy fact that attracts popular attention. And at the time when
Congress was deliberating trade sanctions against Japan for the Toshiba
affair, it was being reported that the Japanese were spending millions of
dollarson Washingtonlobbyiststo buy influenceover the US. government.

2iLeon Hollerman, JapanDisincorporated: TheEconomicLiberalization Process (Staxiiotd,
Calif.: Hoover Institution Press, 1988).

^^WallStreetJournal, April 1,1986, p. 32.

23james Fallows, "Containing Japan," The Atlantic, May 1989, pp. 40-54.
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Japan is now being perceived as the new competitive challenge for the
United States—not just among the elite, but also among the general
population.

U.S. perceptions ofJapan have been basically sympathetic and friendly,
but the situation could change in future. Aside from the regular stream of
complaints about Japanese trade and investment practices, in 1986public
attention was drawn to Prime Minister Nakasone's remark that blacks and

Puerto Ricans reduced the intelligence level of the U.S. In 1987, the
Toshiba sale of precision milling machines to the Soviet navy struck a
nerve, as did news about an anti-Semitic book by author Masami Uno that
became a bestseller inJapan. In 1988, remarks by senior LDPleader Michio
Watanabe to the effect that American blacks were all financially irrespon
sible, and by Cabinet Minister Seisuke Okuno that Japan before WorldWar
IIwas not engaged in aggression in China or Korea but was endeavoring to
save Asia from the white races, caught popular attention. And today, after
the Recruit scandal exposed widespread corruption involving almost the
entire LDPleadership as well as senior bureaucrats and business leaders,
the American public is puzzled by the fact that there is not likely to be any
fundamental change in leadership or policies. Thus, the perception is
spreading that Japan may not be as democratic as many Americans have
been taught to believe

Impediments to Japan's Internationalization

More Japanese voices are pleading today for a reorientation of Japan's
outlook and behavior. The Japanese economist Iwao Nakatani notes:

Self-centered behavior no longer makes sense No matter how just its
claims that, for example, Japanese tariffs are the lowest among the OECD
[Organizationfor Economic Cooperation and Development]nations, there
is no hiding the fact that, in overall perspective, institutional and other non-
tariff rigidities do more to close Japan to foreign goods than relatively
formal regulations do to open it to foreign goods.... By intentionally
averting its eyes from its obligation to assume "the responsibilities of a
major economic power," Japan is making every effort to protect the
advantages it already enjoys.^^

Former MITI Vice Minister Naohiro Amaya has made the same point:

Unfortunately, it is my impression that most Japanese are confused about
whether to travel the path of the "merchant nation" or that of the "noblesse
nation." They do not know which to choose because they have not

24iwao Nakatani, "Japan's Choices: Toward a World Role," Look Japan, January 1988,
pp. 11-13.
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reflected clearly and calmly enough on their deepest values and feelings.
We now face an identity crisis of monumental proportions, and we must
make a choice that we will not regret later.^^

A senior staff writer and longtime overseas correspondent for the Nihon
KeizaiShimbun has noted only half-jokingly, "These days the Japanese are
wont to behave almost as if they were natives of a different planet
bombarding the earth with products in some kind of space war."26And
Ken'ichi Ohmae has written, "If we persist in our ignorance of our
transformation from a have-not to a rich nation and fail to escape from our
postwar poor-boy mentality, we will be shunned by other nations, who will
belong to a new interdependent order."27

Although an awareness of the need for change inJapanese attitudes and
behavior is present, there are strong political and institutional interests
preventing a timely adjustment. The obstructive role of zoku (vested
interest syndicates) composed of private-sector, bureaucratic, and LDP
interests sharing jurisdiction over a policy area is often commented on.
Underlying this, however, is the broad interest of the developmentally
oriented Japanese bureaucracy in maintaining its traditional power and
status in the face of adverse trends.

Now that it is fully mature, the Japanese private sector is becoming
increasingly restive under the intrusive "guidance" of the Japanese bu
reaucracy. Topreserve its traditional power and authority, the bureaucracy
is making itself useful to the private sector. On one hand, it isprotecting its
private-sector clients from foreign competition at home, and on the other
hand, through such means as ODA, it is guiding and promoting the
expansion of overseas business activity. This arrangement benefits the
private sector, preserves bureaucratic power, and fits traditional Japanese
attitudes of economic nationalism. But foreign demands to liberalize the
Japanese economy mean the dismantling of this system of intrusive
bureaucratic power. Therefore, "liberalization" in the Western sense vio
lates the interests and traditions of the Japanese bureaucracy.

Aside from these institutional rigidities, certain attitudinal and cultural
factors hinder prospects for Japanese international political leadership.
With the rise ofJapan's economic status has come a new kind of assertive-
ness that blends national pride with arrogance and insensitivity toward the
outside world. The previously cited examples of offensive remarks made

25Naohiro Amaya, "Deciding Who We Are," PHP Intersect 4, 1 (January 1988), pp. 8-10.

26MiyachiSoshichi, "The Dangerous Tide of'Soap ^TXionaXismyJapan Echo, Spring 1987,
pp. 51-54.

^^Ken'ichi Ohmae, Beyond National Borders: Reflections on Japan and the World (Tokyo:
Kodansha, 1987), p. 121.
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by senior LDP leaders are examples of this, as is the recent case of a
Japanese history textbook that passed the screening of the Ministry of
Education but was successfully censored by younger conservative LDP
Dietmen of the Association of Comrades to Discuss the Nation's Basic

Issues led by a relatively young Dietman,Shizuka Kamei.^® This second-
year high school textbook quoted a Malaysian describing Japanese war
atrocities, a passage that was cut out after the LDP's Education Affairs
Committee filed a protest with the Ministry of Education.The publisher
then "voluntarily" replaced the section in question with a story similar to
George Bernard Shaw's play Pygmalion.

IfJapan'sexclusivityandsenseofuniquenessprevent it fromcomingto
termswith itshistoryofimperialism andmilitarism, these traitsalsohinder
its diplomacy. Publicopinionpolls showthat mostJapanese do not mind
spending money on refugees, but they do not want them in Japanese
society. Nor doJapanese wish unskilledforeignworkers to come to Japan
despite an impending labor shortage. And in the midst of emotional
negotiations over U.S. beef imports to Japan, a senior Japanese oflBicial
visiting Washington stated thatJapan did not need to buy or eat as much
beef as Americans because Japanese have longer intestines—a factually
incorrect statement indicative of the problems Japan has in shedding a
peculiar world view.29

Japan's Contributions to the Post-Cold WarPeriod

Japan's optimal international role will be determined by how its relative
strengths and weaknesses fit into the emerging pattern of international
relations. Broadlyspeaking,Japan'slong-term interest will be to cooperate
in the construction of a balanced multilateral system of political and
economic relations that will contribute to three overall objectives.

First,the new systemmust introduce a new element ofcooperation by
promoting the integration of socialist countries into normal global po
litical and economic relations. In this regard, Japan could cooperate with
the noncommunist world to create incentives for the socialist world to
stayon thepathofreformandpeaceful development. Theseincentiveswill
be affected by security and political issues in cases where formal or
informal cooperation with other market-oriented countries could shape
the choices facing the leaders of the socialist countries.

Second, the post-Cold War system must have ways of handling the
increasing level of economic conflict among the Western allies. Such

28"War Atrocities byJapanese Deleted fromOnceApproved Textbook,Times Weekly,
overseas ed., no. 42, October 22,1988, p. 7.

29"Notebook: Japan's Intestinal Fortitude," The New Republic 13(February 1989):8.
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conflict is the by-product of increasing economic integration, and the
problem is thatunless thisconflict issuccessfully managfd, theprocess of
global economic integration could be reversed, with negative ramifica
tionsthataredifficult to foreseeTherefore, Japan hastheresponsibility to
play apositive roleinremoving thecauses ofsuch conflict where possible
In particular, Japan's actions in trade have consequences on U.S. and
European behavior, and a positive effortbyJapanto adjusttrade relations
with the United States and Europe willhelpnot onlyJapan but all those
dependent on open global economic relations and secure sea lanes
stretching from the Persian Gulf to the Panama Canal.

Third, the new order must give greater recognition to the need for
international cooperationto address the problems ofdevelopment in the
Third World aswell asnewer ecological threats to security. Here Japan is
already taking such positive steps as increasing both its ODA and its
contributions to various international organizations.

TherolesthatJapan should avoid are thosethatgoagainst theneedfor
vigorous support of open global political and economic relations. Any
attempt by Japan to create international order out of step with global
trends in international relationswouldimposegreatcostson itselfandits
neighbors. For example, Japanese moves to create a self-sufficient and
autonomoussecurity role would be potentially destabilizing because the
requisite ability to project military force would introduce a new threat to
Japan's large and small neighbors. The resulting tensions would create
conditions harmful toJapan's interests byseriously affecting itseconomic
relations,andJapancould finditselfpoliticallyisolatedandlesssecure than
if it had limited itself to a more modest role

Another danger would be if Japan consciously sought to lead an
exclusive sphere in the Asian-Pacific region. Whether guided by the
concept ofpan-Asianism or that ofaneconomicdivision oflaborplanned
and coordinated from Tokyo, the implied effort to exclude US. or Euro
pean interests and create a pyramidlike political or economic order would
increase conflict and could push the world toward exclusive regional
blocs. Such a course of events forJapan and those identified withJapan's
interests hardly shows great promise

In the post-Cold War period,Japan's true interest is to givepriorityto
global cooperative relations in order to create the best conditions for
regional economicgrowth andpolitical stability. In a sense, the best thing
Japan could do is to work at bringingits standard of livingin line with its
GNP figures. Thiswould turn Japan's energies away fromthe old growth-
oriented, mercantilist policy line that complicates global and regional
relations and would turn Japan into a growth pole for the rest of the world
by absorbing more imports.
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Domestic considerations also argue for this policy line There is a new
assertiveness among urban blue- and white-collarworkers, signified by the
formation in 1987 of the Rengo Qapanese Private Sector Trade Union
Confederation), which represents 5.5 million workers and constitutes a
bold effort to construct a national laborcenter in order to press for a better
quality of life Even among the elite there are complaints that Japan is a
country where wealth is not allowed to benefit a person's lifestyle so long
as that person remains inside Japan.3° These popular frustrations compli
cate the current need to shift the LDP's electoral base to these urban blue-

and white-collar constituencies.

Conclusion

There are deep and complex changes at work within Japan and in the
world at large Although their interaction is impossible to foretell, clearly
Japan is now plunged into a difficult period of rapid transition to a role of
autonomous international responsibility and leadership. As one power
within a multipolar system, Japan's interest will be to seek a stable alliance
partner to guarantee security for itself and stability for the region as a
whole Japan will have an interest in building a system of broad global
cooperation to address emerging issues ofregional conflicts, arms control,
and economic development. Finally, as a major power in Asia,Japan will be
able to offer leadership, but it must first come to terms with its own past,
and it must recognize that no one power in a region as large and diverse as
Asia will be able to establish political and economic leadership in an
exclusive sense The issue today is whether Japan can find the political
leadership and vision to work in these directions. Japan's friends and
neighbors have an interest in helpingJapan find a constructive regional and
global leadership role

'"Kuniko Inoguchi, "Prosperity Without the Amenities,"/ourna/ ofJapanese Studies 13:1
(Winter 1987).
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15. Japan in Search of a Global Economic
Role: Realism vs. Regimeism

STEVEN C. M. WONG

The Backdrop:
The Problem of Distribution

The constituents of the global economy are feeling jittery. The engines
of growth have not exactly disengaged or entered reverse, but mounting
signs of structural stress are evident. Perhaps nowhere is this stress
more evident than in the economic inequalities that presently exist
among nations.

Separating the world into advanced and less advanced countries is
insufficient as a distinction. The dichotomy between advantaged and
disadvantaged countries must now also be superimposed. Advanced
countries wield the power to produce; the disadvantaged wield merely the
will to produce. The differences between those that produce and those
that consume are so skewed that the measures to correct the huge
resulting imbalances can only be framed in polite terms such as "structural
adjustment" or such euphemisms as "crowbars."

Because the stakes of human wealth and happiness are so high, some
confrontation and conflict between and among nations must be expected.
Conflict, however, has a strange way of getting out of hand. In an interde
pendent world it is not necessary to be reckless to precipitate a crisis.
Small errors accumulate Catastrophism—the doctrine that explains major
changes in terms of sudden, violent upheavals rather than a gradual
process—provides an equally likely model.

Advantaged countries on the shores of the Pacific continue to enjoy
rising standards of living, but problems of Ofsavings and overconsump-
tion are unknown elsewhere in the world. The disadvantaged in sub-
Saharan Africa and Latin America languish in a persisting spiral of debt,
inflation, and poverty unmatched since the Great Depression.

The distribution problems of advanced disadvantaged countries are
relative, but those of less advanced disadvantaged countries are absolute.
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At Stake are human life and health. Having no means to exit the interna
tional economy, no voice in internationalaffairs, and no meansto be loyal
to an effective grouping of countries,^ their prospects are very bleak.
Economic reforms offer a solution, but starting points often determine
outcomes. Reform of crumbling structures is simply not feasible

Little wonder, then, that the global economy is jittery, for there is just
cause An uncommon level of cooperation is needed to construct a system
of global economic interactions that is open, stable and, most important,
equitable Distributive justice, however, isnot one of the greathallmarks of
the present international economic order. Manywould argue that, despite
the existing international regimes, nations are more likely to behave as if
"there [were] no moral rules regarding the structure and conduct of
economic relations between states."^

It is a matter of common sense that ifa game isperceived as unfair,there
will be few players. Those stupid enough to play can expect to be
thoroughly exploited. Trends toward increasingbilateralismand regional
ism suggest that this is already happening. The very fact that the General
Agreement on Tariffs and Trade(GATT) hasnot collapsed mayprovethat
the will to cooperate does survive.Butprogress has been meager and there
are more trade fights outside Geneva Aan in it. This kind of conflict does
not generate a great deal of confidence that positive change will result.
Likewise, the International Monetary Fund's (IMF) restrictions on new
lendingto debtor nationsseemstoo centered on lenders' principal rather
than borrowers' crises. Debt forgiveness is now accepted, but the hemor
rhage of capital to advantaged nations remains unstopped.

Keohane strongly argues the case for international regimes as "less
constraining on the autonomy of weak states than politically feasible
alternatives which would presumably involve bilateral bargaining on the
basis of power rather than of general rules."' He also states that "acollapse
of international regimes, imperfect as they are, would reduce overall
welfare without benefitting the worst-offmembers of these societies."^On
these two points he isprobably right. Bhagwatiand Irwin use the metaphor
of having to pedal a stationary bicycle faster just to stop from fallingoff to
describe the GATT rounds.'

•A. O. Hirschman,£»;j't Voice, and Loyalty: Responses to Declines in Firms, Organizations,
and States (Cambridge,Mass.; HarvardUniversityPress, 1970).
^C. R. Beitz, Political Theory and International Relations (Princeton, N.J.: Princeton
University Press,1979),pp. 65—66.
'R. O. AfterHegemony:Cooperation andDiscord in the WorldPoliticalEconomy
(Princeton, N.J.: PrincetonUniversity Press, 1984),p. 248.
<lbid., p. 252.

'J. Bhagwati and D.A. Irwin,"TheReturnof the Reciprocitarians: US. TradePolicyToday,"
WorldEconomy 10:2 Oune 1987).
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The trouble with Keohane's proposition is simply this: Given the
dimensions of the wealth polarization problem, \ndierewill the impetus for
positive change come from? When will regimes actually start to provide
the public goods needed to close the income gap between advantaged and
disadvantaged nations? More to the point, who can serve this function?
When only one country is dominant, there is no difficulty in identifying
who can best fiimish the rules of international behavior and best provide
the leadership to resolve distributional issues. Problems do arise, howevei;
when no one single power can be identified. The United States is the
world's largest economy, but its grip on world output and trade is
weakening.Japan's rising economic stature, on the other hand, places it in a
unique position to fill that role

EnterJapan

The key to cooperation iswhetherJapan can agree with other constituents
in the world economic system about what the terms "leadership" and
"burden sharing" mean. Unfortunately, the concept of "leadership," as
applied to Japan, is semantically rather rich. The basis for much ofwhat has
been written about Japan's global responsibilities emanates from an
assumption that economic interdependence creates shared interests. This
can probably be termed the cosmopolitan view principally because if one
were to adopt a statist's realist view there would be precious little to say. In
effect, what cosmopolitanists argue is that Japan would be exercising
leadership if it did what individual constituents wanted it to, namely,
averaging out and redistributing wealth. Then, with the relative disparities
out of the way, the problems of the world economy would resolve
themselves.

Among other things, three ways in whichJapan's obligations as a leader
have been defined—by the disadvantaged—are as engine of growth,
benefactor, and financier. Here I will make a briefattempt to evaluate these
three roles.

Engine ofgrowth

Importing more goods for consumption than exported is one sure way to
dissipate wealth. More than one country in the world will testify to this
fact. In an unfortunate agewhen bilateral trade balances make trade policy,
Japan has responded by importing more from other countries. Old habits,
however, die hard. Export growth, after a short fall, rose again despite
attempts to manipulate exchange rates and using "crowbars." To the utter
chagrin of indebted consumer countries, Japan's trade surplus has shown
remarkable resilience (see Table 1) and some impolitic Japanese have
begun to speak of their country's "supercompetitiveness."

Japan is rightfully accused of having been for too long a passenger on a
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Table 1

Japanese Trade
(in US$billions)

Exports
Percent

change Imports
Percent

change
Trade

Surplus

1985 175.69 — 129.54 — 46.15
1986 209.15 19.0 126.41 -2.4 82.74

1987 229.22 9.6 149.52 18.3 79.70

1988 264.41 15.4 187.50 25.4 76.91
1989^ 298.19 12.8 219.79 17.2 78.40
1990^ 322.83 8.3 242.82 10.5 80.01

Growth 1985-90 12.90 13.40 11.60

'^Projected.

Source: Kansai Economic Research Center,

train pulled along by others. It has exploited policy asymmetries in the
past, and now the time has come for it to take its turn at playing puller
rather than pullee

Bilateral trade surpluses, however, are not and never have been evi
dence of a lack of leadership or desire to share burdens per se What is at
issue, rather, are the steel-and-concrete industries of consumer countries
that, afflicted by imports, seek government protection to prevent losses
and try to shift adjustment costs to exporters. "Shifting" has become the
semantic equal of "sharing."

In times past, trade imbalances were viewed as the cost ofmaintaining
an open, multilateral regime that served the national interests of Western
powers. Today,Japan's economic dominance means that though it should
take its turn at tihewheel, it should also, at least partially, be able to dictate
the direction in which it wants to go. The same rule of "national interests
through open, multilateral regimes" must apply to Japan also if it is
expected to cooperate fully.

Instead, what is being asked ofJapan is an averaging out that must be
difficult for any country to stomach, with or without foresight and with or
without strong altruistic motives. Understandably, though, some countries
have very powerful incentives to reduce imbalances with Japan on a
bilateral basis. But the advantaged and disadvantaged nations should work
together to correct these imbalances, and in a way that does not infringe
legitimate national interests.



Japan in Search ofa Global Economic Role 295

Benefactor

Anotherway to deplete wealth is to give it awayor lend it at attractive rates.
Here Japan has risen to the call of leadership. Japan regards its Official
Development Assistance (ODA) program as one of its most important
responsibilities in the world system. In relation to its size, Japan is the
largest ODAdonor in the world.

As a unilateral instrument, however, ODA has become a natural target
for criticism. What disadvantaged countries want from this gift horse—
and trenchantly criticize if they do not get it—is for Japan to undertake
qualitative change in the forms and effectiveness of ODA. They want
effective technology transfer in high value-added manufacturing. They
want more technical assistance in research and development so that they
can develop technologies of their own. They want Japanese ODA to
support their private sector by absorbing the risks of private transactions
between the two parties. And they want "softer" terms on the bilateral
loans they take from Japan.

On a more aggregate level, it is now internationally accepted that only
massive nondebt-creating flowscan bring relief to debt-stricken countries
and reduce the imbalance between the absolutely advantaged and disad
vantaged countries. Yetabout 45 percent of new ODA between 1985 and
1987 was in the form of bilateral loan aid, primarily directed towards the
healthy,vibrant Asianeconomies. Soone has a basis to askifJapan'smotives
in granting its ODA are pristine The answer seems at least partially
contained in theJapanese AID Plan announced inJanuary 1987. The policy
objective of the AID Plan was, in essence, to marry Japan's ODA with its
outward flowsof direct foreign investment (DPI). In transplanting its low-
tech, labor-intensive manufacturing industries to Southeast Asia,Japan in
effect chose to import from its own firms rather than those of other
countries. ODAdoes serve Japan's national interests in more than one way,
therefore.

Financier

Compared with the previous two roles, Japanese DPI to the world is
probably the safestway for it to exercise its economic power. DPIhas built-
in reciprocity elements that ensure that both sides benefit or else regulate
the DPI until it does. Greater cross-border investments also eventually
mean a closer interdependence between investing and receiving coun
tries. With more interdependence comes more areas ofcommon interests.

A number of problems can arise with DPI. Anything as rapid or as
startling as Japan's increased participation in sovereign states must be
expected to create some problems—if nothing more, then just social and
psychological dissonance Rapid DPI can, in some instances, also have
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somesizeable macroeconomic sideeffects, suchaspushingup areceiving
country's exchange rate and temporarily destabilizing its balance of
payments.DFIcan alsocause structural dislocationsby creating labor and
raw material shortages, thus pressuring prices upwards.

Support for the Realist View:
The Asian Brain

An interesting report commissioned by Japan's Ministry of Trade and
Industry (MITI) was issued in March 1988. Entitled Promoting Com
prehensive Economic Cooperation in an International Economic En
vironment Undergoing Upheaval: Toward the Construction ofan Asian
Network, it has not, to my knowledge, been accepted as government
policy. It is nonetheless instructive to see in this report some of the
integrated, statist-type policy thinking that goes onbehind the scenes and
that maysometimes end up in Japanese policy discussions.

Asian Network emphasizesan important shift in someJapanese think
ingabout the world political economy.Muchof the previouswork on ODA
considered the latter strictly in terms of a bilateral issue Asian Network,
however, articulates a bold strategy to embrace Japan, the Asian newly
industrialized economies (NIEs), and ASEAN into a coordinated, three
ranks-one body concept. In essence, the report's goal is to integrate
Japanese ODA, DEI, and trade To implement this vision, it proposes
constructing an adjustment coordinating mechanism called the "Asian
Brain." TheAsian Brainwouldcontrol the typeandflows ofJapanese DFI to
the Asian NIEs and ASEAN. In so doing, such a mechanism would deter
mine who produced what within the Asian-wide system. Asia's industrial
structurewouldbeplannedfrom Tokyo, andfree-trade agreements among
the three tiers would reinforce the industrial structure

Furthermore, according to thisreport, ODA is also to be regulated by
theAsian Brain, acting asa tool tofacilitate akindofAsian industrialpolicy.
Asian Network envisagesthat anythree countries planning to implement a
Japanese ODA project would be coordinated because carrying them out
jointly madea greatdealof sense. Thereport also notes that eventhough
Japan may supply all the ODAfinancing. South Korea and Taiwan should be
used as rerouting points for ODA so that the "overpresence" problems of
Japanese bilateral ODA would not appear. The report states: "With a view
towardsettingup thisgigantic economiccooperationwithanappropriate
rolein international society,Japan's exhibitionofleadership increating the
'Asian Brain'would be a great contribution with respect not only to the
Asian region but also to international society as a whole."

One may or maynot take the "Asian Brain" proposal seriously. If one
did, there mightbe twowaysto judgeit. Onewaywouldbe to argue that it
provides support for thinking that Japan wishes to manage its economic
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contributions in such awayas to createwell-definedgeographic spheres of
interest—a remake of the infamous "Greater East Asian Co-Prosperity
Sphere" concept. Another way is this: Although it is politically explosive,
the Asian Brain represents an ingenious scheme that rolls Japan's three
leadership roles neatly into one tightly knit whole Certainly it appears to
be an idea with merit that could be implemented to a substantial degree
whether or not any country in the other two tiers agreed, so long as they
maintained liberal economic policies. Equally, as an economically rational
proposal, it may well be that some Asian countries could actually want,
secretly, to see the Asian Brainproposal realized, provided it was domes
tically acceptable and implemented on the basis of partnership, equality,
and reciprocity.

Nonconclusions

This chapter offers no conclusions. It does raise a number of questions,
however, and to the extent these questions generate discussion, its pur
pose will have been served.

Either as a result of previous arguments or else simply as an assump
tion, let us saythatJapan'ssearch for aglobaleconomic role beganfrom the
position of "astate of nature that knows no restraints other than those of
the changing necessities of the game and the shallow conveniences the
players impose."^ Howwill it then proceed? Much maydepend on Japan's
capacity to carry out the search for its global role Economically, it
certainly has some of the necessary elements to change—and ifnot change
then revitalize, and if not revitalize, then strongly support—the world
economic system. It is important, however, to recognize the downside of
this global role.

Japan's export superpowers are widely admired, but though it is an
undefeatable (and indefatigable) producer, its puny appetite for imports
makes it vulnerable to consumer countries' action. Japan's amassed foreign
reserves are the envy of the world, but its domestic quality of life is poor
relative to other advantaged countries. Despite its technological wizardry,
many Japanese products and services are priced at some multiples of
border prices, making not a few wonder where all the efficiency comes
from and goes. Significant for a country whose products are thoroughly
globalized, the Japanese people themselves are not. Its political and social
institutions are badly in need of reform to cope with the international
challenges. These are some of the obstacles that Japan needs to overcome
in assuming its new role.

^8. Hof&nan, Contemporary Theory in International Relations (Englewood Cliffs, N.J.:
Prentice-Hall, I960).



16. Japan in Its International Role

ROBERT A. SCALAPINO

Every major state confronts an overarching challenge as the twentieth
century draws to a close. An accommodation must be made in both
domestic and foreign policies to the accelerating technological-informa
tional revolution. At the very time when a profound restructuring of
national economies is required, equally basic changes in foreign policies
must be undertaken, changes paying homage to the new nature of power,
to the shifting priorities in assigning national resources, and to the
increasing fusion between each nation's domestic and foreign policies.
National sovereignty, so recently achieved in many cases, is now being
forced to share authority with emerging regional and global institutions,
formal and informal. At least equally important, a rising portion of each
nation's authority is being eroded by the dynamic actions of market forces
whose activities cross ideological and political boundaries with ever
greater ease, frequently operating beyond the control of all governments.
Private forces now make decisions of great political and strategic conse
quence based largely if not solely on economic considerations, in the
process often challenging decisions being made by governments based on
a more complex set of criteria.

IfJapan is unique among the major states, it is because that country's
international role in recent decades has not been commensurate with its

sustained economic growth. Japan stands in striking contrast to those
states—notably the United States and the Soviet Union—^whose interna
tional roles (and the costs attendant) have exceeded domestic develop
ment. Hence, the adjustment required ofJapan is different in its direction.
Yetthe course chosen must be consonant with the desires of the citizenry
at home as well as with needs (and sensitivities) of the internationd
community. Up to the present time, the demands on Japan to assume an
expanded international role have been largely external. Only a minority of
the Japanese people have seen any reason to alter policies that afforded
maximal benefits at minimal cost or risk.

In the years ahead, moreover, the demands for the application ofJapan's
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resources at home is likely to grow. The rapid aging of the Japanese
populationwillnecessitatemuch greater outlaysforsocialservicesaswell
as requiring continuous structural adjustments in the economy. An ever-
larger number of citizenswilldemand improvements in the qualityof life,
reflective of Japan's advanced stage of development. Issues ranging from
those ofhigher education, landcosts,andgovernmentsubsidization of the
backward sectors of the economy to those pertaining to congestion and
the environment will steadily increase in importance

A new politics will accompany these demands, the only uncertainties
being timing and extent of change. Observers of the Japanese political
scene, both foreign and domestic, have constantly pointed out the obsta
cles to political change: the entrenched old order resting on a tightly
connected tripod of conservative politicians, the bureaucracy, and the
powerful lobbies, namely, agriculture and business; the segmented, con-
flictual nature of decision making at the national level; and a political
culture exclusive, groupistic, and conservative in bent. These conditions
existand,in greater or lesserdegree,theywillimposerestraintson change
"Vfet other conditions maynow be observed.Specialinterests areproliferat
ing. The mediaare emerging asan increasingly independentforce Profes
sional politicians, aware of these developments, are paying heightened
attention to new categories of constituents. Subservience to the bu
reaucracy is lessening, even if dependence remains high. Through a
growing number of attached specialists, the Diet—and perhaps more
important, the Liberal Democratic Party—is developingan independent
"expertise." Anew generation of politicians will soon make their debut in
roles of national leadership, accentuating these trends.' Moreover, events
like the Recruit scandal have added to the impetus for change coming from
systemic developments. Thus, it is likely that political instability will
increase in Japan in the era ahead, although in comparative terms this
nation wiUprobably fare better than others, especially the Leninist states.
The February 1990 election serves to exemplify these facts. While the
Liberal Democratic Party held its majority by a slightly reduced margin,
theJapanSocialist Partygainedasignificant number ofseats.Moreover, the
current prime minister,Toshiki Kaifii, lackscontrol over hisparty and is in
this sense weak despite his rising support among the electorate

In this setting and givencurrent international trends,what role isJapan
goingto playin the international stage? Onehearslittle talkat presentofa
paxJaponica, and with good reason. Whatever mayhappen,Japanis most

'A recent admirableinterpretive siirveyofJapanesepolitics is Gerald Ciirtis,TheJapanese
Way ofPolitics (New York; ColumbiaUniversity Press,1988).
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unlikely to follow Great Britain and the United States in establishing a
dominant global position. Japan's powet; though real, is unidimensional.
Noone candoubt thatitseconomicinfluence on othernationsandregions
is increasingly substantial and carrieswith it politicaland strategicover
tones. Yetwhen economic power stands largely by itself, it is vulnerable
Protectionism, nationalization, debt repudiation, and other retaliatory
measurescan stem from an aroused nationalistreaction to deep economic
penetration from outside. Andto influence the policiesof others through
economicleverage is not to control them. Indeed,there is an ironyin the
fact that when economic involvement reaches a certain point, Japan
becomes hostage to the policies of other nations—^policies overwhich it
has real, but limited, influence

One must distinguish the two major types of Japanese economic
internationalism unfolding at present. The international activities of the
Japanese private sector are motivated by the search for profits and for
stability of resourcesand markets. The much-vaunted "hollowing out" of
industries—bothJapaneseand American—has been exaggerated. Recent
technological advances are making possible the rehabilitation of key
industries at home that were once thought hopelessly antiquated. Never
theless, the searchforcheaper labor, ashelteragainstprotectionism,access
to new technologies in advanced nations, and a host of other considera
tions continue to drive Japanese private investment abroad. One result is
the oft-noted trend from a vertical toward a horizontal distribution oflabor
on the international stage. The role of the Japanese government in this
accelerating trend, while not insignificant, is peripheral. Through such
measuresas investment risk insurance it can encourage private operations
in hazardoussettings.More important, by involving the private sector in
the identification andplanningofOfficial Development Assistance (ODA)
projects, it can and does provide a major advantage to Japanese firms. But
the fact that massive private investment, a sizable portion of it in real
property, is flowing to the United States relates primarily to the oppor
tunities for profit perceived and the desire for a cushion against import
restraints,decisionsmadebytheprivatesector essentiallywithout govern
mental influence Similar or different considerations drive investment in
such diverse nations as Thailand and Mexico.

Japanese ODA, on the other hand, involvesmore complex motivations,
although, as just noted, it has been more closely connected with market
advantage to theJapanese privatesector than isoftenacknowledged. This
is true ofuntied aswell as tied assistance andprovides the basis for rising
complaints from recipients. Thepattern wasshapedfrom the very early
post-1945 period, whenreparations to othervVsian nations wereparlayed
into a foothold for Japanese industry, and it has continued through the
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successive stages of ODA growth. At the same time, the sources to which
aid has flowed and the changing nature and conditions of that aid indicate
political and strategic as well as economic considerations at work. Approx
imately two-thirds ofJapanese ODA goes to Asia, with the major recipients
being China, the ASEAN members, and Burma.^ It scarcely needs to be
emphasized that in East Asia Japan's economic, political, and strategic
interests converge. The fact that Africa receives some 11 percent of
Japanese aid, however, making it the region obtaining the second largest
share, speaks to humanitarian considerations.^

Japan is now committed to economic diplomacy on an expanded scale
By1987it was contributing assistanceto some 134countries, and by 1988
its budgetary allocation had passed US$10 billion, making it the largest aid
donor in the world.^ Though the increases in dollar terms have been
spectacular in recent years,however, much of this increase is a result of the
rapid appreciation of the yen. In real terms, aid increase was around 3
percent in 1986, and in that year Japan's ODA ratio to GNP stood at 0.29
percent, causing it to rank fourteenth of the eighteen Development
Assistance Committee membdrs.^ In the years since 1986, however, signifi
cant ODA increases have taken place, and there can be no doubt that,
barring some catastrophe to the world economy, Japanese economic
assistance will continue to be a major international factor. Active Japanese
participation in debt recycling discussions and its very considerable
contributions to multilateral aid institutions such as the World Bank, the
Asian Development Bank, and the International Monetary Fund are addi
tional testimony to this fact.

It might be noted, however, that recent polls indicate that some
Japanese citizens have the same questions about foreign aid that have been
raised by the American public. Is assistance being effectively used? Indeed,
does external aid support or deter domestic restructuring efforts? Should
not the government direct greater attention to social services at home?
Does such activity actually improve Japan's image?

Nevertheless, economic commitment signals the basic thrust ofJapa
nese internationalism at present. Yetseveral critical questions arise.At the

2For a breakdown of Japanese ODA as of 1987, see Eileen M. Doherty, "Japan'sForeign Aid
Policy:1987 Update," inJapan—Exploring NewPaths, ed. Jon K.T.ChoyO^panEconomic
Institute, 1988), p. 109.

^Ibid., p. 110.

^For a brief discussion of recent trends in Japanese ODA and policy recommendations by a
distinguished group of senior Japanese, see Japan Forum on International Relations, "Long-
Term Political Vision for Stabilization and Cooperation in Northeast Asia," March 1989.

^Doherty, "Japan's Foreign Aid Policy," p. 107.
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broadest level, will economic diplomacy suffice? Can Japan satisfy itself
and others by placing its overwhelming emphasis on economic interna
tionalism, consciously relegating other aspects of foreign policy to subor
dinate positions? If not, what modifications or developments are likely in
Japan's global role in the years ahead? And with relation to its economic
policies, are those now in effect appropriate and sufficient for the future?

It is my view that Japan must deal simultaneously with three crucial
relationships in the 1990s,acknowledgingthat each has its special require
ments. These are its bilateral relations with the United States, its relations
with the subregion of Northeast Asia,and its global relations. Moreover, if
Japan's global role is to evolve in a manner satisfactory to the Japanese
people, compatible with the interests of others, and contributory to global
stability and development, these three relationships must be integrated.

The first vital component of Japanese foreign policy, now and for the
foreseeable future, is its bilateral relationship with the United States. This is
a relation for which there is no substitute and one that is testing the
requirements of interdependence quite as much, albeit in a different
manner, as the experiment in European integration. And although this
relation is bilateral at its core, through it Japan is joined both with its
immediate region more firmly and with all advanced industrial nations via
organizations like the General Agreement on Tariffs and Trade(GATT), the
Group of Seven, and other agencies spawning international negotiations
on a wide range of economic matters from currency adjustments to debt
recycling. Thus, it is a relationship that is at once bilateral, regional, and
global in its connotations.

The Japanese relationship with the United States is grounded in a
combination of economic interdependence and strategic dependence,
anddespite recurrent waves ofacrimony, its raison d'etre isasstrong today
as at any time in the past. Both nations need each other, and their mutud
cooperation is perhaps the most critical singlefactor in determining the
shape of the future economic order aswell as the overall global balance. It
is encouraging to note that despite various recent strains, nearly three-
fourths of the Japanese people continue to have a friendly feeling for the
United States and approximately two-thirds of the American people ad
mire Japan, although a growing number of the latter are concerned about
Japan's economic challenge.^

^Seethe latestJapanesepoll,takenin October 1988by the PrimeMinister'sOffice, reported in
FBIS-EAS, April4,1989, pp. 9-10. ATime-CNN poll.May4,1989, indicated that 76 percent of
the American people sawJapanese global trade as a threat to the US. economy, 65 percent
believed that Japan was unfairly restricting the sale of U.S. products in Japan, and 6l percent
believed that Washington should restrict the sale ofJapanese products in the United States ( 34
percent disagreed). See Time, June 5,1989.
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The key problems can be simply stated, but their implications and
ramifications—hence possible "solutions"—are far more complex. In
reality,Japan's largest "aidprogram" is directed toward the United States,
althou^ itis almost wholly private in nature. By purchasing U.S. securities
Japan enables the United States to live beyond its means, and by making
investments it stimulates the American economy as well as alleviating to
some extent the threat of import restrictions. Yetthe psychological aswell
as economic costs of this "assistance" are rising. The growing American
perception is that Japanese investment, combined with its massive trade
surplus, threatens to bring the United States too extensively under Japa
nese control. The fact that Great Britain has larger investments in the
United States (at least for the present), and that foreign investment is not
(yet) an alarmingpercentage of total investment is often overlooked.The
rapidity of Japanese investment, however, as in the case of Japanese
saturation of the market in key fields, combined with the new visibility of
such investment in American landmarks and sensitive fields like the media,
deeply worries a rising proportion of the American public and, perhaps
more significantly, important segments of the political, business, and
academic elites."''

Debates are now under way over such critical issues as whether, on
balance,Japanese investment advancesor retards US. technological devel
opment, whether the behaviorofJapanesemultinationals differs from that
of other multinationals, and most important, whether the trends are in the
direction of redressing the massive imbalance between the "relatively
open American economy" and the "relatively closed Japanese economy."
The seriousness of these problems is underlined by the fact that a signifi
cant number of reputable Americans from various categories are drawing
negative conclusions on each of these queries. One argument is that
because they are inclined to take the acquired technology home, develop
ing it there, and because they are increasingly purchasing small and
medium plants (the historic sources of new technology), Japanese inves
tors gain appreciably more than do Americans from technology transfer.®
It is also asserted that because of substantial cultural differences and

other factors, including managerial styles, access to top positions in
Japanese multinationals is denied foreigners. Most damaging is the wide
spread belief that despite the removal of formal barriers and the widely

•^For a recently published work containing American views from various perspectives, see
Kozo Yamamura, Japanese Investment in the United States: Should We Be Concerned?
(Society for Japanese Studies, 1989).

®SeeJohn Zysman, "Contribution or Crisis:JapaneseForeignDirect Investmentin the United
States,"in Yamamura,Japanese Investment in the pp. 97-110, and Lawrence B.Krause,
"Japanese Investment in the United States," ibid, pp. 111-118.
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proclaimed liberalization of the financial structure, Japan only opens
those sectors of its economy that have already established a position of
supremacy—namely, those sectors where opening does not matter.^ In
such vital fields as supercomputers, Japan makescertain that U.S. access to
its market is restricted, it is asserted.

These issues, it might be noted, burn most brightly in Japanese-
American relations, but they exist in various degrees and forms in all
countries withwhichJapan iseconomically involved. It iseasy, ofcourse,
to assert that they stem from defects or mistakes on both sides,or that at
root they relate to dififerences ofculture and stage ofdevelopment, with
basic policies flowing firom these differences. This rationalization provides
no answer, however; to the growing number of Americans who demand
greater reciprocity or "alevel playing field," nor to the increasing number
of Japanese who talk angrily about Japan being made a scapegoat for
American deficiencies.

Pressureon the U.S. administration from Congress to takestem action
to remedygrievances viathe application of the so-called "Super 301" has
reached new heights. InMay 1989,Japan was designated an unfair trading
partner in accordancewith the provisions of the 1988Trade Act, and that
act mandates trade sanctions should negotiations aimed at lowering
Japanese trade barriers fail. CertainJapanese officials in turn have vowed
thatJapan will not be forced intonegotiations witha gunpointed at its
head. Ifet clearly theold pattern ofmountingpressure, begrudging conces
sion, and renewed pressure continues to typify U.S.-Japan economic
relations. Meanwhile, the nature of negotiations has changed over time,
from tariffreform tonontariffbarriers and now tostructural impediments,
signaling thedegreetowhichthefull range ofthedomestic policies ofthe
two nations—and even their respective cultures—require examination.

One theory holds that there is powerfully little that the two govern
ments can do to remedy the situation since control over their private
sectors' actions and policies is limited and the decision-making process
within government is subject to innumerable jurisdictional and policy
conflicts. Granting complications related to these factors,such a thesisis
a gross exaggeration. From tax decisions to macroeconomic policies,
governments provideincentives anddeterrents relating to awiderangeof
economicactivities: savings, consumption, research, domestic andforeign

^Zysman,"Contribution or Crisis,"p. 105.

lOThe mostforceful argument to thiseffect hasbeenthatofKarel Van Wolferen. See hisarticle,
"TheJapan ForeignAffairs 65,4:288-305, andanexpanded book-length version.
The Enigma ofJapanese Power: People and Politics in a Stateless Nation (New York:
Knopf, 1989).
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investment, managerial priorities, and labor productivity. In this sense,
every nation, whether consciously or unconsciously, has an industrial
policy. Naturally, from a combination of policy and social forces, there
emerges an "economic culture" with its own elements of uniqueness, but
in this respect, as in others, cultures can and do change—depending on
the pressures that operate upon them.

A powerful factor currently deterring change in Japanese-American
economic relations is the continued good health of both economies.
Defying most experts, the U.S. economy recently entered its ninth year of
growth, although by mid-1990, storm clouds were on the economic
horizon. Meanwhile, the Japanese economy continues to grow at a faster
pace than that of any other advanced industrial nation,!^ despite some
signs ofproblems, reflected in the major stock market decline in 1990 and
bloated land prices.

When economic conditions in a democratic society are favorable,
changes—especially those that may involve sacrifices—are easily de
ferred. In democracies, leaders who enforce painful measures or who
argue for deferred gratification are not rewarded, whatever the long-term
benefits of their proposals. Put differently, those who act before the level of
crisis is sufficiently high to provide for a new consensus usually lose
Freedom over time spawns the type of materialist culture that demands
instant gratification.

Nevertheless, the future health of the economic relationship between
Japan and the United States demands changes from current patterns and
policies. Developments are needed on three interrelated fronts: coopera
tive or joint decision-making mechanisms; corrective national policies by
both states; and more rapid adjustments in their respective private sectors.
Some of these moves can be stimulated immediately by creative actions.
Others will await additional pressure, either from the course of events or
from the further buildup of political forces too powerful to be ignored.

It is tempting to argue that Japanese-American economic issues
should be wholly encompassed in a multilateral framework such as the
GATT. A logical case for such a move can be made, and it cannot be denied
that aUbilateral arrangements run the risk of either retarding or violating
GATTefforts. Yetfrom a political standpoint, it is unrealistic to assume that
the pace of multilateralism is such as to meet the political (and economic)
demands of this period. For better or worse, bilateralism has not been

"For a recent comprehensive study see Kent E. Calder, Crisis and Compensation—Public
Policy and Political Stability in Japan, 1949-1986 (Princeton, NJ.: Princeton University
Press, 1988). See also the insightful work of T. J. Pempel, Policy and Politics in Japan
(Philadelphia: Temple University Press, 1982).
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rendered obsolete. Hence, a dual track will continue to be pursued, with an
effort to contain if not to resolve the contradictions involved.

It should now be clear that U.S.-Japan economic relations are apart ofa
much broader global issue that will affect virtually all nations in the years
ahead. A nationalist reaction to the surging force of economic interna
tionalism is unfolding throughout the world. As noted earlier, national
sovereignty is being challenged by the accelerating force of interdepen
dence. In addition, profound changes are taking place within each nation's
private economy in terms ofwhat is "indigenous" or locally controlled and
what is "foreign" or subject to international influences or regulations. It
would be surprising, indeed, if both emotional and reasoned responses
were not forthcoming to such developments, not dissimilar to those
associated with an earlier era of Western and Japanese imperialism. The
interaction between nationalism and internationalism on manyfronts will
constitute one of the great dramas of the coming decades. The Japanese-
American relation is one important part of that drama.

Can greaterJapanese influence on the American economy be balanced
by continuing American influence on the strategic and political issues of
vital significance to Japan? The simple answer to this question is "no,"
although a more adequate response requires the introduction of various
complexities and nuances. At a much earlier point, someJapanese leaders
hoped to establish a basic division of labor betweenJapan and the United
States whereby Japan would concentrate on enhancing regional-global
stability and security through economic commitments to developing or
threatened nations and the United States would continue to provide the
military shield. In essence, this was the purpose behind the concept of
"comprehensive security," a term coined in the 1970s. An added element
was Japan's increased willingness to strengthen its basic defense re
quirements.

Fundamentally, this doctrine is still in place. In its budgets of recent
years, the Japanese government has provided for significant increases in
only two categories: economic assistance and military defense. In connec
tion with the latter program, the charter was first set forth in 1976, when a
National Defense Program Outline indicated that the goal was that of
meeting "small-scale and limited" aggression, with an emphasis on mod
ernized conventional weaponry and improved coordination. It has always
been assumed that Japan would depend on the United States for defense
against any large-scale attack, nuclear or conventional.12

Under U.S. insistence at the beginning of the Reaganadministration that

i^Seethe Japan Forum recommendations cited in note 4 for a succinct summaryof current
issues and policies pertaining to Japanese defense.
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Japan take on additional defense responsibilities, the Japanese government
announced that it would undertake air and sea surveillance, in the latter
case 1,000 nautical miles to the south and east. In the 1981 Midterm
Defense Program, moreover, emphasis was placed on expanded air de
fense, antisubmarine capability, and offshore defense. Increasingly, air and
sea defense was stressed rather than an augmentation ofJapan's ground
forces. In the 1985 Midterm Program these trends were continued, and in
the program planned to begin in 1991 such modern weaponry as the
multiple-launch rocket system, AEGIS ships, AWACs, tankers for in-flight
refueling, and over-the-horizon radar are planned.''

Japan's defense expenditures are currently estimated to be the third
highest in the world, next to those of the United States and the USSR.
Included are commitments amounting to approximately 40 percent of the
costs of U.S. military personnel and installations in Japan. Some estimates
are that Japan's Self-Defense Forces at present stand between sixth and
eighth in effectiveness, measured against other nations' military struc
tures. Whether such comparisons are meaningful can be debated. Cer
tainly, given the alternatives,it is very difficult to get top caliber personnel
to join the Self-Defense Forces at present. In any case, two important facts
should be noted. First, the SDFare almost wholly defensive in nature They
possess no long-range missiles, heavy bombers, or aircraft carriers (al
though baby aircraft carriers are being considered). Second, in com
parison with the militaryforces of neighboring countries—even those of
North and South Korea—the Japanese force is quantitatively very small,
whatever its qualitative strengths. Certainly, it is no match for the Soviet
Union, still the presumed greatest threat.

Certain US. congressional critics of Japan's current part in "burden
sharing" have demanded that Japanese budgetary appropriations be raised
from 1percent of GNP to 2 or even 3 percent. Even these critics, howevei;
havebeen vague aboutwhatJapan should do with such expenditures. They
do not want Japan to have nuclear weapons nor to play the role of
preeminent mihtary power in the Pacific-Asian region. Meanwhile, an
ever-higher level of coordination between U.S. and Japanese forces has
been achieved, extending not merely to joint exercises and joint planning,
but to weapon coordination. In the defense sphere, in contrast to eco
nomic matters, Japan-U.S. relations have never been more satisfactory,
although the FSX controversy points to the inseparable relation between
security and economic issues.

The direction ofJapan's future strategic role is closely connected with
these factors. The fears of a resurgent Japanese "militarism" have been

'Mbid., p. 19.
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frequently voiced not only by the SovietUnion and China, but also by the
members of ASEAN. Such concerns rest partly on history and the thesis
that great economic powers inevitably become major military powers. In
this case, however; a resort to history may be misleading. The Asiaof the
1990s is not the Asia of the 1930s. There is no vacuum of power on the
continent, no physicalJapanese empire to defend nor Western imperialism
to overthrow. Japan's military vulnerability, given its population concentra
tion and geopolitical position, is high, especially with respect to large
continental states like the USSR and China. Moreover;Japanese leaders are
highly cognizant of the apprehensions of other Asians about Japanese
militarism, and with its hi^ stakes in economic interaction with this
region Japan is most unlikely to jeopardize relations by developing an
offensive military capability.Finally, the Japanese people themselves con
tinue to register strong opposition to any such course, a fact that has
impressed itself even on Japan's "hawks."

Only a combination of a greatly increased perception of threat, pre
sumably from the Soviet Union, and aprecipitous strategic withdraw^ of
the United States from the region could force an agonizingreappraisal in
Japan—one that would probably split theJapanesebetween two positions:
augmented military activities and neutralist-pacifist policies. But neither of
these two developments seems probable. The United States will almost
certainly engage in some drawdown of its Asian as well as its European
military forces, but hopefully this will be done in accordance with threat
reductions and after thorough consultation with allies. Meanwhile, given
its internal problems, the SovietUnion appears far less threatening, a fact
likely to have an important impact on Japan's security needs, if present
conditions continue More logicalin terms of the forces that drive it,Japan
might at some point enter the international arms market, and diis could
provoke serious new issues. However, current circumstances, domestic
and international, strongly favoraJapanese defense program subordinate
to, and increasingly integrated with, that of the United States, hence
insulated against heightened fears by other Asiansand the reluctance of the
Japanese public to take major risks in the regional arena. At the same time,
Japan's military capacities will not be negligible,and these capacities can
figure in regional bargaining.

Finally,the political ties betweenJapan and the United States have been
exceptionally close in recent decades despite occasional shocks such as
the lack of consultation over the China policy in the Nixon-Kissinger era.
On some issues, notably those relating to the Middle East, there has been a
continuous difference in view and policy. But this divergence has not been
allowed to be obtrusive in the overall pattern ofrelations, and in the 1990
Gulf crisis, Japan was aligned solidly with others against Iraq despite the
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domestic controversy engendered over the proposed use of Self-Defense
Forces in noncombatant roles in the Gulf area.

Once again, a broad trend is under way that will affect Japan—U.S.
relations over time In general, the nature of alliances is changing, with
increasing elements of flexibility and independence for all parties con
cerned. The trend is from alliance to alignment. One can thus expect a
rising number of political initiatives from Japan, not necessarily and not
usually in opposition to American positions, but reflective of the different
vantage points of the two nations. On balance, however, such a develop
ment should complement rather than disrupt the relationship, enabling
complex issues to be approached from different, but not incompatible,
perspectives.

It has been the burden of this analysis to assert that despite the
problems attendant to it, the Japan-U.S. relationship will continue to
remain critical to both societies, cemented by the twin factors of eco
nomic interdependence and strategic dependences^ In its evolution,
however, the broad movement will continue to be that from patron-client
relations to partnership, with recurrent contentions over the vital ques
tion of what responsibilities—and rights—attend partnership. Japan's
drive will be to play a greater role in the decision-makingprocess involving
its interests while keeping the obligations attendant to its new status
limited, at a minimum, acceptable to its public and susceptible to being
defended as in the national interest.

The relation with the United States will continue to constitute the hard

core of Japanese foreign policy. This core is surrounded by concentric
circles of increasingly more extensive but shallower reach. The most
important relationship for Japan next to that with the United States is
Northeast Asia,the subregion that is intimately related to Japan's economy
and security. Here an economic network has emerged with Japan at its
center, a network leaping over ideological and political barriers. Only with
the Soviet Union and North Korea do political constraints play some role,
and even with respect to these countries, though caution figures into
Japanese governmental policies, it has scant significance insofar as the
private sector is concerned. Only hard economic facts serve as a brake
With respect to North Korea, moreover, the Takeshita government sig
naled clearly in early 1989 that it was prepared to begin a process of
increased cross-contacts, a course given substance by the signals from the
DPRKin mid-1990 that it was prepared to negotiate a new relationship
with its most publicized bete noire. Of course, this did not violate

'^Forseveral recent materialson US.-Japan relationswith avarietyof recommendations, see
Francis McNeil and Seizaburo Sato, editors of a conference report, TheFuture ofU.S.—Japan
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prevailing U.S. sentiments, was strongly urged by China, and was not
publicly opposed by the South Korean government, which is pursuing its
ownNordpolitik policies. The Soviet Union presents a more difficult issue
for Japan. On Tokyo's side, the firm commitment to insistence on the return
of the four northern islands stands, although increasingly, there are signs
that some compromise might be acceptable However, the private sector
doubts that large-scale development of Siberia is imminent. Despite the
overall detente atmosphere, moreover, Japanese authorities note the con
tinued advance of Soviet military power in Northeast Asia,largely through
a modernization program earlier in the pipeline. Beyond this, the long
history of Japanese-Russian rivalry and hostility continues to cast a
shadow over this bilateral relation.

On the Soviet side, the Asian priority has been strongly weighted
toward China, with signal progress having been made. The specter of Sino-
Soviet normalization does not worry Tokyo unduly; there is confidence
that relations between the Chinese and Russians are most unlikely to go
beyond a wary normalcy. Consequently, Japan has not previously placed a
high priority on bidding for Moscow's favor. However, the winds of change
are now growing stronger. Although top Soviet priorities are certain to rest
with the West (Europe and the United States) for both economic and
strategic reasons, a reduction of tension with Japan could be very helpful.
It would enable further military reductions in the region and might induce
Japanese economic assistance to the European as well as the Asian sectors
of the USSR. Tokyo has already signaled its willingness to become more
involved economically in Eastern Europe Further, whereas in the past
Japan has shown some lack of interest in improving relations with the USSR,
in an era of global detente and in light of the dramatic events taking place in
the USSR it is unlikely to want to be left behind. Shintaro Abe's visit with
Mikhail Gorbachev in Moscow in early 1990 signals the new Japanese
mood. The sticking point remains the northern territories, but fresh
initiatives on this issue are certain before General Secretary Gorbachev's
scheduled visit to Japan in 1991, with only their dimensions unclear.

Toward the other Leninist states of Northeast Asia,Japan has shown
growing flexibility. Its policy toward China is characterized by an eco
nomic outreach program, albeit one in which trade plays a more promi
nent role than investment or technology transfer. Japan's China policy is
premised on the thesis that a stable, developing China is in its interest—a

Relations-, School of Advanced International Studies, The UnitedStates andJapan in 1988—
A Time ofTransition (Washington, D.C.:SAIS, 1988); and Pacific Vomm,Recommendations
for U.S. Japan Relations (Honolulu, 1988).
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position identical to that of the United States.^^Both nations are thus likely
to hope for renewed political as well as economic reforms. Yetthe Japanese
government places less emphasis on human rights issues than Washington
does. Basically Japanese policy encourages its private sector to expand
foreign operations by providing loans, insurance, and other enticements to
stimulate such activities.

Japan expects to be the principal engine pulling the Chinese industrial
revolution forward. At the same time, mostJapanese leaders want China to
make progress slowly. In addition to the concern about a boomerang
effect from a rapid upgrading of Chinese industry, there has been a latent
worry about the possibility that a powerful Chinese nationalism could be
harnessed to rapidly growing military and economic capacities. For the
near term at least, however, an opposite concern may take priority. It is
China's weaknesses—both economic and political—that currently trou
ble Japanese policymakers. Within the Japanese private sector aswell, deep
doubts exist about Chinese economic policies as they are presently
constructed. Hence, even before the recent troubles, the drive for trade far
exceeded interest in joint ventures or technology transfer, much to the
annoyance of the Chinese

Nor is the Japanese government prepared to move awayfrom what is in
fact a de facto One China-One Taiwan policy.This situation, together with
what the Chinese regard as evidence of a Japanese desire to engage in
historical revisionism pertaining to the 1930s, causes them to keep up a
drumbeat of criticism over Japanese "militarism" even as they cultivate
Japanese aid.Tourism iswelcomed for its economic value,but the Chinese
seem inclined to place certain limits on cultural relations, preferring slow
growth on this front.

With the Mongolian People's Republic Japan maintains a low-profile
presence, yet one that shows a capacity of being upgraded via much-
needed economic assistance. The MPR, in company with Gorbachev's
Soviet Union, has signaled its interest in economic reform, including a
turning out to the market economies. Japan is ready, as the recent loan
offer to the MPR indicates.

Meanwhile, with the Japan Socialist Party serving initially as intermedi
ary, the Japanese government is now moving toward cross-contacts with
North Korea, as noted, even though Pyongyang's propaganda machine
continues to churn out generally hostile reports on the Japanese conserva
tives. Tokyo estimates that with the dramatic shift in Soviet policies.

very interesting Japanese perspective on China's Asian Policies and Sino-Japanese
relations is Tatsumi Okabe, "China's Asian Policy: Chance or Challenge,"/apaw Review of
International Affairs, Spring/Summer 1987.
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including Moscow's establishment of diplomatic relations with South
Korea, Kim II Sung himself has been persuaded that the North has no
choice except to alter its policies. Even earlier, a debate was under way in
top DPRKpolicymaking circles over such issues as economic programs,
contacts with "capitalist" states, and policies toward South Korea.

At the same time, Tokyo'srelations with Seoul,centering on economic
ties, have become ever more vital. The ROK today is an integral part of a
complex division of labor that in the first instance binds South Korea,
Japan, and the United States together. Serious political obstacles still exist
to expanding this relationship in the political and strategic spheres, but
cautious steps in these directions have been taken. Similarly, Japan main
tains close economic and cultural ties with Taipei, increasingly confident
that as the Taiwanese come into greater political authority, relations with
the government will be more friendly,not merely the product of necessity.
Japan possesses a generally favorable image with the older generation of
Taiwanese Tokyo also believes that reunification is a distant prospect
despite—or perhaps because of—the growing economic and cultural
contacts between Taiwan and the mainland.

What is the future of regionalism in Northeast Asia, and willJapan find
its central international role in its immediate environs? The correct answer

to these questions iscertain to partake ofagoodlymeasureofcomplexity.
Japan will progressively increase its economic reach through Northeast
Asia, and tihis expansion will have cultural, political, and even strategic
implications.In these terms, asoft regionalismisgraduallyemergingin this
area with the promise that developments will serve to alleviate old
tensions, albeit possibly create some new ones. There is a good prospect
that as the Leninist states are drawn into the orbit of the market econo
mies, despite periodic fluctuations and retreats greater political openness
within them will ensue over time, and thou^ that development will
probably increase domestic political instability, it will also advance inter
national communications across a broad cultural and political front.
Political convergence in any full sense is highly unrealistic, but the Asian
Leninist states will increasingly take on the attributes of the authoritarian-
pluralist model earlier epitomized by South Korea and Taiwan. This
development in turn will make possible a broader set of relations with
states like Japan. The era of the autarkic polity, like that of the autarkic
economy, is coming to a close.

At the same time, there is no chance that the type of regional experi
ment unfolding within the European Economic Community will occur in
the foreseeable future Within Northeast Asia,the stages of both economic
and political development vary greatly, affecting the contemporary cul
tures of the diverse states located here Moreover, though geography
brings them together, history as well as developmental factors keep them



Japan in Its International Role 313

apart. There are also major inequities of power, however power is meas
ured. Consequently, virtually every state, includingJapan itself, will desire
and need extensive contacts outside the region. In this respect the United
States, as well as the Soviet Union, remains a vital key to the future

In a broader sense, moreover; Northeast Asia is intimately related to the
region of which it is a part, especially in economic terms. The entire
Pacific-Asian nations are under way in the form of the Asian-Pacific
policies and goals. Reflective of its rapidly expanding economic role
throughout Asia, there has been talk of Japan's "regional hegemony," the
coming of an era defined by some as the realization of Japan's earlier
aspirations for a Greater East Asia Co-Prosperity Sphere. Here it is essential
to distinguish between the future and the past, avoiding parallels that have
some validity but are basically misleading. Japan is obviously destined to
play a leading role throughout Asia, serving as an agent ofchange. Indeed, it
is legitimate to describe Japan as a far more revolutionary force through
out this vast region than such self-defined revolutionaries as the commu
nists. TheJapanese developmental model has had a strong impact, even on
those nations whose culture and environmental conditions make adapta
tion very difficult. In addition, when a Thai farmer drives home in a Toyota
truck after having used fertilizer on his plot produced by a joint venture
and turns on his Hitachi TV, the deep penetration ofJapan into Thai life, a
penetration serving to change Thai culture, is graphically displayed.

At the same time, Pan-Asianism in any exclusive form is passe, as noted
earlier. Important connections with the West and with other parts of the
developing world are now indispensable for the states of this region. In
addition, Japan must not only combat a recent historical legacy but also a
political culture based more on hierarchy than equality that is deeply
inward looking. The cultivation of genuinely international attitudes to
accompany international policies will require more than a few years and
the passing of more than one Japanese generation.

Thus, the building of Pacific-Asian regionalism must be a collective
venture, with the prior importance of subregional groups likely to be as
significant for other nations as for Japan itself. This is not to say that
organizations like the Asian Development Bank or the Pacific Economic
Cooperation Conference (PECC) will be unimportant, or that Japan will
not play an increasing part in their activities. Already, preliminary moves
for the establishment of a vehicle enabling a regular dialogue among
Pacific-Asian nations are under way in the form of the Asian—Pacific
Economic Conference (APEC). The thickening ofties among and between
the Pacific-Asian states, a process that I have elsewhere referred to as that
of "Asianization," cannot be halted or slowed. In this process, moreover,
Japan will be a principal catalyst and leader.

It is conventional to speak of great regional blocs, thus to add a Japan-
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led East Asia to a Canada-US. (possibly Mexico) North American bloc and
the European Community. There are signal differences among these so-
called "blocs," however, and those pertaining to Asia are ofkind as well as of
degree. The porousness of Asia—its susceptibility to the influence of
external forces as well as the major differences of size, culture, polity, and
economic structure defy the hegemony of a single state. For example,
however important its impact upon China may be, Japan can never
dominate or even guide this massive society. Nor is the degree of integra
tion contemplated in West Europe feasible in the case of China and Japan.
Indeed, it is still unclear whether China can integrate itself. Finally,
whatever its critical ties to the North American continent, the United
States cannot be omitted from Pacific Basin organizational efforts and the
decisions that flow from them. Nor will a revitalized Europe be unimpor
tant to the Pacific-Asian area.

In sum, the gigantic tasks of Asian modernization (as the latter term is
understood in the late twentieth century) will require extensive coopera
tion, an intricate set of institutions—local, national, and supranational
—drawn from various models but alwaysstrongly conditioned by indige
nous conditions, and a security as well as economic and political frame
work that permits priorities to accord with developmental needs.

Finally, the outer circle with which Japanese foreign policy must
contend is global in nature, with two significant subsections, namely, the
advanced bloc of West European nations and the portions of the non-West
of greatest economic and/or strategic importance to Japan, notably, the
Middle East and Latin America. The great anomaly here is that Japan's
current decision-making power and institutional position at the global
level bear scant relation to the performance expected of it. IfJapan is to
accept and fulfill a greater responsibility for the coming international
order, this situation must be remedied. Given Japan's necessary role in
Latin American debt restructuring, alterations in the European socialist
economies, and improved economic relations among the advanced indus
trial economies, it is a supreme anomaly, for example, that this nation is not
a permanent member of the U.N. Security Council. In any case,Japan's role
in the GATT, the Group ofSeven, and other international bodies is certain
to grow

The principal tasks ahead are reasonably clear. As interactions and the
institutions accompanying them intensify at the regional level, ways must
be found to prevent regionalism from becoming exclusivist, recreating
past obstacles to international intercourse existing at the national level.
This challenge represents a new phase of the ongoing contest between
nationalism and internationalism.

At the same time, in a second contest between stability and develop-
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ment, encouragement in a variety of ways must be rendered to the forces
struggling for political openness whilewe also accept the fact that progress
cannot be achieved under anarchic conditions and that parliamentarism
like other political systems has its rules.

Finally,security strategies, both as they relate to such technical matters
as weaponry and deployments and as they pertain to the broader question
ofwhat constitutes power in our times, must be constantly scrutinized and
revised in accordance with the awesome changes taking place.

In a period of great domestic change aswell as major alterations in their
foreign relations, the nations of the world face two risks. One is pre-
maturism—moves that predate the condition that will give them validity,
hence actions that may retard the very alterations that they are intended to
serve The other is tailism—allowing the optimal time for change to pass,
thereby missing the point at which alterations can have the maximum
effect in encouraging constructive, continuous advances in the direc
tion desired. No less than other major states, Japan is subject to these
challenges.

One trend is certain. By virtue of its accomplishments of recent
decades, Japan will play an increasingly important role both regionally and
globally. Aligned with the United States, primus inter pares in the eco
nomic structure of the Pacific-Asian region, and basically at peace with
itself, Japan is now called on to display the vision and creativity interna
tionally that it has shown at home Can the new generation of leaders
destined to occupy center stage in Japan in the course of the coming
decade play the role effectively that history has assigned them?
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