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Governing Mayor of Berlin, :
President of the Berlin Japanese -German Center,

distinguished guests,
ladies and gentlemen,

It gives me very great pleasure to be a guest speaker
at this Hakone Conference here at the Berlin
Japanese-German Centef and to have this opportunity to say
something of my thihking on internationallrelations, inr |

particular, East-West relations.

About three years ago, in‘fact:.on May 5th, 1985, I

-visited Berlin after taking part”in the Bonn Summit

meeting. -The distressing sight of the former Jépanese
Embassy, severely damaged in 1945, filled me with

emotion. The magnificent néo—classical columns of the
fagade still stood, but therg were sad gaps heré and theré

in the walls. The Imperial chrysanthemum crest, which

‘must once have shone golden in the light, had survived.

In that sad scene, a rhododendron caught my eye. It was
blooming stufdily beside the broken walls. Seeing that
flower, I was deeply moved by the wvitality of Nature,
which lives.through human struggles and their aftermath.
How small and finite man's deeds are, and how indifferent
to them and how infinitely Nature's life continues.
Moved by the emotion-I have mentioned, I composed
three haiku here in Berlin three years ago.
'~  Buds have sprouted out
of the rhododendrons
Against the walls marked by
the scars of bullet shots
- Through young foliage of spring green

the sun shines ubiquitously .
Both in the West and East of the Wall



- Swim as he did
across the water in vain
Besides his tomb
a flower of violet blooms
During World.War 11, Japan and Germény fought in
alliance, and both were defeated. Both réflected deeply
on the actions of their former leaders. We resolved to
pursue the eternal values of justice and- the other ideals
that flow as the mainst;eam of univeréai.world‘history;
'“We5estab1ishedlnewfpoliticai“systems'dn“the’ruins;“
recoyefing, phoenixélike. We are bofh determined nbt'to
repeat.thé mistakes of the'past——militarism,
ultfa—nationélism, ihhumanitf. We are recohciled with the
—nations of the world. We may say that it isrparticularly
" appropriate that the former Embassy of Japan hés started a
new life as the Berlin'Japanése—German Center. It is a
centre for internationai exchange in culture, not only
between and for our two countries but also for the
Europe—Japan relationship, and for world peace. I rejoice
at and celebrate most sincerely the birth of the Center,
and would like to express here my most heértfelt thanks to
the German Government, the City of Berlin and ail

concerned for their generous contributions to the rebirth

of this splendid edifice and the birth of this invaluable

new institution.

Ladies and Gentlemen,
On July 21st this year, I had the opportunity to

address the opinion leaders of the Soviet Union at the



Institute of World Economy and Intefnatibnal Relations of .
“the Scienée Academy. Today here iﬁ Berlin, the crossroad
bétween East and West, I would like.to‘give you‘the gist
of what I said, with some additionalrremarks to help to
- further explain how I see East-West relations well into
the 21st century. l

Looklng back on the East-West relatlonsh1p since the
" end of World War II, we see that its hlstory is marked by
‘chang1;§mézé;ds of c0nfrontat10n and collaboratlon It 1sl
a history of conflict and compromise between thQ.Stalinism
and ekpangiOnism of the East aﬁd the policy of éontainmnt
'éxtensivély pursued by the West. Thét'is to say, in the
great tide.of history,. there were, on the one hand, events
which heightened tension, such as the lowering of the Iron
Curtain, the Korean War, the Berlin Blockade, the Cuban
crisis,.the Afghén invasion, and, on the other hand,
efforts which eased tension, such as the Partial Test Ban
Treaty, the Non-Proliferation Treaty, the Antarctic
Treaty, the SALT Treaty, the Helsinki Accord and, most
recently, the INF Treaty. |

But I believe we should bear in mind the fact that,
even within the Soviet Union, one is beginning to hear
criticism of Stalinism and the excéssive Soviet'defense
policy of expansionism which destroyed the mutual trust
between the East and the West immediately aftef World War
IT and resulted in a stand-off between the two blocs. I

understand that the Soviet Union has started to talk in




terms of “reasonable sufficiency" with regard to its

| defense capabilities. At the same time, EEE;Eigiﬁ

perception of the West which evolved from its policy. of

—— - . .

containment is also becoming obsolete. And so I think the
—— : :

ogportunitxmiswemengingmig;§ﬂeep away the remnants of
_ . ) . . B

th?ffﬂgiliiiﬁi&ind to establish a new East-West
relationship. The Heisinki Accord seems"tolbe‘a mileStonet
in Eurogg:toyggq_ﬁhat end.
| From this.pbint oflview, I apprééiaééi;ﬁé-“né;

thinking" that has been advocated recently in the Soviet.
Union,‘and the concrete steps it has.taken’iﬁ its external
relations, such as the conclusion of the INF Treaty and |
the Qithdrawai of its troops from Afghanistan. I hope
that such positive actions will be further‘acéelerated.“
'No doubt Soviet awéreness'and reflection upon the deadly
tHreat posed by nuclear weapons and the preséure on the
national ecoﬁbmy brought about by the excessive
stockﬁiling of nuclear weapons to the pdint_of overkill
were behind the conclusion of the INF Treaty. I think,
however, that thé deployment of INF missiles in Europe to
counter the $8-20s was in fact the key element in the
implementation of the global‘double—zero option, énd I
referred to it as a‘hiStoric fact in my speech in the
So?iet Union.

I believe there are two important prerequisites, if

we are to restructure the East-West relations

constructively and safely.
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First it is necessary to build up confiaence between
East apd West, which should be verifiable. We must, as a
first step, explore the possibilities for appropriate
disarmament in the area of the conventional military
capabilities of NATO and the Warsaw Pact Orgaﬁization.
Included must be effective and credible arms control
measures, measures that takelaccount ot the response

<
capabllltles of the two 51des to threats, partlcularly the
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:character and mobLiaty,of the forces 1nvolved , 'and also
?\-,________,___«-—-n-”"""’ o e e et s e et "m‘
the prohlbltlon of chemical weapons. We must.also work
for a stable framewerk for global security'that both East
and West may be confidett will function successfully,
while we_maintain‘the min%mum deterreﬁt necessary.
It is essential that the United States and the Soviet
Union now meke determined efforts-to‘conclude a START
Treaty, and that, to that end, Western solidarity and
cohesion be strengthened in support of the United States.

I hope, however, that even before that, indeed

immediately, there will be progress in dialogue directed

towards the early commencement of arms stability talks

itmbEm:

o "

aimed at rational reductions in conventional forces so
that the CSCE Accord mey‘be fully iﬁplemented, and
developed further. I also desire most earnestly to see
the earliest possible égreement in the negotiations for a

convention prohibiting chemical weapons.




The other important prerequisite is very considerable
expansion of interchange between the Soviet Unien and the
East European count;ies and the countries of Western
Europe, in the areas of information, people and the
economic fields, with respect for each country's
self-determination and for human rights.vbirgreatly desire

to see political freedom and democratic institutions
T

e

independently chosen by the people establlshed in Eastern

_.__,-,——-__\i__._..-«-—'———""‘" T vy o

EEEQBe.h In thls context, I att h very great 1mportance

1 T A o

to the perestr01kau and glasno st ! now being pursued by

- e o eI

N e,

the Sov1et Untﬂ?
When we contemplate the future of the East-West
relationship based upon the two prerequisites I have

mentioned, there are three courses conceivable.

The first eeurse would simply be the maintenance of

\-..__.....--—-—"""'_""
the status quo.
The second would be the significqgtyimptqyemgntmaﬁw

. w'_“-'-"""d‘—"
the relationship by building on the fruits already

T e

achieved through negotiatien and dialogue.
f__w_mw

The third course would be for the two sides to

completely abandon their respective policies of Stalinism

and contalnment and to reallze a major worldw1de

y— B -

reconciliation accordlng to new prlnclples and systems,

e ot it e

and a normalization of the Ezst-West relatlonshlp
o o T e "
Although the second course is probably the most
—

realistic one, I believe that we should work steadily to

—
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create the momentum that will allow us to pursue the third
course, Because'in the long run, this is the course. that
will lead to the stabilization of the East-West

relationship and the establishment of cooperation and
- . | ‘ L-_""—‘--_,

.

. - ’ L A . e
interdependence in politics, economics, culture, and
various other fields. Needless to say, since this path is

a very difficult oney we must always proceed with our eyes

Jflxed on the reallty ' Progress in ach1ev1ng thlS new

relatlonshlpimust be supported by concrete actlon and musr
.not be 51mply a questlon of mood, like "detente"'

We should try and improve East-West relations through
dialogue and negotlatlon; seek to solve varlous,world
problems and regional conflicts, withoutrresorting to arms
but in arharmohious manher through consultation; and
dramaticailylsrrengthen relations of free international
‘exchange and 1nrerdependence, while stre551ng the
enhancement of economic rather than military capabllltles
and the 1mproveﬂent of the living standards of our
peoples.' Eor is it not precisely through endeavours iﬂ

these areas that we might find a means of fostering-a
ey

"Spirit of the Twenty—first Century", that is, a spiritgg&ﬁ

enerqgy that would guide the world and provide the
T ———— : S S S,

foundatlon for a_nevw era..-
‘—k‘—-—'—"--—_

I made these polnts in my Moscow speech, which I .had

the opportunity to summarize it on Soviet television. I

~,




believe they struck a responsive chord among many people
in the Soviet Union for the following reasons.
First, in the current inpernational circumstances, it

is apparent that the traditional concept of security has
W A

‘@ndglggﬂiMSEenges. It cannot be denied that nuclear

weapons have been effective as an umbrella of deterrence
against nuclear war and large-scale conventional war which

could lead to nuclear war. But thelr deterrent value 15

less evident when it comesrto non- nuclear countrles, as
demonstrated by the conflict in Afghanistan and the civii
war in Vietnam. |

The influence of mil?tary power in international
politics is waning. I believe that from now on, and into
the twenty-first century, the political focus is likely to

shift and home in on economic and soqiil welfare isSues,

i e

% M ‘
rising nationalism andwthe“proEEE way tgwg‘aLAM%tQJlt, and

s SO

efforts to adjust to the-high-tech information age. I am

effor! just to th 9\\_____ on agd
R ey

hoping that in implementing “perestroika", the attention

e

of the Soviet leaders and people will be diverted from
military capabilities to these other areas.

Secondly, the peop1es of the Soviet Union and fhe
East European.countries are beginning to express their
desire for greater political freedom, human rights, and
the enhancement of democratic institutions which give them
the opportunity to.choose their own destiny accordingAto

their own will and values. I earneStly hope that, should



these activities gain momentum in the future,

“perestroika" and “"glasnost" will be developed in such a

direction as to avoid a repetition of the va:ioﬁs
tragedies that resulted from oppressionrand militarf
suppression in the past. It would seem that the most
realistic approach would be throughlcautious‘and-gradual
changes for é‘"soft-landing.“ |

In my meeting with General Secretary Gorbachev, last

“July, he declared, "the Soviet Unich Will walk slong” the =~

path on which it set forth in 1917, and the réforms in the. -

‘Soviet Union can only be implemented within -the framework

of socialism and on the basis of socialist values. That
we will sooner or later abandon socialism is just an

illusion entertained in the West.” He also said, with

respect to socialist countries other than the Soviet ' o
Union, "“every country should be entitled to the right to /
choose its own form of socialism and to select iés OWn wWay

of developing its society." But in an interview-with the /7
Washington Post, Mr. Gorbachev expressed the view that ¥

interference from any side is impermissible, but that
before the incidents occurred, there was interference of a
édifferent King.

In any case, it is now of utmost importance to foster
an international environment which guarantees to the
people the right to make independent and free choices in

the management of their national economy or in reforming



gradual change, would be the most reallstlc

theif political institutions. Out51de interference of any
kind in the domestic affalrs of a nation must be avoided.
And the‘mOSt_important factor_in.the future East-West
relacicnshfb is the development of international opinion
as well as an environment andtarrangement which will

prevent such interference. That is why I earlier

suggested that a "soft-landing" approach, that is, one. of.

In hlS famous speech 1n March 1946 in Fulton,

Missouri, Sir Winston Churchlll,stated that an iron

curtain had descended across.the cgntinent. If Sir
Winston were alive today, i'ﬁquld be very interested to
solicit his thoughts on improving the East-West

relationship.

Ladies and Gentlemen,

- I would, now, like to touch upon Japanese-German ties
and cooperation. _ |

Afﬁer‘the Meiji Restoration of 1868, the Japanese
Government actively promoted modernization, in such fields
as the political system, the economy, military, and
culture.generally, being determined to catch up rapidly
with the advanced countries of Europe and North America.
Especially, we began wofk on a constitutional system,
preparing for the creation of a national Diet,

parliament. It was a German lawyer, Hermann Roesler, who
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advised the deernment on the drafting of a constitution.
Japan established-its national Diet and adopted a
constitution of the German type. With the promulgation of
the Constitution of Imnerial Jaban in 1889, Japan became
the first constitutional monarchy in Asia. |

| Japanese, of who I am one, wno_received their high
school and'university education in the pre-war period grew

up w1th a very marked 1nf1uence from Germany 1n the areas

of thought and the arts ; I was tremendously 1mpressed and
influenced by_German Idealism and Romanticism, expressed
by_Kant,_Fichte, Schelling, and other thinkers and
writers. In music, I was particularly charmed by Barogque
and Classical music of Bach, Hindel, Gluck, Haydn, Mozart,
Beethoven, and by the German Romantic composers, such as
' Scnubert. The dazzling impression those great phiiosphers
‘ and composers made on me in my yourh still remains in my
heart and soul.

The constituency I represent in Parliament is located
- about 150km north—west of Tokyo. It is in a prefecture of
great natural beauty, one made up of mountainous,
agricultural:and industrial regions. The mountainous part
includes an area 2,000 meters above sea level that is
designated as a National Park. It contains a large hot
spring, Kusatsu Spa, at the foot of the Shiga Heights,
sometimes called the "Tyrol of Japan®. It is a spa where
one can enjoy skiing in winter and golf and walking in

summer.



Kusatsu Spa became famous throughout Japan after
Dr. Erwin Baelz, a German medical doctor,'méderthé
benefits of that hot spring widely known a‘little gver a
.century ago. A music festival, the Kusétsu International
Summef-Music Acédemy, featuring mainly German music, is
Held there in August every year. Many people, music
students, ﬁpsic teachers and musicians, gather there frqm
all over Japan. For two weeks they enjoy practice |
“sessions in German music; Baroque represented by Bach as
yell aé classical and romantic. TheY‘aISOfenjby concerts
and music lessons. I myself ‘had the honour to welcome
Their Imperial Highnesses The Crown Prince ahd Pfiﬁcess to
Kusatsu for one. of those concerts.

Every summer, outstanding musicians.cpme to Kusatsu
"from all parts of Europe and give instruction to young
musicians. Such visitors from Europe inciude K831 Toyoda,
First Concert Master of the Berlin Radio Symphony
Orchestra, the pianist Gabriel Tacchiné,.the violinist
Devi Erlie and the celiist Maurice Jeandron.,  You may be
surprised to hear that German music and Berlin have such
an intimate connection with a countryside spa in Japan.
But there is such a link——ohe that grows closer every

year. This year's Festival was the ninth.

Ladies and Gentlemen,
Differences between Orient and Occident have

generally been discussed in terms of culture--thought,
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way of life, and so on. I have myself often described the
contrast between European culture and oriental culture, of
which Japanese culture is part, using the terms‘"the

culture of knife and fork"” and "the culture"df

chopsticks”. Western civilization, which has developed,

principally, on the spiritual foundation of Chrisfianity,
which is monotheistic, and on the principles of ~
individualism and democracy, gave birth to modern science
and technology. Japan, on the other hand, is a society
with an~indigenou$ polytheistic religious ﬁraditiph and
with Buddhiém'and Confucianism as the main]elementé,of its

spiritual and intellectual foundation. The Japanese:

desire to live together with Nature, considering Man as a

'pért of Nature. We have evolved a society which values

the harmony,‘peace and order of the community, with a
philosppy of Nature and a way of life that are in certain
significant ways unique. |

With this historical and social foundation,rJapan
then imported much of your culture, and has buiit teday's
modern nation, with its economy and technology,
reconciling our own tradition and modern science and
technology.

Germany has achieved, despite ordeals, truly marvellous
reco?ery, with a renewed commitment to the universal values
based on all that is best in the German spirit and

solidarity. No one can fail to feel the most acute



sympathy for the people_pf Berlin, a city that still
retains its postwar "internationa}" status, more than
fbrty years affer the Second World War ended. No citf can
demonstrate better than Berlin thg imporfance of 1iberty,
democracy and peace. I would here like to pay tribute to
the people of Germany and the citizens-df Beriin, who have
50 consistentlyldemonstrated their commitment to freedom,

democracy . and peace, and have achieved so remarkable a

' “réconstruction, with the historical destiny and the ordeal

. that have gone with their beinglwhere East and West meet.

As we  approach and entéer the 21lst century, there must

‘be increasing mutual understanding, not only between Japan

and Germany, or Japan and Europe, but among all nations.
Berlin 1s a2 city which Can guite appfopriately provide the
setting for such understanding among all the natidns, just
hecause of the uniquenéSs of its character and situatibn.

It is therefore meaningful that the Japanese-German
Center wasrfounded here in Berlin. I hope that the Center
will be in every way a forum where all the natioﬁs and all
cultures may meet for creative activities.

We find both differences and similarities among

nations of the world. It is, above all, the human mind

that ceates division or unity on the globe. As the earth

becomes smaller and smaller, with advances in electronics

and transportation, the ideal of a human race that sees




itself as citizens of one werld is beeoming increasingly
'real';-one might even say; an‘"everyday” matter, in |
politics, the‘economy and culture generally.

The Japanese love and admire Beethoven's music.
Every year in December, performaeces of His Ninth Symphony
are glven in an astOnlshlngly large number of cities and
towns, even v111ages, all over Japan. I am afrald I

.cannot tell you why a German masterplece, the Nlnth

P o “

MSymphony, espec1a11y the famous Choral sectlon, should
-have become: a regular feature of the year's end in Japan,
but thefe‘is'one thing I can say with certainty. We are
esﬁecially_moved by these words of theVChorus: “Alle
.Meheehen werden Briider, wo dein-sanffer Fliigel weilt. All
. menlbecohe brothers where your gentle~wing rests." Every
‘year iiteraliy tens of thousands of Japanese sing and hear
these words, and think of Berlin.

Thank you.

Rt oL ST
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The aghievement of a gingle market by the end of 1992 is 5
serious objective. It is being pursued by a Eﬁrdpéan
Comﬁunity (EC) which is in good shape.  There i1s widespread
recognition by both governments and economic actors that a
more integrétsd economy in Western Europe ié a long-overdue
neceséity.. The Cockfield programme 1g Suffic;ently well-
defined for people within both EC ingtitutions and member
states to belleve that considerable progress along the route
to 1992 can be made. The EC is helped by three propitious
factors - more effective decision—making,‘résolution of many
of the agr;cﬁltural and budgetafy disputes and a sense of
sharedgidénfity vis-a-vis the rest of the world. Yet of
course aéhievement of the whole‘packaée is constrained. And

1992 is not the whole story.

context ,A |

Thore in nothing new lu sume genges apsut tﬁe 1992 programme.
It represzants buslness left unfinished sinms thée comploticn
ol Llex L:uuLdlni union in 1Yb¥. The 'trick' 'pérformed. by the
Europoan Commigaien in 1200 was lo 1dentify a maee of
propoeals for detailed and highly techniea! maasures in terms
which had pbliticai attraction and convictioﬁ and to tie

these to a timetable which looked plausible. In so doing the

' Commission had learned much from exﬁerience over the previous

fifteen years. It had found meang of presenting proposals
more flexibly to accommodate the differing needs and problems
of the member states. It had listened more carefully than

before to the voices of the business community and taken the
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views éf entrepreneurs carefully into account. It had paid
considerable attention to analyses of what was reguired to
make European industry (both manufacturing and éervides)‘more
competitive internationally. It had caught‘thelmood of g

5 moving economic debate about global liberalization.

3 None of thig would have resulted in the purposiﬁe'apﬁroachﬂ
é ‘ which followed thé White Paper of 1985, unles$ sevara1 o£her
i problems had also been addresgssed. A crucial stép was the
move to make EC decision-making more effective. The Single
; European Act (agreed in December 1385 and eventually
implemented in July 1987) symbolises this. rThe-SEA.fo:mally
sharpened up the'EC's capabilities to.handlg-thé 1992‘égenda,
P both bj the specific powers for handling iﬁternal harket
businesgs and by adding in surrounding commifmeﬁts to tia the
1992 objective to a wider set of goals. = The result was to
enable each member state to see the 1992 programme in terms

i which included other nationally cherished aims.

4 But the SEA is only part of this picture. The relative
effectivenéss 0f the EC in handling the 1992 programme also
results_from an accumulation of experience in negbtiation;

! Eveﬁ without the SEA the EC was becoming a more effective
lbargainihg forum. The clearest evidence of this lies in the
final aéreement ih February 1988 at the Brussels European
council on the Pelors package, Thig set of linked déals on
agriculfure, financing and the structural funds was ﬁorn out
of 1iong énd painful controvergy. Many further decisions will

be needed to carry the package through,. 'But to have moved so
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far towards a structural solution was both a necessary
precondition of maintaining the momentum of the 1992
programme and evidence of the resilience of the EC's

bargaining system.

One of the crucial factors (but by no means the only one) has
been a heightened sense of collective identity. The 1992
goal is not simply a reaction td'inﬁernational cbmpeﬁitiOn,
but it has been spurred'by‘a shared sense of the need to
ensurs that WesterniEurope can maintain a vigorous role in
the global ecohcmy; Concern has, of course, been fﬁél;éﬁsby-
the behaviour of other méjqr abtors in the internationa;r
trading system. Awaceness of -the stféngth of the Japahése
economy and of Euzope's vulnerability to tﬂe viéissitﬁdgs of
the American economy has produced a determination to enhanée

Western Europe's own ecqnomic‘ahd industrial capabilities.

But the 1992 programme is only part of the story. Thé White

Paper of 1985 dealt with many, but not all of the measures
needed to cxeate & fully unified market. It dealt wifhrsome,
but not &ll relevant forms of taxation. It did not cover
competition and merger-policy or state aids, though
subsequent proposels have since been made On‘sohe of these .

subjects. Significantly no accompanylng document has yet

- been produced on the external trade consequences of a single

market., The Commission had repeatedly made it clear that
market liberalization must be accompanied by continued joint

investment in European R&D to promote techneolegical

innovation and by measures to ease the social strains of

4



adjustment and restructuring. But not all member governments
see this same tripfych. Nor is there a single and united
view about the 1ink between 1992 and macro-economi¢ and

ménetary policies at European level. Most policy-makers and

‘entrepreneurs would agree that something 1like the 1992

programme is a nacessary‘cdnaition of what the EC eccriomy

‘requires, but far féwér'wouldzargue that it i3 a sufficient

condition.

Progress so far

7.

In assessing progréssléé far with the 19@2‘prngfamme soma
care must be taken in,ideﬁtiffing the criteria of ‘'success'.
One criterion is the-volumé_df legisiation agreed. Alsecoﬁd
criterion 1s the‘Quaiity,or éﬁ]1annﬂ'nf the lagiglation
achieved or in prospect.. A third criterion is the
effactiveness of the meaéures as'implemented, notrmerely'
agreed. A fourth criterionfislthe political momentum
achieved. A fifth criterion is the change observable in the

behaviour of entrepreneurs.

Firstr then, the volume of legislation so far agréed is
impressive. The 1992 agenda contained some 300 measures, no#
‘rationalised’' down to about 280. After a sluggish start
gome [80] measures have actually reached the Community
statute boock. Wa know-enough about the rhythm.of decigion-
making in the EC Council ofiMinisters to know that it is

technically possibly for the rest of the 1ist to be



processed. The speaed and output aof the Council have

dramatically increased over the last 10 years,

However, crude quantitative assessment is an inadequate
méasu:e and needs to be countefébalanced by a second
gualitative appraisal. Here fhé evidence 1s more mixed:
Many of the items so far agreed are minor technilcal matters
relevanﬁ only at thé micro-level. O©On the other hand several
watérshéd declsions have been feaéhed.of two kinds. In some

cases a line of legislation has been set in motion by key

. direCﬁives; including: exemplary directives to demonstrate

10

that the 'new approach' to Eurdpean standards can work; and

the precedent-setting directives, such as tpose to liberalize
free movement for certain prdfeséidns. In other cases gingle -
measures have been agreed at the macro-level, which are on

their own worth more than a host of micro-measures: examples

include the agreements on free movement of capital, or those

- on respectively air services and road haulage.

It is, however, equally clear that some key areas of
liberalization are likely to prove elusive. Further
harmonization of taxation (VAT and excise duties are both

under discussgion) looks ilmmensely difficult. Opening up of

‘public procurement is generally argued to be a necessity, but

1t is by no meens clear that it will be delivered for all
relevant products in a sufficiently extensive fdrm. The
éommission‘thus far has insisted that there must be no
picking and choosing from the 1992 menu. But it is a moot

point whether they will be able to hold governments to this
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and the new Commission to take office in 1989 could take a
different view. Moreover, a degree of influence 1is exercised
by the priorities of individual national presidencies of the

Council of Ministers.

~Thirdly, it must be stressed that to agree the legislation is

not enough. EC legiglation, most of,it‘in the form of
directives for 1992 purposes, then has to be implemented by

the member states. This requires two different forms of

‘consequential action. One 1s to tranglate the directives

into naticnal law in a satisfactory fdrm‘and to time. A1l
the evidence to hand suggests that this will continue to be a
problem for some member states on the whole range of

legislation. And on each item there ig always a risk that

.one or other member state may seek to recoup by flawed or

delayed implementation what it has lost in the negotiating
forum. But even if all member states have technically

processed a directive properly, it still has to be enforced

‘and to make a real difference to business behaviour. Again

we have plenty of evidence to indicate just how difficult it
i3 to achieve the level playing fiald intended. 1In this
respect it 1s a great advantage to the EC to have a European
Court of Justice with the powers and the vigdur to be an
aeffective enforcar., Hoﬁever, it can handle only those casesg
which are brought tolits attention and 1t has constant

backlog of caases to be processed. Nor does the Commission

have enough staff to monitor thoroughly all relevant areas of

legislation.
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Much then depends on a fourth factor, namely the degree to
which political momentum can be‘sustaingd. Thus ftar the high
political profile of the 1992 Qoél'hés peen an .invaluable
asset to the {drafters and negotiatqrs'dealing with the
details. Most governmenté procléim the priority which they
attach to maintaining progress, and'both the Commission and
European Parliament share this'senﬁéﬁdf:purpose. To a
surpriéing extent the endeavour'hastéauéht a‘wider public
imagination and the attention of thé;media. It will not be
easy to ensure that this political'diﬁénsion‘continues to
pervade the climate of hegotiatioﬁ,léspedially given the
tedious character of some of the:tég#ﬁiéal issues. However,
the 1992 goal has become somethingfoffa fou§hstone for
demonstrating the viability and:¢:5q1bility of the}EC as a
whole, which helps to retain pqlitidal cdmmitment. But, as
will be arqued bélow, rumbling bépgafh‘the surfﬁce are
several issues which could generételseriqﬁs political

controversy within and between the member states.

The last and perhaps the most important factor which will
determine the 'success' of the éxerciSe is what happens at

the business level. Much of the public discussion on this

. has besan couched in terms of numerical surveys of the extent

to which busineass leaders are aware of 1992, with many
opinion polls publighed and more envisageé ahd information
campaigns under way in geveral member‘states. Heare the
plcture is patdhy with French buginess people apparently far
ahead of their counterbarts in other member states who are

only slowly catching up. However, discussion in these terms

8
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does not do justice to what is‘happeniﬁg on the ground. The
1992 programme wcould almost certailnly not have got off the
ground had 1t not been for the keen pressure from leading
industrialists. The activity of the‘European Round Table of
Industrialists is only one, albeit important; example of such
pressure. Many 1arge'cdmpanies in all EC countries have for
some time recognised the impoftance of being able to operate
across Western Europe and indeed globally. Some smaller
éompénies have established themselves, or can sée the scope
for establishing themselves, as niche suppliers and others.
have to operate internationally to £ind markets. Thug 1t is
.by no means a question-of-the,business community simply
following the 1992 legislation. - Many are involved in

défining the issues and negotiating the details. After all

" the 'new approach' to European standards precisely seeks to

involve industrialists directly through CEN, CENELEC and

national standards 1nstitgtes.

Howevér, beyond this is the question of long term changes in

the business culture and corporate strategies. Here it is

too. soon to judge. For all the alertness of parts of the
business community, many European entrepreneurs have lived in

a parochlal, blinkered and cushioned national environment.

'Longfterm efficiency and competitiveness require new business

sfratégies. Companieg are making plans now which will bear
fruit énly in some year's'time. The extgnt to which they
plan on the assumption of completing the internal market will
in itself make a difference to the viability of the exercise.

At this stage the omens are difficult to read: some companies
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are making great play of their preparedness_for 1992; others

are more discreetly pondering their strategies.

The problems to be confronted

15 A plethora of criﬁical izsues has to be éddreased if the 1992
goal 1s to be-achieved, even supposing fhat it is technidaily
faeasible. Most people assume that the full Iist‘pf‘measurés
will not be agreed by 31 December 1992.:_The qﬁe3ti0n is ~
whether enough of those that count will be in place and the
climate set fof moving ahead, albeit more slowly, with the
rest. The critical issues are broadly aserIIOWé:
(i) how far the process of market un;ficafion in Western

Europe should be by 'deregulatioﬁ', ief 'the‘réduction

! . of legislation and rules, or how far ﬁy '‘re-
regulatioh'{ ie. the replacement 6£ regulétory
measures at national level by detailéd Eu:opean,
1egisiation and rules, in other words tduching somé
central questions of economic philosophy; ‘

(i1) whére the. boundaries shoﬁld be drawn_befweeﬁ the powers
of the EC and the powers of the membexr states, a’
quesfion which raises practical matters of efficiency
and delicate matters of sovereignty;' |

(1ii)the extent to which tﬁe removgl Qf economic barriers
should imply or depends on the removal of physical |
controls at intra-EC borders, ie. touching difficult
gquestions about instruments to contrql.or contain
problems of immigration, animal and'plant health,

drugs, terrorism, crime (eg. fraud) etc:

10
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(iv) whether, and i1if 36 how, the EC should beaf a
responsiblility for easing the social (ie.lsbour market)
adjustment_which'shOuld logically be allikely
concomitant of the 1ntended.proéeas_of~1ndustria1
rationalisation; |

(v) the way in which perceﬁtions and aﬁalees'ééqlve_on how
the benefits of integratidn are.diétribufed,‘ie, not
just the labour market, but regional, sectoral and
country distribﬁtion'éf adjustmené costs aﬁd_efficiency

or competitive benefits;

“(vi) the degree of progress achieved in related areas. such

as competition-poliCy or macroeedonomic_and7mbhgtary
policy, whéfe views differ as to which.éré necessary
cordllaﬁies; and o
(vii)the kind of external-trade poliéyrappropriate‘for a
unified Ecrmarﬁét and the arrangements to bé-preferréd
. .

for handling the EC's continuous dialogues with its

major trading partners.

Some of these issues are already surfacing in the debate
within‘the'EC. Others remain latent. Ail of them could
generate lively debate. Many 6f them will find,opinions
deeply divided in the EC, ag mudh within as batwesn mambal
states. At one level the 1992 programme is a matter of
technical alignﬁent, with many practical benefits to be won
but in terms with are policy-neutral as regards political and
economic values. But at another level the whole exercise

reach deeply into the European body politic and thus toucheé

11
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highly sensitive issues of political pérsuasion and economic

doctrine.

{

Briefly tnéﬁ,feach.of these potential nodes of controversy
needs to be spelled out. First, the issue of dereguiation
finds EC govefnmenta and p01iti§a1 partieé‘pullihg in
different-dire§tions. The global economy 18 becoming more
infegrated 1n waYB'which makes 1t increasingly difficult for
individual r‘.nuntfiﬂﬂ, _r}rnvfah & tight=knit grouping such as
the EC, to ihtérpbse‘regulatory barriers between itself and
thn vant ni_ﬁhn:hﬂnnnmdnn mF #hn_11havai'indu:fviaiﬂn&d |
world, Howeﬁér; not,evéfyoné in the EC WOUld accept the
current Britiéﬁ‘govepnment's attachment to the free play of
ﬁarket forcés; and even the position of the~3ritish |
gavefnmentiis‘nbt'always GOﬁaLBLeut with its own doctriﬁés.‘.
N rouree thilfi:_im lof lsufeoontro govornmonto uhigh olis &
more interventionist stance, but the debate:iS'not a simple
one between liberals and interventionists. The Spanish
Socialist government is after all incfeasihgly liberal and
the coa;itidh'gbvernment in Germany remains cautious about
the pacelof libEraiization. And fhe-wéighf of the German .

aconomny hakes 1t$ position egspecially important.

The appropriate d1v1s1on of powers betweén the EC and the
member states 1srthe oldest debate in the Community book,
Much of the 1992 exercisé'rests on the assumption that a .
commonality of EC approadh 1g desirable and unavoidable for
practical econcmic reésons. But the methods used, not'ieast

legislation by directive, presuppose a continuing

12
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partnership. In the discussion of tax harmonization the
issue of sovereignty has arisen explicitly, even though this
has somewhat distorted the debate about the_practicaiities of

taxation. In her much-quoted radio intexrview of July 1988,

Dolore that moro and mora logidiatiqn”yould hawve to deriwve

' from Brussels. This debate will continue. R

Physical controls at borders within the EC have been an
impediment to oerfa;n kinds of trade and certainly impose
costs on European. induatr{r. ~ Psychologically they o not ,
promote a sense of shared European identity. Yet the ability
to control its boundaries 1s a crucial pferégative of the
state. Moreover many national policies and‘ébme nationai
tfade'agreements.(eg. quotas) agreed through"the EC |
presuppose the continued existence of border controls. The

odds are therefore that there will be in 1993 some continuing

'physical barriers within the EC, though administrative

formalities will be much simplified. But onévshould not
underestimate the extent to which surviving controls will
result from habit rather than a reasoned agsessment of

efficient enforcement.

The social dimenéion has for éome timé béen a controversial
issue within the EC with views split on how much 'sociai‘
enginearing’ 1s-desirable or feasible. In the 1992 exercise
two iggues arise: fifst, how far alignment of company law may
be required and if so with what component on w0rkérs'

reprasentation; and second, the extent to which some cushions

1
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should be provided to ease adjustment,‘as'they have been, for
example, under the European Coal and Stesl Community. Thisg
is partly a left/right isSué and partlf a questioh of
carrying organized labour along with a process of economic
change. Jacques Dequs and é succession of Council-
Presidencies (Greek, Spanish, French) insist on the
importance of an active social dimension. From among both

some governments and many industrialists resistance will

~continue to be expressed.

The cool analyses of the likely consequencgé of;1992:3ug§est
that the benef;tsfand burdens will be widely sﬁread and that
overall the resulting growth progpects shOuld bénefit the EC
as a whole. Hoﬂever; there are already Qithin;fhe EC
considerable regional and inter-country disparities. It ig
understandable that there should be some voices raised in
anxiety. The agreement to double the structura1:fundé'
(reached iﬁ Februarﬁ-lgse) has made the atmosphere calmer
than might otherwilse havé been the cagse. But a watching eve
needs to be kept on the potential for furtherrdisquiet, not
least because it may be translated into heightened concern’
lest some companies with parentage cutside the EC benefit

more than some indigenous and indigent Europeansg,

Polidy—makera in the EC have to tread carefully the line
between under-playing and over-playing the size of their
ambition, It is almost certainly the case that the 1992
programme will disappoint, unless gome other corollary

measures are agreed: competition and merger policy provides

14




an instance of a need to develop and te an extent revise
axisting EC rules. ‘Propbgals are under discuséion but much
more remains to be-dohe and here both effective enforcement
and sensitivg intérpretation of the rules are required.
Potehtially of course the 1992 goal could be taken to cover
macro- as well as micro-economic poiicies; but that in turn
takes-policy—makars inté difficult‘watars; Though the debate
on macro-economic pélicy‘and monetary pdlicy wiii continue
du}iﬁg the same time acéle, 1f too close a link ig made with
the single market 1t could backfire by slowing the pace of

negotiationa and complicating the discussion.

ahd so to trade .

23 Where then ‘does this leave the EC's rel’atiénships with its
main tfading partners7"The bottom line is that the EC and
its members d§ not make'goqd'trading partners_qr-satisfactOry
markets, unless the\Wesf Européan'economy is in good shape.
1992 is one part of an effort to secure this end. But the EC
is aléb a powerfﬁl force-in‘international tradé negotiations
and ¢an use 1its bargaining‘pdwer and trade instruﬁénts in
ways that have important cénsequences. Broadly the key
factoré are as follows:

(1) 1logically and practically some trade policj issﬁes
follow directly froﬁ the plan to unify the interhal
maxket, notably as regards surviving and sepa:afe .
national trade restrictions (as for example on textiles
and automobiles), where the minimum sensible outcome

would be to agree on an EC-wide set of arrangehents,

15



24

though more radiocally abolition of such restrictions is
in theory possible;

(ii) careful negotiations will héve'to take place about
access to the desired 'level playing field' withiﬁ the.
EC, where firmg of clear European parentage will expect
no discrimination, but there will be serious pressures
to resist extending suéh access to all firms of non-
European parentage, and to define & 'European’ company
is no simple task; | .

(iii)but this difficult'debate is unavoidably linked to the

issue of reciprocity and the character and mood of other

international trade négotiations, where the EC will have

a double concern, partly to mQXiWiSB ite bargaining
power and partly to diffuse intra-EC tensions through
external policy actiodsi

V(iv) and meanwhile some.coyntfies or groups of countries are
in the process of seaking to redefine theilr trade (and
to an extent broader relatiéns with the EC), notably the
East Europeans and the EFTA COuﬁfries, with several
other countxies in the wings (notably Turkey end the

Maghreb).

It ig difficult to predict how these difficult issues of
external trade policy wili be resolved. Within the EC there
are three camps: the bfoadly liberal; the instinctively
protectionist; and the waverers. None of the three can
command a majority. The étance of the EC is not likely
therefore to be sharﬁly defined as either clearly libefal or

clearly protectionist. Far more plausible is the scenario in

16
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which the EC continues to have something of a spl“'it
personality on trade issues, more liberél in some caées,.more 
restrictive in others. Much of this Qonfinuing debate will
be driven by political, economic{:sociaxiand industrial
pressures within the EC. But‘equaliy the debate will be
shaped by both the pressureé of élobél economic forces and

_the actiong of the EC's trading partners.

17
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The'Changing International Economy and

tiis Challeangas forr Japom and Europa

Akira Kojima

-The world eoonomy is presently suffering the wovst case of structural
imbalance since the end of World War II, as evidenoed by the fall of
.the United States Lo the status ef dgbtorﬁnat;qn_and by the aooumula-r
. tion of debtgﬁby developing countries;i éut.;hérérbbiémris_hoﬁ,cdn; |
fined to the United States or any othef spe&irio douﬁtry. 'Indeéé; the'

: warld eoonomy as a whole faces a serioua systemic crisls. In a bvoad f

e

e

;‘hietorical context, the age of two auperpowers--tha United States and é }7

‘the Soviet Union--is over, and we' are witnessing a hegemony shzft 1n '
M -

the global power struotura

Neither Japan nor Europelcéh afford to view the bﬁoblema ﬁorment-
ing the Un;téd States and other countries as none of their affair.
Burope is alive with the promise of :uli integration glated:for 1992.
Eurcpessimism has bean reblaeed bj "Eurq-&ynamismﬁ' Nevertheless,
Europe should not think itself immune to the effects of thae U.S,
economic troubles or the crisis of the dollar, The crisis is ﬁot in
the United States alone; it is cné‘that pervades the entire world
economic ayatem in the throes of hegemoﬁ&rshift.

' Any notions of seeking to build "fortress Europe,* I believe,

could cause self-destruction. The United States hﬁgﬂgggggg;zﬁggggg__ 7
et

<

~
domestic and foreign polioies. Should Europe create an exolusive

regional bloc, American realism might turn into narrow nationalism and

unilateralism.
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To avert such undgairable consequences; Burcope and Japan should
strive to make their economies a3 open as possible to the cutside. In
the course of hegemony shift, burden sharing 1s expected to emerge as
an important issue amoég major:équntries. Deepening interdependen&é
in the real sense with other countries and shouldering %n inereésed
share of burden in §rder to prevent the multipolarized world'eéonomy
from'éollapsing:are the responsibility--indeed the challenges.-that

Japan and Europe must undertake. Cocperation among the 1ead1ng

industrialized democracies will be of erucial importance in the aoming

 five op ten,years.

Implioations of America's New Debtov Sbatua

When the Un;ted States beoame a nat debtor nation in 1985, the
sooncmic di$GQuilibr1um it had auffered beoama almost synonymoua with
the disequilibrium of tha global economy as a whole. The tLS. trade
balance, structurally in the red from the end of the 1960s to the
beginning of the 1970s, led to fresident Nixon'as Hew Ecoﬁomic Poliecy
and the dismantling of the Bretton Woods system. If nothing is done
about the current U.S. orisis, global trade and monetary systemé will
also totter. America's current accounts deficit of $100 billion per
annum and its net accumulated debt are unsustainable, In 1985, when
the United States turned debtor, it was historlically inevitable that.
American leaders should suffer "sustainability shockM! So was the
Plaza Agreement of the Group of Five, Becaugse it was historically

inevitable, the agreement was endorsed at the Tokyo summit of seven

.advanoed nations held the followlng year.

Never before in the history of the world economy has there been

R
et e

a cage in which a key currency country became a debtor and still

maintained its position as key currency country. That.is what makes

S

T el e R T
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“the ¢riais so serious. The U.S. dollar problem is not a mere currency
ﬁFEEigEd;;;;;;—;;H;win {trade and fiscal) deficits. It poses geo-
political problems as well as economic problems. Adjustments on the
part of bhe.United States alone are far from enough; the financial
resﬁruoéuring of Pax Americana, involviué ita,maj6r aL1ies, is vital.Z
If a world edonOmic erisis is to be avertedr thélénowballing of the
VAmerican debt must be halted as soon as possible.r Forﬁer U.8, Secre-
tary of Commerca Peter Peterson described the situation as follows.3
-The_consequences for our trade performance have baen direct and
'l extreme. Back in the spring of 1981. aupply-side optimiets
lrwithln the administratxon wene forecastlng a $66 billion trade
:aurplus by 198&. Instead we ended up with a $123 bllllon
-.deficit 1n1198u, which grew tp a $!70 b;l}ion @efioxt last
yeér, ‘In the ﬁanufactuving-sectqf bf'éué trade‘ﬁceount,
meanwhile, we have gone from a surpiua;of'about $20 billion as
recent)y as 1981 to a $1uQ billlon defi¢it last year. This
negative awing of about $160 billion- amounts to a stunning 4%
of our nation s GNP, and about 20% of our manufacturing output.
To put this swing inte a global ;ontext,_this swing is
eqﬁivalent to about one-seventh of the world's maﬁufactured
exports.
The gravity of the situation is illustrated ih the graph below, taken
from the report of the MITI Ad Hoc Committee on Options for the Nation
(1988). 1If the growtﬁ of the U.S, debt is to be halted in ten ysars
(Casa 1), ethe Ustted Etoten mugt out ite trade deficit by $2U hillinn
each year. In this-.oamase, the debt will peak in ten years at $1,300

billion. The amount of additional. financing the United States will
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U.S. Bxternal Jabalance: Hagnitude and Impact

Magnitude ' b
(Unit: $1,b11;ion)

1,400 -4
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808
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_ Casa 13 Debt stops expanding in 10 years

‘Initial net exbernal debt e $410 billion

- Interest rate ~ ... 5% T
Initial current deficit '... $150 billion S
Initial trade deficit ... $170 billion ™\

Annual-amountfneeged to amgliorate trade baiance: $24 billfon

Case 2; Debt stope expanding in 5 years.

Initlal net external debt .,. 410 billien

Interest rate ... 5%
Initial current deficit ... $150 billicn
Initial trade deflofit ... $170 billion

Annual amount needeq to am=liorate trade balance: $42 billion

Impact (Unit: $1 biilion) Case 1 Case 2
Annual amountfneéded to ameliorate 24 42
trade balance '

Acoumulated debt at peak ' 1,300 790

Amount of additional financing needed 8g0 280

Trade balance (at outset) =170 =170
(5 years later) . approx. =50 approx. 40
(10 years later) approx. 70

The range of improvement needed for trade 240 210

balanca te be reached

(Rote: Trade surpluses of major surplus countries in 1986 [unit: $1
billion): Japan 92.8; West Germany 54.7; Taiwan 15.6; Canada T7.3;
Total 170.4.)
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nead will reach $890. Even this simple forecast shows us ¢learly that

the ynlted Stubes camnol achileve Lhe uwcvessary adJuslwdubs &laps.

Begeaony Shift
Today the bolitical and n:conomi_o struoture of tha ﬁnat-_-ﬁor_ld Har
IT period pivotlag ovn Lhe duited States and the Seviet Unien '-isrr'cirpidiy
changing. The trend firot manifeated by the MNixon ahooka" of 1971
became firmly established when the United Statea turned debtor nation
in 198s. | _ -
Paul Kennedy is somethlng of a phenomenon in the United Statea

today. His weighty tome, The Rise and Fall of the Gregt Powers, is a

top best-seller and his mesaage has come to have profand influence onf!-

the U.8. leadership, He writes, for example, as follows.

The relative- strengtha of the leading naticnag in world affalrs
never remain constant, principally bacause of the unevep\pa@e
of growth among &ifférenﬁ:aoéieties and of the‘tecbndibgiﬁéif
and organizational.breakthroughs which bring a greater advgnf

tage o cne sociaty than to anothenr.
« « « Once their productive capacity was ephanced, contries
would neormally find it easier to sustain the burdens of paying
for large-scale érmamenta in peacetime and of maintainins and
supplying large armies and fleets in wartime, It sounds orude-
ly mercﬁnbilistic to express it this way, but wealth is usually
needed to underpin military power, and military power is usual-
ly needed to acquire and protect wealth. If, however, too |
large a proportion of the state's resources is diverﬁed from
waealth creation and allocated instead to military purposes,

then that is 1likely to lead to a weakening of national power
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over the longer term. In the same way, 1f a’state overextends
itself strategioally, . . . it runs the risk that the potential
benefits from external expansion may be outweighed.by the great
expense of it all--a difgmma which becomes acte if the nation
ooncgrnéd haa entered a‘period of relative econqmic deéline. _
The history of the rise and later fall of the 1eaq1ﬁg”coqntries
1n.the.Great Power system since the advance of wésteéﬁfEurope
in the sixteenth centry—-tnat is, of nabions such as Spain. the
‘ Netherlands, France, the British Empire, and currently the
United States--shows a very signiricant correlation.gxgg thé
‘-logger hexm belween pvuduuleé and reveuue-raiaing eapaeitieu .
on ‘the one hand and military stvength on the other.WJ; j'
The reliance of the postwar WOrld economic system on the UJS dollar
and Ame:ican,ecqnomlc strength was from the beginning unnatuval, The.
situation tnét was sustained by the o?erwhélmingly immenaé ecénomic and
military strength of the United States alone may have been an abnormal
one, If that is true, the dacrease in relativelLs. atrength would have
to be viewed.as a "return to nqrmalcy. 3ti111, for the United States
itself, adoépting ita prelatively more reduced strength aé "normal! is
psychologleally very difficult,
ﬁuring President Reagan's first term of office, the Unlted States
sought to lgnopre the rseality of its deelining relative strength,
hoping to extend the dream of itas superpower days once more. TIts
apurt of arms buildup énd drastic taxAcuts were tools to that end.
The atteapt ﬁo turn the historical oldck backwards, however, was
proven to ha#e_failed by 1985,Aand the Reagan administration revised
1ts policies in due recognition of the reallties.

The policies adopted for currency alignment and other measures in
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the months following the September 1985 plaza Agreeﬁenb; bore out that
change of course. |
| 1._ The Baker plan designed to solve the accumulatéd debt problem
of the developing naficns -
_2.' 561f-initiation on the parb of the federal government based
;on Article 301 of the Trade Act
3. :Overtures for a new detente with the Soviet Union and the
. Vbeginning of the U. S.-Soviet summits
'JThe Soviet Unionﬁa superpower atatua had also declined, and this

7 ushared in Eereatroika and brought Gorbachev to the negotiating table

,; with Reagan._,
The seventh and exghth chapters-of Paul Kennedy'a aforementioned
book;-whioh analyze the transformation of the bipolar structure, ane
eaid to be much disgussed in the Uhited States. Perhaps the "Paul‘
Kennady“ phenomenon means that America haa cast aside 1its ﬁnrealistio
fantasies or continued superpower status and is beginning to confront
the reality of hegemony ahlPL
The. change of ocoursae 1n domest1§ and foreign polioy begun in the
lﬁﬁter half of Reagan's administration will no doubb be pushed much
quther_by the sﬁccaedidg adminiétrgtion. Whether the Rebublioans or
tﬁe,bgmocrata win in thé coming presidential election, the fundamental
oéqrsa_of_ﬁoliéy is not likely to change appreciably. The new admini-

qtbation will probably pursue a realistic policy. Republican Senator

Lugar has forecast the poliey line of the new administration as

follows:®

One of the most crucial tasks for the next president will be to
negotiate much more successfully a redefinition of the roles

that we and our allies must play and the accompanying
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allecation of presources to pay for those roleé. ’Fithout such
negatiation, the United States will fall victim to a pilecemeal
reordering of domestic spending priorities among legltimate
damands_fqr defen;e, foﬁ:investment to modernizé our
competitivéj;ndustbies and soclal infrastructure, and for
expendit&;és:vitél to the healtn, education,.aafety-and
economio security of Amevioan citizens. The gap between
miss;ons and means Hlll become larger and the risks to
‘collective Western aecurlty will increase 3ubstant1ally.

Simllar budget and resource debates occur in every vital

democvaey, and the 1arger industrialized democracies are

-becoming ﬁore adapt in advising ¢ach other on desired outeomes.
.Moreovar, Lt 1;“important to underatand that greater bunden-
sharing is not confined to the defense sector.. Failure to end
diaaatrous agricultural subsidization and dumping policies, for
example,-can affect the politioal will of ong ally to defend
anéthéri‘ | |
The Soviet Union uhdév;do;baohev. deveting itself'egrnéstly to the
restructuring éffor# ﬁhdev Eerestroika,-proved itself no longer the
fMevil empire" and came Lo the negotiatins table with Reag;n. The hew
detente can be'expécted to be carried further under the new U.S.
administration. The new‘go#ernment is bound to place particular

stress in external négotiations on Japan and its allies in Europe., Wo

doubt its catceh phrase will be "burden sharingt

Burden sharing includes, of course, redistribution of the mili-
tary burden., Defense Secretary Frank Carlucei advocates a strategy
for U.S. "hegemany on the cheap" achieved by cutting back military

expenditures and curtailing its geopolitical role in the world., As
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part of that policy, theé United States will emphasize "geopolitical
afficiency” and shift the burden and the responsibllity for NATO

dafense to Europe.

But burden sharing is notﬁEOnfined to military affairs. It
extends to economic cooperation, technological cooparation, macro=
economiac policy Adjustment, opeﬁiné of markéfs to U.S. products,
-protection of rights to intellectual propevty, and so on, Its
consciousness--sense ef veality--raised by the baptism of the Paul
Kennedy phenomenon, the United Stabes 13 aure to take a realistic
approach to theee matpers. | | | |

Tne Omn.lhus Trade ! _

The Omnibus Tvade Act has c0me to fbrce in the United States.
But this is not an avent we can really celebrate. This protectionlst

1egislation will not inflxot direct harm on other countries immediate-~

- 1lys 3§§t arouses our misaivings ig the unilgperalzst thinking that
:ffffffffwigL as exemplified by the #Super 301" provisioen.
: The Act'itself may be relatively harmless, but how it is applied

In ke yeamio by wwwed L5 & mabéar of séave'uanonnn. Hou that tho 1aw

has gone inta effaat, Jaoan and Europe must {nfluence the process of

its application so that it will not do irreparable damage to world
A < '

trade and the global economy.

The most effective means of achieving tﬁia is for both Japan anq
Europe to increase their function as absorbers of export produsts from
various parts of the world., As observed in the réport of the Ministry
of International Trade and Industry's Ad Hoo Committee on Options for
the Nation (1988) introduced earlier, the U.,S. trade deflcit ought to
be drastically reduced every year. Otherwise, the United States will

simply be applying the Trade Act unilatqrally.
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- Of course, if the United States manages to cut 5ack its trade
deficit each year and apply the brakes to its acoumulation of debt, it
means that the United.States will cease to be the main.engins propel-
-, B_:ii LLi. -LC.delid i1l gywuieshe dafle

.LJ-LI& Ull:  w'd L\l -V\-V“VIMJ -

tionary impact. That impact should be absorbed by Japan, Europe, and

the Asian NIEs,

RBurope After 1992

The European countries are Joining forces to oreate a new unity
to begin in 1992. The world trade system will be profoundly affected

by the kind of Europe its masterbuilders conatruct Americana and

Japanese fear that Europeana pay be building a exclusive, self—

* conlaloed fu:bxeau, attd Eutupéaﬂb a&e& Hell awarc GF that.T‘ 1ﬁf B

Any attempt by Europe to- build an exclusi&e bloc would be self- :
defeating, It would only encourage American unilateralism, and 1ead
ultimately to the emergence of other closed economic bloos elseuhere
in the world. The greatest challenge and-task‘European countries face
is their responsibility to dismiss- the thought of creating a "fortress
Europe“ and bulld an open economic- zone._

No matter how stalwart a "fortress Europe" they might bulild, in

any case, Europeans wil; not find themgelvea immune from the econamie
adjustments and disturbances going on eiséﬁhere. Neither ocan they
avold the sffacta of hegemony shift. The United States no longer
possesses overwhelming power and leadership In the Western wqud, and
there 18 no country, actually or potentially, ﬁhat might take over in
that role. Nor is there a currency thét cpuld replace the dollapr as a
key currency. The possibility that the world might one éay revolye

around the European currency unit (ECU) alone seems very remote.

The hegemony shift is in steady progress, buf little progress has
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been made among the major powers in adjusting rasponaibilities and
burdens Lo conform to the nedw pewer agtructurc., If Eurdpe tries to
create a cloged bloc, the United States will probably respond in kind,

by building "fortress Americaﬂ?' The United States is now sounding out

Japan and South Korea on the feasibility of free trade agreementa.

Details are not known. In all. likelihood, a consensus has not even

baen raached among the Americans themselves on. that mattar.
I waonder what' Euvopeans think of ‘these moves on the part of the

LXK Thq; vlight ts sz 1e I think, 0o a nouotion to tha exoluiive .

economic bloc Europe may ‘be. building..

The European countries have not told Japan or the UnitedLStates

much about the 1992 unity. Perhaps they think it is aimply their OWn ‘

regional affair._ But ia this age of interdependence, few problems are

80 narrowly confined. The European countries should be more frank

with other countries about what they are hoping to achieve in 1992

Adjusbmcnts in Japan

-Japan is in no position to even discuss any notion of "fortress
i A T ST, ———————————e

Japan,* Itz vary survival dépenda on interdependence with other coun-

/'———w- .
tries, Adjustments in Japan are being made mainly through the market

price mechanism. As the strong yen has become stabilized, changes are

ocourring in the behavzopal pabterns of both corporationa and con-
sumers, Twpurl rodtas kave diveraificd, and tho price and inoope elashia
elty of imports have visibly risen since 1987, To hasten the pace of
such adjustments, it is necessary to increase the number of areas
where market m#ehaniams eould work, through further deregulation,
with the stronger yen, the Japanese market is beginning to be fully

linked to the global market for the first time.
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ENDAKA, JAFAN, AND THE WORLD

While international economic 1nterdepand9nnm hav qtdFth
developing among Western countries long aqo and/has dramat:cal]y
increased more trecently, Japdh’b iteet Lione Lt thn wurld LLUHDmY
and subsequent exposuwre to international 1nt9rd9pendnnrw is @
majar , relatzvely new factor in interoational econiomic rL]uLIU“1,
likely to bring substantive changes, even though possihly slow,
to their organization.'Chéngea in the Japanese s nc:vty, pp]:tlca,

antd ecanomic structure may also be c0ns1dnrablu.

A major'factor_béhind Japaheae economic and %dﬁéidﬁ*bpiity aver
the post World War II pericd ie thal of gggguggggé Qis"é“vig
foreign sources of supply for needed vraw materialsiand enct gy .
The ability of Japan to prevent tha t depondence {rnm Jmplyznq
vulnerabllity has been truly impressive, The can&c1nuunuu o f

being dependent certainly plaid a najor Foale i1 U develupmvnt

ot a growth strategy based on exports of manu*actu?ed'guad& Lo
the rest of the World., The success of that strateqgy has iteelAd
created & new form of dependence, that of a suppliér vig~&-vise
its customers. This could hafm been a source of weakness and
vulnerability, The dramatic rise of the yen since march, 3985,
has prompted a needed departure {from an export-led groth
strategy to a domestic consumption oriented one. The ability of
Japan to adjust so swiflly to an adver se internatignal

envit gnment has again imprégﬁmd the world. The Japaliess econony

is bocoming a very powerful and mature economny.

Uhe should not however disregard or underestimate the profound
changes that the evolution of the iriternational economy have
brought forward over the last 1D yvears, and their implications
for Japan and its relationship with the world. Through the
building up of huge cwrenl account swpluses, Jdapan hay become

the first warld net creditor, and projects ile wealth and



econamnic strength'all ovar the world. At the same time, the links
thus created with thezrest'mf the world have becowme vital for the
Japanesg economy. That interdependence ie fmrciﬁg ﬁapan inio a
twotold reaction: gréater reliance on ite domestic coconamy, and
some kind of "defen&1ve lpader hip" in world economic af{iairse

One question Gften ralﬁed ;n ane form or anolhier regarding Japarn,
is how fast dEfeﬂSIVQ leader hxp of that sort s eventua]ly

likely to turn intu ugsertlve behavior. A rel ated quugt:un‘

Aragardr the abllxty of J1pdn ta became a dam:nant warld power,

axertxng pulltical 1n41u9nré dnd eConomi ¢ 1eader:h:p.

This pap@r; written from a nnn Japancqn point of v:ew aud ‘with

likely Western: pra;ud1cea, w:ll firet address Japan's el anend ©

achievements in the ¥dca of a strong yven: Tt will then briefly
specu] ate over the related implications, before addressing the
broader question of Jdapan®s raole in international ecanomic

relations,

1. Endaka 1 the strong Yen revolution.

To be convinced that the pericod since 1980 can be detste ibed ao
initiating a new stage for the Japanese econumy, one just needu
to observe the evolution of the ven/sdollar rale on the one handgd,
and af the yven's effective exchange rale on the other. boll show

& dramatic departure from their historical patterns, wioch id not

the case for the currencies of other developed counlsies, whose
fel me,

value rises back in line with past experiences. In real
Japan has suffered a drastic competitivencss shock vie-éde-vis the
i ted Staiesrand other industrialized countries as well.
Bilateral terms of trade (messured as the relalive wholesale

in terms of dollare) with the lnited States have
1985, E{{ective real

price index,
jumped a staggering 704 since february,
excliange rates for the Japanese currency also exhibit a very

sizeable appreciation.
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The sector QF the Japansse oconumy most affected by that nhoﬁk is
of course that of export or:enteu firms. Here, however we'{1nd &
revealing exemple of the way Japan can copt with extérnai‘
dxsturbdnLeﬂ._Nhile'wholeqale”prices ant _the value added

deflator in Japan, relatlve ta tha reqt ot the world and
expressed in a common currenty (tho e aPL dif{{erent pomm;b]c'
measures of the Yen real e%feﬁtxve exchanqc rate), have 1umpe

by more than 304 since the dullar-bpgan 1t: decline in {february,
1983, the relative expnrt prlce for manufartured qondf ﬁggJ
1ncrea&ed much less. This may of Laurqr re{leci expuit’ phicu
increaser by foreign Pxport@rs, nutably ﬂmer:cdn, Lut also. mure
likely indicates & substantial p{fort by Japanese ex purturn to
safoguard market shares thraugh SQUEL21HQ their profiles, thus
abeurbing a large part of the uxtprnal_ghocL. |
That reaction howevetr could noi_be sustainable olher thiaqa
staying equal. Exporting {firms have Lecn atle Lo conpetsate {or
laost profits, or 195594, in their ssles abroad by increased
activity and profit making in the home aariet, indicating a
scecessful reorientation nf the dapanese ecconomy towatrda .the

domestic markpt.

Incidentally, the Japanese domestic market has always plaid a
role in the Japanese iapressive economic expansion,
only on tht net

fundamental
One may lose this perspectfve when one foouses
expnr% cnﬂtfihutimn to economic growth. There has indeed been a
conspicuous suctess in the export sectore of the ccanomy. But e
main contributor to real growlh has been domestic private demardd,
in every year since 19468 with Lhe éxceptian of 1974, 1960, and
1981, Since 1968, in average, private denand has contributed 4.3%
7%y
private

of GNF to real gerowth, public demand 9%, nel exports
totalling G.4% total growth, Over the 19751987 periaod,

demand in average still contributes 2.7%, public demand 5%, nct

exports . 7% .



The main departures that occwrred siance 1986 thus concern the
relative contribution of domestic and external demand Lo Lhe
growth of GNF., fndead terna] cuntrzbutzmn to growth has hOLumP
negative, indicating that in spite nf ccmpentatory eypurt przLino
by Japanwse firms, and along w:th donestic ma<r0&conom1c
adjustment measures, the real apprec:dtlnn u# the Y, ha5<wurkpﬂ
power fully. The énhual rate of growth a{ real 1mpnrts hdb.
_increasad from zerc in 1985 toraround 1m % 1n 1?8?-fthat of‘r al
Cexports has been negative in 1?86. but haﬁ ﬁ:nce reCUVQred ter
Caround 5% in 1987. This quantity adJustm@nt has allowed: fnr s
long swaited nominal adjustment i thertrada baldnce Sae
indicated by the manthly trade figures since 1986, HQNEVEE, the
Japanese trade surplus remajins sizeahle, and likely to elicit

renewed pressures from Japan's partners.

A.very sirong expansion of dnméstit denand alltogether promoted
growth of imports and of domestic prdduction."TﬁaL adiuvstnent was
ﬁucceﬁsfully induced by the pritce and income effecto of higher
terms of trade on the one hand, and of ¢ Our se by the deliberale
impulee given by fiscal policy in the second half of 1987, with
the injectian aof &0 billion Yens into the economy,. In turn, the
income effects of higher growth help sustain the volume o
imports. Many observers indeed today herald a dramatic sut'ge in

imports and, more profoundly, in importing behaviors,

Does this so far successful adjustment indicate superficial
reaction or does it instead announce a more profound change? Many

hints would tend to privilege the second interpretation. The

ability of the Japanese economy tou maintain & high rate of |

growth despite the high yen has, paradorically, contrtibuted to

make Lhe high yen desirable. Induced by the new competilion {rum

impotted gouds, (notably from Asian NI(E), price cutting has

become fashionable, still adding to the income offetls afore-

mentioned. As is generally the case with a strong currency and



Cthe effects of intérnatianal éompetitimn, the Japanese industry
repurts eiz eable ef{zczpnry qazna. Froductive iﬁves{méntuexhibita
healthy real growth, nmw taang the lead over prJVaiw consumplion
to sustain economic qrmwth. 1he Jdndnesr enjoy their buying power
abroad! at all levels of ocnnam:c aqvuL firms or :nd:y}duald.

- Last, but not leabt, a decllne 1n the valuc of the Yeﬁ'would now
be associaled with the riaP af 1n{1at10n. Not anly has Japan
learnt to live with enddPa, but 1t also EHJDYL 1L and mlght iry
Lo atick ta 1t. Thxs mabea even mure lxkely that the! deUﬁtmwnt
we have seen so. far 1q thc boq;nn;ng of ﬁmpthang ]JPP a ﬁUCletul
change. Laﬁt1ng impacL can a]ready be 1dant:{:9d w;thxn Japdn.
as well as with regard to the Japanpse wor]d puhture'and

reldtlnnq with. othor cuuntr1ea.iuf“

2. losues of adjuﬁtmént. -

It i 1mprpasxv9 to nwt;ce the thent to which the Japanese
government and patablwshment seem O support and actively promote
economic adjustment when it appears necded, while Western
cauntries have established a definite tendency to rather try to
delay it. It is not unly‘tbday a‘ﬁétter of appropriate reaclion
to temparary economic conditions, but also a conviction that the
time has come to redefine the posture of Japan worldwide. The
domestic implications have been highlighted by the two Maskawa

reports, which define a long lerm structural program for economic

palicies. Among the key recomeandations are ¢ o strengthening of

domestic demand, the reduction of working hours (Lo an objective
of 1800 hours a year by year 2000), the five-day-week, and a
sipady continuation of opening measures and liberalization. These

repu?ts had met a great deal of scepticism in {foreign Lountrltu,
the impressive debut in their implementation i« &ll the more
noticeable. They indicate a definite willingness by the Japanese
governmenlt to ajim atrcunsulidating the Japanese coonhomy,
consecrating its maturity and equal footing with that of ithe

most industrialized countriecs, and nolably the United Statess. As
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in the case of Ewope moving towards 1992, the transition ticeded
in Japan is now well engaged and probably irfeversible. Bt it
will not come along without entailing real pain for some ﬁectafs
-‘of the gconomy. This may o may not fuel some hblitical
rinstability and will certairnly reguire hard pufitical bargaininq,
; & alkeady exemplified by the debate over théfték tefOr |

proposal .

.nlready, comments abound on the cu]tura! tnnsequenLeq n{ euch &
jtranr:tion. A new "class" of young Japanerp is. Sdld Lo havw'
'=develnped, prone to adopting "Hﬁht&lﬂ" ;Lyles dhd Vd]UEm in their

consumption behavior, ready Lo rent rather Lhun Crlur reir.

housing, and gradually presiding over a wignificant sotietal
rhiannn Nn dbw ot I P mu wm W uurnlﬁfwuuiLHy poople,

turcesstiul land owners or asset holdere js also said to exhilat

the gllributey of Lheir {moenes woid Ul e b me we depmigwe 1arE
wi diccrecien, IL may indesd be the case th&{ the Japanesc

spiety will live through a ﬂ&ﬁiud characterized by the risoe of
individualism, threatening the traditionsl wuciql cokliesyon thai
has striken fareigners so auch. It secms however much tpo carly

to analyre this hypothetical trend further.

Besidas the cultural consequences of that transition, thete aro
specific problems that will encumber its path : One is {hat of
infrastructures, notably housing and land. Land scarcity has fed
an uncontrolled specQIatiun resulting in sky—rmckcting'priaea'fmr
land and housing. While this may contribute. ta domestic demand
expansion through the relalted wealth offect fdr tand owners, {thie
does certainly not facilitate adjustment. Another dif{ficulty has
0 do with the guvernment’s fiscal stance. The 1987 program
marked a visible departure from earlior caution, and {raom the
diminishing trend formerly established in public deficite, whi]e
this departure was highly dosirable from a domestic as well e an
international standpoint, the basic ficcal equaltion remaios



} 7

unaltered ¢ The Japanese government has to contain Lhe Expangion
0f an important public debt, while demographic projections draw

attention to the speed and extent of the ageing of the Japanese

population. It is therefore likely that the_expanaionary {iacal

stance will not be maintained.

The focus of_attentioh has now shifted in Jeapan from the dem&ﬁ&
t.ide to the supply sidef Here lay addiltional sources of Qruwfh'
and dynamismj one may also argue that the Japanese eccuomic. ..
éxpanﬁioﬁ will run into inflétignary problems shdrt of «
ﬁignificanf liberalizatibn,ana'derﬁgulation; notaply in the
fields of agriculture, distkihutfun.,cﬁﬁatruction, '
trangportafinn and communicationg; Market opening and
deregulation ﬁave become the new avowed objectives. This OOt
fram a quélified understanding of national interests, bt is also

designed to please the World outside.

3. Japan and the World

Suullier oy ?egonmwm1dation of the Maekawa reports concerned the
e easlty 2q prieeyg § (ree-lradlng, ctablo, imeariklwisl |
environment, implyiaq an appropriate recponee by Japat L Ly
Aumerous pressures ceceived from abrgad, as well as 8 tuUCCessd ]
conlainment of conflictual) situations between Japan and ils
partners;'mmst notably the United Staies, Thiﬁ indicatos that
dene bae follg prodemed Lo sipa i svrunn w1 LRLEF il LnnAl

interdependencea,

While this should obviously be the case for other industrialized
countries as well, it is impressive to nolice that, i {act{

Japan is _the ognly country which teiss-se—tard—atd-so—catdi-dly—tea-
gQEEgrate Lhe international dimensian into its policy-making

processet. It is the only country where one jdenti{ies auch a
e ———————
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concern about how to define and assume international
responsibilities. This has bDecomne a wajor thewme in discussiong
with Japanese analysts as well as pelicy makere. Ceariainly, Japan
is-not forgoing its national itterest,. hQWPQeﬁ defined §{ rather,
taking international interdependence 1nta dccount, Witlh ity
ecunomlcrand political dimensions, is undcrmtnod Lo belong to the
definition of these intaresls. Of course, -such a postare is also
deﬁigned'té please other cnuntrta", to fhaw that Japan is ready
to bear 1t& part of th@ burden mf 1ntelnat:nna1 adjustment. bBut
it is 1ncred51ngly apparent that this is- not only & cosmetic

feature 1n the recent declaratory prdctice in‘Japan.

A major characteristic of Japan’s insertion into the World

ecnnamy'relatee to the immense {financial wealth derived from thoe
-

e i

substantial accumulation of net external. dbﬂets since tho

e . Ao e ey e e g

beg;nnzng of the B@s. Of course, the pate of such arn atcumud ation

is slowxng dua to the levelling off and gradual dimination of the

Japanese current accouni surplus. But Japun & nel external ascet

position {5 still likely Lo increase in the {foresveable {uturc.,
One first consequence is obviously the overwhelming financial
lecway it gives Japanese investoars worldwide. Japan has bhecome a
primne actor in all major financial markets, heavily contributes
to financing the United States® current account deficit, plays &
major role in the wave of mergers and acguisilions wor ldwide.
Japanese financial institutions have acquired an international
posture and strength that simply defies one’*s imagination. While
one may speculate over Japants rale and tespansibilities, thuare
facts are there already: Japanese jnstitutions and Lumpan:e* treove
indesd become major actors in international markets, and thise

trend is steadily accelerating.

One furthetr consequence of Japahese international ascel
actumulation is the formidable expansion of Jdapanesc direct
investment abroad, to such extent thalt il is eomelimes compared

to the direct foreign investment boom by American companies



i 9

during tﬁw'fikét'half of the 6@s. Japan’s direct inveslaent
abroad bpgdn ﬁurgxng in 1986, jumping froa S to & billion dollars
a year on average to 14,5 b11110n in 198&,'and 33 billion in FY
1987. Thzs is 1ndeed torr@lated with the state of Japan®a

current account; but many other eyplanatlonﬁ help explaining, tﬁis
anUStmEﬂt boom, oh tap of the intrinsic advantages of localizing
prmductxan where it ih golng {o be sold"FzrﬁL of all, this trend
corresponds tu the grnwlng 1nternat10nd]15dtaon uf the wurld
pcanumy, as amply xllustratud by the glubal:zatzan 04 {1nanc1a1
artlvatxwﬂ, but dlso by the increasingly international torizons
of Jndustrlal actmrﬁ warldwlde- Secandly, the protectaonn1aL
Lendancies have baen ‘more acute in the recent past, inducfng from
Japanese companiw direct inpvestaoent ﬁtrdtPQJEe desiqned Lo
protect thexr markets by local production. One knows thatl Lis
has prampted some hnvtilv teactiaons feom hﬂbt cquntr1es,.nmtah]y
in the EEC where legislation on so-called “ﬁ rew-dri ver
operations has been tightened. Thirdly, the canflictual situation
highlighted by the Japanese current account surplus, as well as
the employment problem thal worries many industrializod '
counlries, ﬂatably-ih Euwrope, make Toreign direct investment a
natural and often welcomed contribution by Japan to olthers?
Cproblems. Finally; the Yen’s apprecialion makes foreign dicect
investeent more attractive for Japanese investors, both because
acquiring a participation in foreigh companies is relatively
cheapetr, and for relative costs-af-production teasans. Despite
the likely diaminution of the Japanese current account surplus,
and while portfolio invastmeut has come back into {ashiun,_theﬁe
factors seem to indicate that the expaﬁsion of dirfrcct investaent

abroad by Jépan&se companies is likely to contitive,

Ao is well known, fcreigﬁ direcl investment i a8 very oennitive
political issue. On the host country side, the benefils of Jjob
creation, of potential technuoloyy transfers, of hypothelical

bal ance-of~payment later improveaments, are oitigated by the
perceived palitical costs of losing "national control" over



Au is well known, foreign direct investment i a very

¢

duwing the first ﬁalf of the 60=. Japan’s direct invéﬁtmmnt
abroad began ﬁdrgingrin 1986, .jumping from 5 Lo & billion dollars
a year on average to 14,5 billion in 1984, énd-au bilYlion in FY
1987. This is 1ndeed correlated with the state of Japan’e

current accounti'but'ménVTGthar Eleanatiﬂﬁﬂ-help explaining this
iNVthmpn{ baom;'nhfidp d{ the in(rinﬁic advantages of localizing
praduction - where it ig gaing Lo be sold: First of all, this trend
carresponds to the growan interpationalisation of the wor 1d
ecantmy, as amply 111ustratud by the glabalization of financial
artlvxtze“,Abut alsu by the :ncrwa51ngly :nternat:nnal L 3 7 Ons
of industrial actmrs worldwlde, Secondly, the protectionnist
tendanCIEh have been more acute in the rec ent paqt, inducing from
Japanesea campanies direct 1nveutment slrategies designed Lo
protect their markets by local production. Ore - knows thal (hie
tias prompted some hosmtile teactions from host countries, notably
in the EEC where legislation on so-called “screw-driver "
cperations has beén tightened. Thirdly, the canflictual situation
highliéhted by the'Japéhese current account surplus, as well as
Lhe enplaoyment problem that warries aany industrialized
countries, notably -in Euwope, make foreign direct investment a
natural and often welcomed contribution by Japan to others’
problems. Finally, the Yen's apprecialion aakes foreign direct
investment more attractive for Japanese investare, both betause
acquiring a participation in foreign rompanies is relatively
cheaper, and for relative coste—af-production reasons.

the likely diminution of the Japanese current account surplus,
these

Dospite

and while portfolio investment has Come hack inta {ashiaong
jactors seem to 1nd1aate that the expansion of difcct investment

abroad by Japanese companies is likely to contitiue.

Genyd L1 ve

poulitical issue. On the host country side, the benefils of job
creation, of potential technology transfers, of hypothetical
bal ance—-af-payment later improavements, are mitigated by the
perceived political costs of losing "national control® over
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domeslic prcductidn. 0n the investing country side, darart
investment abroad may be seen to pravoke uneaployment prublumg,
as & counterpart of job crealtion in foreiqn countr:oa; 1he debate
that took place in the United States in the &Bs amply 111ustrata‘
this point. Similar concetrns might well recur today OVEF Jup«h&be
. ¥dreign dirocf investment. There ié & wxdehpread aqrepment thaL
- Aforeign i ivesst ment is mutually benefzcaal for the host und
-inveﬁtlng countries; but ite ehpanqlmn will be subject {la Len
' ﬁn&“inten$e negotiations, likely to shape. the' reldtznnq cd'!_}{e
h;ndu:irlallzed countries with Japan in a foreseeable future, f%ﬂ

it hlldtarally or thrcugh a (preferably) mu]t:]dtela] dppruduh.;;

o “ Co \\

4. Towards a_more dctlve znternatxonal EConomd . d1p]amuLy.j==”"

Japan’s ingertion in the world. @canmmy is character:aed by Lhc.

. \\.. . .
e - . . ‘r_/

strong bilateral ties established with the United Stales. The.
United States of course plays a major role in Asia in terns uf
“political and strategic stability, as well as of cconomic -
dévelnpment. These ties ate of vital importance to Japan. That
they would cuntinuously generate some bxlaicrdl contlict ig
natural and unavoidable. Recently, and certainly since 1984,
such conflict has became mdre.frequent and mure intense. The
United States hardly admits that Japan now enjoys continuiog
econamic prosperity, while it does not fully share the burden of
providing for the security of the area. Moreover, The lnited
fitates of cowrese reacts very sensitively to the increased
Japanese competition home. AntimJapénege feelings in Lhe United
States are sald to have increased as a canscquence at the huage
American bilateral trade deficit, while anti-American feelings in
Japan have boen reinfarced by American reactions. Bul one shoud d
always analyze these conflictual gituations in view of (he
fundamental intereste involved, Besides intricatle financial ties
(notabily of the debtor-creditor naturel, the North-Americao

mar ket conptinues to attract Japanese companies (as many olhoers)

for strategic reasons related to size, marketing and access Lo
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research and technology. Mareover, Lhc ecunmm1c welghL of . Japan®g
relations with the United States js likely tU Lontlnuo tilting
its internat1cna1 economic policy toward:presery1ng theaso
relations, even reinforcing thﬂm. One has ahfgllu&tratimn Wwith
the continued expansion of Japdnese dirnrt investmont in the

Uni ted “tates. certaxnly linked to Lhe marhet 1ntereqt5 n{
Japdnpse vxport1ng Compdanh thFBthnﬂd by ﬁmprlcan ' L

pfut@Cthﬂﬁl%t tendanC1Ps.r

~dapan wlll certuauly wark to ma:ntazn 1ta relmtionq with the
United tate&. But - and this is the real change LalJng pldcu -y
it seems to develop some interests 1n other parte of thc Wﬁi]d as
well. At this stage, diversifying economic FQIQLIUHJ and Liees
appears quite a sensible strategy, all lhe more since Lhe
ecanomic and financial means are thera'to'implement such a
wtrategy. Now more conscious of ilts huge economic puwer and eager

- to uphold its role correspondingly, Japah seens an its way fo
develop a new sort of economsc diplonacy, mnore sensitive Lo ol
areas of the World, and using more extensively existing
multilateral frameworks.

agreement w

Europe has recently been angried by bilateral US-Japun

oo & i RN L et et s e N 3 T o
-~ e . BLE Dm-mm-m~_~-—-

tHat basically: appeared to constitute & de facta Gz manayging the

world e econdmy 1rr95pect1vv1y of Curope’s role and interests. 1he

United States may incidentslly beg using such agreements as & way
1o put European countries under pressure to adopt desired
strategies. The American initiative to propose a US-Japan {rec
trade agreement for example might be partly inlended to defuse
the “fartress Euwrope® 1992 perspéctive, a concern thatl Japan
undoubtedl y shares. The prospect of 1992, however, has
rejuvenated European economies and restored American and Jmpauvu

interest after a period marked by the "sclerosie" syndrome. Thus,

Japanese direct investment in Europe has dramatically increasaed,
bolh because of renewed perceived proteclionmist riskse and

because of brighter economic perspectives. IU is in (he Durapean
Q £ £ |
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countries’ interests that non—EBuropeans and particularly Japancse
take part in their economic andftechnofdgicai deveimpmunt, Thiw
is again a senaitiﬁa iégue,-where intFaFEurnﬁean agre@mentlmay ke
hard to achieve, but_ﬁhich Wi;1 shépe the fclatiuné Letween
Euraope and Japanliﬁ thé futwre. Eath Japan s and Europt®e
interests seem to bé.to reach some kind o{ code of conduct in the
field of direct investment and market accass, va;uuuly._thwge‘-

will have to b@ nEqntaaLvd en a rec:prQCxty ba

The relations between Japan and 1tc ﬁsznn”partncrs, notab]? Ll
Asd ane N1, havp'rprﬁn11y ryh1h11pﬂ FPHPNPH Nynnmthm. Tight &r
economic interdependence Wlthln the area hdn been {aste-ed by the
more or less common success in terms o{ econom:c per$oraant .
Japanese fareiqn direct investment in R$1an countries has

ﬁurgeq, indicatihq renewed fnteraﬁt iﬁ'the economic devvlapmvnt
of the area tagether with uustminduced'delccaliaaLian af
produc{imn in the face of a strong yeh."At the same Lime, exporls
from Asian countries Lo Japan have sigﬁi?icantly iner cawed,
notably in the field of consumer electronics, thus displacing
Japanese companies in the Japanese markel, or somelimes
canstituting of Japanese products made eloewhere in Asia. Tldse
trend bhas prompted renewed interest in the potential of the
Pacific Basin to further its economic integration. lHislorical
legacies, cultural factors, and economic development dispacities
But the

may well in fact keep such a prospect at good dislance.

fact that economic relations have developed considerably is

[. €,

undeniable, as is the fact that Japan now devotes part of ite
eeonomic diplomacy to promoting its interests in the arca,

"Moreover, in this respect, Jdapan has been keen to appear as an
advocate of Asian countries’ interests in multilateral
negotiations, as for example in Lhe Toronto summit in June 1908,
This may be interpreted as a claim by Japan for a specific,
antd indeed ot & eiqn thatl Japarn
ils

Asd a-

centered role among the G7 club,
is willing to assume & political crole in Lthe area on top of

considerable ecaonomic influence. A new division of labor is




fol e )

-guaranty mechanisms for private foreign direct investnent.

emerging inﬂﬁéian.CDuntries, with a three level organizalicn ;5 on
tap, Japanese_#inancial and technological s&prémacy,‘no@fb@jng
delocalizeds éf an intermediate level, the Nics,. wh:ch ér&
steadily graduatxng to technological prufzciency and can
thurefnro use’ Japanese capxtal imports Lo praduce ScphjﬁtlLdi(d
guods more cost—efflclently than Japang {1na11y, the Agean
cnuntr;es. whose succesaful eCOnomic dpvelopmpnt makes them
candxdates to dlaplace fram the Nlcq the prmductlun of
mdnufactured gaods ‘of intermediate Lenhnoloqy. “That this new

div;axon of 1abor w111 generate compot:tiun and Lun{lict ia

_abv1ou%. One can therpfcrw expect ah ‘well t1qhten1nq of

CUﬂp@F&thP efforts as a way to defuae coﬁf]:ct.;ﬂt least, Japan

GEEINS fully aware af it.

Japan has aisp.stépped up its e onomi c assistancé toa develouping
countries, aotably through an increase of {oreign aid flows, &s
can be, and has beenh, expected from a Jurplus Luuntry Ther e is
further scape for Japan to redirect financial flows Lo debl
ridden developlng countries. One should however keop in mind i
this respect, that the Japanese swplus is mainly gencrated by
private agents, and that redirecting it through public {lows g
not as obvious as 1t may appear. Clearly, foreign of{icial aid
belongs to the governm?nt budgel management. Al ter native HWays
exist to redirect capital towards developing countries, such as
But
heavily indebted developing countries are nol the most obvious

candidates for Japanese przvate 1nveatment {lows,

il together, it is clear that Japan will use its huge financial
capabilities to foster cconomic adjustment worldwide and gain
economic and political influence, probably thtrough a very active,

bul low key, Japanese wiyle, diplomacy.

Murh is expected from Japan in termg of its contribution to

itlernational economic manayoment. Trade, aid, and monctary



demand mandgement pwllc1es, as weall ds-exchanqe rales

-"‘ countr ies ftrat 0{ all of. course the United States. . |

) 14

management are thb'tdp concerns, Japancse domestic odjus iﬁént'
MEASUr 216 1nc1ud1ng {urther opening and deregulation Lonlrzbutc to
lessening the tradp ,mhdldncv ptoblem. Japan tias also clggrly
stated ite commitment‘tn the new round of multilataral'fkddp
negotiations, _h@eping in mind that the current accuunt jmbalanccs
are not only, and parhap& nat essentially, the rchPchmfiﬁtadc

restrictions, but alﬁu of hav1n90/1nveatmunt rmud]anceh,:dhmébtic

: fluctuﬁtiun“, much &txll needs to be done, but ma1n1y hy ther

The aid question re{&rs to the participation 0{ Japan ln
multilateral aid’ 1nst1tut10ns. Japan has stepped up Jts 5uppnlt
to regional multllat@ral dbvelupmant banhls, The leELtot G{ the
new World Bank multtlatpral investnent guarantee is a Jdpancae
Japwn has stated ite willingness to increcase ite rmntrxbutlou to
the World Bank'a‘cabifal'endmwﬁent.-But this increase in’ the role
of Japan is met witH amGiguuuﬁ welcome ¢ The United States’
administrafinnrsuppnrts'a gonoral capital intt vase of the World
bank, Lut is reluttant to'reduce its share af Lhe capital
endowment . Hence; the gquestion of a larger Japaneso ﬂﬂit]clﬂdtlmn

stumbles over a conflict for irfluence, as one could indeed

enpaect.

Japan also supparts the 67 cooperative stance. While thie is al

baest a partial cooperation the gffectiveness of wWhich may be
questionned, one hdrdly secs What additional conteibution Japan
could make. Over time, the yen will become more
internationalized, as Japan’s creditor status and aarket forces
will suppart ité develﬁpment. But international monetary
management is a collective problem that one country alone
certainly cannot solve. The weight of the United States® domestic

policies still appears predominant.



let us leave entirely men_the‘questiaﬁ'u¥ dapan’s fﬂth}g
accession to the re&tricted c1ﬁb o{ heqem0nc The Qrigiaaldt&-nf
Japan’™sg curvent posture ié Ehé&Iiﬁii“ hased- on ELOHONIL P
only. Does & warld hegemon need to develop m:lxtary pDWEt'”

Well? The answer ig not that claar. In today’s wo:]d, oconum:c
1nf1uencea may be uverwhelmlng, whllo m1lltary power :ncrraﬁingly

lacks & proper doctrine’ a% uae. Japan has increased the share of

ite BNP devoled to defenca apend1nq, whlch pldce ity ducf.o thv

mize of its GNP, Aneng thc Lop m111tary spendera.-In rel t:vp

terms, however, thig ef{ntt rumannﬁ lxmxted in gize andvacupc. It

is certainly'not_cléur that Jupan wuuld like it Ln be dif{arentu

International ecunomic reldttmna in the 19?@% will hP
characterized by a pervasive 1n{1uence exerted hy Japan on all
aspects of the world’s economic mdnaqement‘.and based on’ lts
economic, industrial and financial strenqgth. Fart of this
influence will have to be inslitutionralized. This ie lmkels to
entail cantinu1ng conflict and cooperation. DDmEQtlcally,jJanan

has entered a periad of profound transition, whose ultimatle

gutcaome «till appears uncertain, even i+ Lhe otart has Leen IOPFrESELY
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JAPAN AND FAST ASIA: TOWARDS A NEW DIVISION OF LABCUR
A VIEW FROM JAPAN ’

By Susumu Awanchara

Thé coming of the Pacific Era was heralded some years ago., Judging from
all the recent talk in Japan; that era has finally arrived -- at least in
the minds-oﬁ gome of "its locel proponents, In contrast with dire
predictiohé -- prevalent at times of intenge “ﬁapan bashing” -= about
continued US-Japan economic friction or Japan's ostracism from an
inefficient and jealcus world ecoﬁomy, the notion of the Pacific Era is

profoundly optimistic.

Esgentially, the proponents of the Pacific Era believe that a "Pacific

. economy™ will emerge as the most dynamic growth pole in an otherwise slow-

moving world econcomy; that Japan will ba a driving force in this process
bﬁt at the same time, Asia's newly industrialised eeonomies»(NIEs), mempers
of the Agscciation of Southeast Asian nations (ASEAN), and probably China,
too, will glay positive roles and profit from ity énd that. the division of
lébour-among thesé economies, alfeady beneficial to the poorer as well as
ricﬁer playars alike, will become progressively more horizontal and
equitable in nature. Furthermore, the intractable Us-Japan economic
problems can be resolved in the broader context of the Pacific econqﬁy, the

theory gées.

This short piece is an attempt to explain what the Japanese mean’when they

speak of the Pacific economy and why they think the region and the

. ' /
" individual countries within it have s¢ far succeeded, and will continue to

* succeed in future, in thair devaiopment efforts. Problems that the .

Japanese foresee for the Pacific economy are also discussed, followed by an



exposition of a set of comprehensive economic policy recommendations for

the region which a group of Japanese opinion leaders put together recently.

I
When speaking of.the Pacific economy, Japanase proponants‘often point to
the fact that trade among the nations surrounding the Pacific Ocean has
_surpassed cross—Atiantic trade or that for the US, its west coast trade

with Asia has surpassed the east coast trade. l

They go on to marvel at the feats of individual economiés in East Asia.

The sharp appreciation of the yen from yen 240 to the US dollar in 1985 to
roughly yen 130 to the US dollar in 1987 has nearly doubled Japan's GNP in

dollar terms to §2.4 trillion, more than half of the US GNP. In per capita
income and in tangible fixed assets, Japan has now surpassed the US. Japan

today is also the world's biggast net creditor nation and reflecting this,
Japanege institutions have come to dominate the world financial market. The
"deeline of US hegemony" is often taken as fact, although the arguments are
borrowed from discussione in the US and no one sariously argues that Pax

Japonica has come or is on its way to replace Pax Americana. 2

Similarly, impressive Figqures are cited from the Asian NIEs (South Korea,
Taiwan, Hongkong and Singapore), It is pointed out, for example, that by
1985, thair respEctivé manufacturing sectors accounted for 24-36% of the
NIEg' domestic outputs, which is substantially higher than the average for
developed economies, The combined exports of'therNIEs jumped from 1.6% of
total wﬁrld exports in 1965 to 6,3% in 1986 while on the import side, the
the NIEsf share grew f{rom 2.1% to 5.,6% of world importe during the same

period. The NIFe' exports of machinery grew to account for 24-36% of their
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// total exports by 1985, fast approaching the developed couniries' average of

Ao 3
about 40%,

Most of RAsean is still "developing" rather than "newly industrialised" and
is grappling with such typical development issues as industrialisation,
rural reform, employment creation and manpower development. (Asean is made
up of Brunei, Indonesia, Malaysia, the Philippincs, Singapore and Thailand
but Singapore is considered one of the NIEs.) The Asean economies exposed
their vulnerability and fell decisively behind the NTEes in the mid-1580s
Qhen prices of oil and commodities collapsed and threatened the Southeast
Asian countries' external positions. Yet the Japénese proponents of the
Pacific economy have remained bullish about Asean; they feel that Asean
countrier are going in the right direction, following the NIEs' footsteps,
and are particularly encouraged by the growing economi¢ links between the
NIEs and Asean. There is frequent discussion as to whether Thailand or

‘Malaysia will becume the next newly industrialised economy.

Degpite China's socialist economy and.uncertainties over its future coufse,
China is usually cunsiéered an integral part o¢f the Pacific eccnomf by the
Japanese. Peking's economic reform and open door peolicies seem resilient,
a reflection that EHQuéh Chinese have come fo prafer uneven development to
sharing of poverty. Apparently, the leadership in Peking i¢ sticking to
the plan to gquadruple the Chinese ecoﬁoﬁy between 1980 and the yesar 2000

and is particularly eager to learn from the NIEs' experience.

The collective performance of these individual economies is often also
highlighted in discussions on the Pacific economy. The region's growth rates
are among the highest in the worid, and according to the proponents, will

remain so in future., It is projected, for example, that by the year 2000,
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the per capita real GDP of developing Ascan countries woﬁld reach those of
South Korea and Taiwan in 1980, . the figurés for South Korea and Taiwan in
2000 would reach those of the higher-income Hongkong and Singapore in 1980,
which in turn would surpass.the per capita reél GDP ofrJapan in 1980, Even
éhina will close the gap, its ﬁer capita GDP in 2000 apprecaching the 1970
South‘Knrean level, 4 Together the Pacific economy Qill become one
gigantic engine of growth, facilitating global adjustments and alleviating

debt problems,

II
Naturally, attempts are made to'ag¢0unt for such temarkable achievements of
the Pacific region's economies. Former Foreign minister Saburo Okita has
identified effective Qovernment policies "butiressed by close cooperative
efforts by government, industry and academiaﬁ as one major reason for their
success. More spacifically, such government policies, observed in many
countriss in the region, include (1) export-oriented growth policies,
{2) maintaining high investment rates, (3} allowing an Qctive and
aggressive private séctor to operate within what are esgentially market
economies, (4) imbroving the agricultural sector, and (5) making structural

adjustments to aveid excessive indebtedness and stem inflation, 5

Elaborating, Okita stresses that, aside from bringing in vital foreign
exchange, the export-oriented policies have had the affect of exposing
domestic industry to world-class competition and thus fostering efficient
industries{ high investment was crucial in pushing the éxport-oriented
policies, whether it was largely financed through domeétic savings as in
Taiwan and Thailand or through foreign capital as in South Xorea énd the

Philippines; the prevailing price mechanism spared many East Asian
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economies uneconomical investments and inefficient management; the

increased per capita food production in East Asia —-=- striking compared to
records in Africa where that index has declined -~ underpinned the growth of
many of the region's economies; and an examination of the Latin American
example should bring into relief the generally prudent management of the

Pacific economies,

There are also non-economic explanations for the succese of the region's
.econgmies. In particular, the recent remarkable advance of the Asian NIEs

has rekindled interest in Confucianism as a poésible factor. Until-—-

S

recently, Japan was the only really succegsful induetria) economy outside
W

areas touched by the "Protestant ethi¢,"” but now several other economies in
~ e X

Northeast Asia, all sharing a vaguely-defined :E3ffﬂfifﬂiifmﬁffffffffii,J

have joined the ranks. No one ssems guite comfortable with_the-theory that

Confucianism, to a large extent, explains East Agsian economic growth. For

e et e T

o thing, China, which produced Confucious, bhas so far not suceceded in
development. For another, the theory will have difficulty as =oon as the
Malaysian or Philippine-economy takes off. (The theory's adherents will no
doukit agrue that Thaiiand, with a strong and well-assimilated sthni¢
Chinese community, is within the Confucianist tradition,) And the theoryr
hage an exclﬁsivist implication that countries outside the Confucianist
‘tradition cannot hope to develop - which will not be popular in these

countries.

Yet the Confucianist theme attracts great interest, There is no obvious
reason to assume that all countries will aventually go the NIEs' way
towards industriglisation or that, put differantly, NIks will not remain a
small mino:itf of success cases, some argue. 6 The link between

Confucianism and economic development of Fast Asia is one of several topics
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to be studied by the Bast Asia Comparative Study Project, a grandiose
programme invelving about 100 top Japanese ascholars and being financed by
the Ministry of Education. Mineo Nakajima of Tokyo University of Foreiqgn
Studies, who hoads the overall project, is obvipusly attracted by the

Confucianist theory and speaks of a "Confucianist economic sphere.™ 7

International causes for sconomic succeas are also sought, along with the
domestic;dnas, and one ih particular jis found to be of great importance.
This 16 the division of labour among the region’s economics which the
Japaneée trust has besn uniquely benign., Without such a system of
interdependence, the individual national economieé could not have done a8

well as they have, the Japanese say.

The Japanese have long identified a "flying geese" pattern of development

in the region which they were convinced was quite dilferent from two othaer
more common patterns of international division of lshour, namely the

vertical and horizontal divisions of labour. The former prevailed in the

19th century between industrialised sugerain countries and their resource-

supplying colonjes, while the later is seen typically in the European

o E T
Community with its trade in menufactures among industrialiced countries.
With diverse stages of ecoomic development, horizontal division of labour
go far has not heen poscihle in East Azia. The flying geese pattern

. represents a vertical relati&nship, but one in which there is competition
a8 well ag complementarity and which is more dynamic than in a typical
verticel ﬁigision of labour, the arqument goew. In this vertical
relationsﬁip, Japan followz the US and tries to catch up, first in non=
durable qoﬂgﬁmer goods, then durablés and eventually in capital goods., The

NIEs likewise follow Japan while Bsean economies follow the NIEs. The
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great advantage of the flying geese pattern is that in it, the vertical

relationships are never rigid oxr permahent. &

Obviously this is a convenient theory for the Japanese and ﬁts earlier
varsions were indecd enlisted during the war years to rationalise the idea
of a Greater East Asia Co~Prosperity Sphere. But the theory has had
enduring appeal in Japan, not just because it puts the Japanese in good
light but no doubt also because it seems to fit aspects of the regien's

reality rather well.

In a more recent rendition of the flving gcese-theory, Toshio Watanabe of

Tokyc University of Technglogy has identified a "multi-layered chase

process" in which the NIEs chase Japan and the Asean economies chase the

NIEs. Watanabe slresses that the gaps between Japan and NIEs and between
/"*__w .
NIEs and Psean are being narrowed progressi#ely g0 that the three garoups

are now linked in a continuous order. This is in sharp contrast with the

still discontinuous relafignshigg which obtain-between_the US and Latin

America or hetween Western Europe and Africa, Watansbe says.
et it

o e e

Watanabe has devised a two dimensional diagram where. industries, starting
with the lowest-value-added industries and moving to the highe?-value-added
ones, are lined up along the horizontal axis, and the initial level and
change ovey time in the competitiveness of each industry is indicated along
the vertical axis. A comparison of diagrams, one for South Korea and
another for Thailand, for example, shows graphically how the former country
has been losing (or only moderately gaining) competitiveness in the lower-
value~added industries and makiné great gains in hiqher-value-a?ded gector,

while the latter country has been making great strides in lower-value-added

items and small or no gains in higher-value-added areas. g



Watan&be answérs eriticisms that the unequal economic relationship hetween
Japan and the NIEs -- where the NIEs are compelled to buy cépital and
intermediate goods from Japan an& chronically suffer large trade deficits
with Japan {becauée Japan produces just about everything and does not
inport enough from the NIEé) -- is unjust and unalterable. To Watanabe
th;s trade pattern represents a short and naceésé;y phage in the progress
towards NIEs' industrial sophisticatidn and a more horizontal division of

labour.

The NiFs were able to gain developmental momentﬁﬁ, initially eﬁpnrting low-
value-added congumer products and investing in Japanese ﬁachinery {with
embodied technoleogy) and intermediate goods to upqradg theis expdrts. The
next round would start with the NIEz exporting higher-grade producte and
importing more advanced Japaneﬁe equipment and inpufs. Thus NIEs' imports
and investment increaszed along wiﬁh exports. But the NIEs were not going
in circles just to survive; they were ﬁcving up the ladder of industrial
so;histication, Watanabe aays.. The Japan-NIEs trade pattern is far from
self-perpetuating, The NIEs are now able to produéé by themsglves many of
the hitherte imporfed capital and intermediate goods. Watanabe sees an
impending reversal of the Japan-South Kores tréde halqncé,_and goeE on to
predict that an EC-style horizontal relationship will increasingly become

the norm in East Asla, particularly in Northeast Asia. 10

IIT
There iz a general feeling that the latest developments in East Asian
economies, including the sharp appreciation of yén, the NIEs' rapid advance
into high-technology and Thailand's pursuit of the NIEg have vindicated the

flying yeese postulate, In particular, the yen 8PPréciation after the




Plaza agreement of éeptember'lgas seems in fact to have gpeeded up
ptructural changeé'towarGS‘a more horizontal division of lakour, at least

between Japan and the Asian NIEs,

The higher yen has finally blunted Japan's export growth. Exports,in yen
terms began to decrease in 1986, though in dollar terms it has continued to
grow, Imports in dollar terms declined slightly but that was to a
considerable extent hecause of the fall in oil prices: The volume of
imports has inc:eased, particulariy in manufactures, Th? NIEs, Asean and

o=

China have been the principal beneficiaries of increased Japanese purchases
. e —

of manufactured products.
.:'__‘___.-_-_-_,.—-—“-""-—'—‘-h

Behind these statistics experts see a changed Japanese consumer behavior,
Whereas in the past, the Japanese tended to import only emall quantities of
up-markel or top-brand items, more recently supermarkets and ratail chains
started importing and marketing standard-quality consumer items in large

. quantities, And the range of products being éffared to the consumers
through these channels has widaned drasti¢a11y, to include c¢lectric and
electronic goods and other cohsumer durables. The high yen has also
prompted Japanese companies to procure intermediate goods outside Japan.
Heavy engineering companies, for example, very guickly changed their policy
after the Plaza agreement;.replacing Japan~made inputs with those
manufactured outside Japan., Japan may yet become a gerious importer as a
11

result of the yen appreciation.

-

The high yen has made domestic¢ production of many items untenable and
resulted in & sharp increase in Japanese investment overgeas. Tn 1986
Japanese direct foreign investment (on approval basis) jumped more than

B80%, the bulk of it going to the US and the Asian NIEs. Japanese
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investment in South Korea and Taiwan in that years increased 117% and 74%
IESpectivaiy over the previcugs year and Japan bacame the biggest investor
on a cumulative basis in all the NIEs and Agecan countries except the
Philippines. The trend has continued inte 1987 and 1988. In the first
half of 1987, investment to Thailand reached Baht 2.5 billion, which was

maore than the total for all of 1986,

A few points stand out about the current investment boom, compared with
earlier booms of 1972-73 and 1978-81, First, the concegtration of
investment.in the US and East Asia, already evident in the past, is more
marked this time. Secondly, this time the major investors are either
procufinq more parts, componente and other iﬁputs locally, or bringing
along a whole host of inputs suppliers from Japan to invest in the gsame
host country for local production. Thirdly, and related to the second
point, mere medium and small scalc Japanese companies are ihvesting abroad
tﬁié time, which will presumably result in broader industrialisation and

ygreater overall value added in the host countries, 12

Finally, whereas many Japanese investors in the past set up operations
aimed at local markets (which were usually heavily protected undef import
substitution policies), this time there is more emphasis on exporting, not
just to the US but to Japan itself. This is significant. Having
production units elsewhere to satigfy demand in domestic and developed
country markets, major Japancse companies were often uninterested in their
East Asian subsidiaries upgrading quality for the world market, Now many
of these companies have no other choice. These new investment trends
should bring greater foreign exchange earning® and technology transfer for
the host countries, supporting their shift to an export crientation. Some

Japanese experts regard foreign investment as the most important chahnel

[ —

10



for transferring the dynamism of the Japanege economyﬁxp_the_tesi_gf the
<

Pacific region.
T

v
The Japanese believers of the Pacific economy are not without werries, in
spite of the encouraging recent trends, First and foremost, the US-Japan

economic friction remains a major concern, An apparent rise of bilateralism

" ———

in the U5 is another worry; that, coupled with tﬁe preobable rise of

———

American protectionism, could spoil the prospects -of a Pacific economy; If
the EC becomes an economic bloc in 1992 and the US creates its own blocs,
what will happen to Japan?, some Japanase agk, The Pacific economy
proponente do ndt rule out Japan itself becoming protectionist, if thé
impact of the NIEs' assault on the domestic market proves too great. Finally,
whéfher énd how éhina will f£it into the Pacific econoﬁy preoccuples some
Japanese experts.

Until Biack Monday there was much debate bhetween those Japanese who
advocated accomgdating US pressuras to correct hilateré& trade imbaiances
an& thﬁse who,. blaming the US for the huge imbalances, argued that only the
US could rectify the situation. After Black Monday, the Japenese are more
cénvinced that whatever contribution they themselves ma§ decide to make’
towardé,giobal adjustment, they must firmly demand that the US puts ité
house in order by reducing its bulging twin deficits., The US-Japan
imbalance is seen as arising largely from Washington's macro economic
policies =-- & combination of a massive military buildup, a major t;x cut,
tight ﬁonetary policy and a deliberately overvalued dollar == and not from
"unfair Japanese trade practic;s." The Japanesé who follow such topics are

more coenvinced than their American counterparts that the US must now reduce

11



its current account deficit (or net foreign borrowing) by either reducing

aggregate (private sector and government) investment, increasing aggregate
saving or both. That means, among other things, restrained spending -=- by

the public¢ and the by Pentagon -- tax increases.

Two implications of such a US adjustment are particularly troubling to the
Japaneza, OQne is i£3 global deflationary effect; the Japanese are well
aware that thg poom of the Pacific economy in the 1980% wag export=-led and
half the increase in world exports went to the.US. The other ﬁnpleésant
implicétiOn isfgreater pressure on Japan to share the burden of maintaining
secur;ty iﬁ the Asia-Pacific region. It is an uncomfortable thought not
just because of the costs entailed but also bacause of the regi-fcm's

inevitable reaction against any regional military role for Japan.

A second Japangﬁg concérn is the pougible rise of US bilateralism, at the
expense of its Vauﬁted multiiateralism. The increasinély shrill US demands
and actions‘torestoie bilateral trade balance has been disquieting enough,
The fear of US bilateralism intensified when the US-Canada freé trade
agraﬁmaﬁt'was béiﬁg finalised, at one trough of Us—Japah relationship, and
talk that Euroﬁe may become a self-contained and self-centraed economic bloc
in 1992 fed the fear; It is not just a feér of exclusion; understandably,
the Jepanese at this gtage sincerely believe that multilateralism is best
for them - andlfor‘the world. Thus they have been reacting negatively to
Us overtures for ﬁ.US-Japan frece trade arrvangement, saying that any

arrangement they might consider must be wide open for Japan's trading

partners in East Asla to join,

The recent interest among some of Japan's pacific economy proponents in

creating an OECD-like organisation in the region is related to the

12
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multilateraligm=vs=-bilateralism discussion. HNot surprisingly, the Foreign
Ministry and the Ministry of Internaticnal Trade and Industry have rival
concepts and former prime minister Yasuhiro Nakasone has his own. Those
who belohg to the Japanese committee of thevPacific Economic Cooperation
Conference (and are incidentally close to the Foreign Ministry) floated the
idea of gradually transforming the PECC, essentially a private
orgﬁnisation, inte an OECD-like official organisation ét a recent general

‘meeting.

The idea was generally unpopular among non-Japanese me@bers of the PECC who
feared Japanege domination, among othér things, and the idea was withdrawn
for the time being. But many Japanese still believe that there is a
growing nced for exchandge of egonomic information and coordination of
economic policy in the region as interdependénce incraases. Less
obviously, those who advocate setting up & Pdcific equivalent of CECD seem
to split into two groups, the first aiming to check the US impulse towards
bilateralism by using collective pressure against it, and the second group
wanting to see the "Pacifie OECL" develop inte a Japanese bloe, in case the
world is indeed divided up into groups and Japan is excluded from major

blocs formed around the US or EC.

A third concern among the Pacific economy proponents is the possibility
that the Japaneée would adopt protectionist attitudes themselves, Up till
now, accomodating US pressures on thg Japanese t¢ open up the domestic
market, save legs and spend more or even to work fewey ﬁours wera more or
less congruent with the interests of the long-suffering Japanese‘salariEd

men and housewives. Happily, striving towards “international harmony"

tended at the same time to raise the domestic quality of life. This may

13
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explain why US attackse on Japan provoked as little nationalistic¢ reaction

as they have, .

But what happens when Japanese compan#as feel more and more threatened by.
NIEs competitors in the US, and even home, markets could be a different
story. & while ago, before the sharp yen appreciation and the current rugh
of outward investment, the Japanese ﬁsed the fear of a "boomerang effect"
to exXplain their reluctance to invest abroad., Now many:Japanese campanies
have no other choice than to invest but there is much talk of a "hollowing
out" of Japénese industry resuitinq from relocaﬁion overseas of industries.
While the rescurce=-poor Japan could never afford to ieolate itself,

isclationist impulses do exist and could affect the course of events, g

A fourth Japanese concern is whether and in what way China will fit into
the Pacific scheme of things., Last year's 13th party congress reconfirmed
that reform and open door policies were still very muph effective, BRut
vbviously there are domestic resistances to these ﬁolicias. The Japanese
are wondering how China will cope with the new, and often unantjcipated, .
problems created by the reform and open door policies, including the
bifurcation of rich and poor particularly in the countrysidé, price
increasés {resulting from price reform as well as inflation) and unhabashed
materialism among the populace, Shortage of capital is an abiding
condition which can only be overcome through changed attitudes towards
foreign funds but some China experis sense that a struggle, or at least a
competition, is intensifying between the reforminsts led by party leader
Zhao Ziyang and what they feecl constitutes 8 group ﬁf Soviet~influenced

orthodox Marxists, notably prime minister ﬁi.PEng and deputy prime minister
13

Yao Yilin.
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In March thig year, the Japan Forum on International Relations, a recently
formed private regearch council, completed its first study, on "The
Structural Adjustment of Economies of Japan, thg US angd Asian NICs,"
accompanied by a set of policy recommendations. The forum -- made up of
representative "internationaliste® from academia, business, the press and
from among influential ex-burcaucrats -- is chaired by Okita and the task

force for this specific study was led by @conomist Watanabe,

The study's premise is that ““the” world economic gystem is not a given
condition for the growth of Japan anymore, Japan is now in a position where
she should devote herself to the reformation and evolution of the world

economy." 14

There are 13 policy recommendations in all, The first, of course, calls for
pacro~economic adjugtments between the US and Japan. The US must curtail
its fiscal deficit while Japan should continue efforts to stimulate
domertic demaﬁd. In‘a separate recommendatien the forum calls for Tokyo's
hasty implemetation of emergency measures promise mid-last year for

boosting domestic demand.

The second reconmendation is for "maintaining a trade regime which ig free,
multilateral and indiscriminatory.” In the background elaboration, the
forum says "thers woul& be a cause for concern if the United States
conducts bilateral trade negotiations, stressing twe much on the 'fecipro~
city principle.™ Instead of taking retaliatory measures, the U8 should
invcét ip new plant and gquipment to regain internaticnal competitiveness,

the forum gays. .
Tha following several recommendations are about "strengthening support for

15
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the Western Pacific developing countries." Japan must help "releaserthe
dynamism” of ﬁhe NIEs, Asean ahd Chinese economies, the forum exhorts, One
way to achieve this is to "normalise" the flow of Japanese funds. Too much
is now going to the US for dellar aceets; more funds, hoth private and
official, éhould flow to developing countries, in East Asia and elsewhcere,
Another way is for Japan to become an "absorber" of developing  country
cxports as well as a supplier of capital and intermediate goods. Crugial

" in this process is the "out-sourcing," or offshore procurement by Japanese
manufacturexs., Inter-industry and intra-industry division fo labour in the
Western Pacifie, particularly in the machinery industries, is also desired,
which amounts to ahandoning fha ¥full-get principle” in Japan's industrial
policy -- that ie, maintaining a closed integral structure and producing just
about every thing from start to finish, The full-set principlé is behing
Japan's "wrong elasticity"; even when incomes and prices move in the right
direction, Japanese imports do not grow as much as is hoped for. But

already elasticities of imports from the NIEs are growing considerably. 15

"Acceleration of the acceptance of foreign nationals into the Japanese
labour market" is the eingle controversial recommendation flowing from the
group's study, which helped the study to get the little press coverage it

got.

The forum's recommendation to the NIEs is to become “a new growth‘axis
comparable to Japan" through trade liberalisation and currency
revaluations, and to enhance the growth of Asean countries and China. WNIEs
are thus expected to become absorbers and investors in their own right.
Asean c¢ountries are asked'td develop export-oriented and support

‘industries, making it easier for foreign funds to contribute to that
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process, Inclusion of China inte the Asia-Pacific sphere is strongly
recommended by the forum which aska China, for her part, to "elearly state
that the open door policy would not be subject to short-sighted

manipulation” and to "ease state contrel of foreign trade and invastment.”

VI
Unlike the much shorter and more general Mackawa report on "economic
structural adjustmeht for international bBarmony" published two years
bafore, the forum study did not become a subject of hcated debate and was
not much noticed by the press, in Japan or abroad. Nor has the study had
as much influence on policy as the Maekawa report did. But there are
similarities between the two documents. Neither ie brimming with

revelations or radical recommendations.

They do integrate, however, pulling fragmented knowledges together to offer
a view on how these are inter-related, and both contain recommendations
which, if actually implemented, would make a difference. Each document

~ involved a large number of Japahese elites in its preparation., In fact
elite consensus building was as important an bbjective as uncovering of new
truths in both cases. And the two documents represent more or lgss

reasonable internationalist approaches to challenges facing Japan.

That said,. the theory Qf Pacific economy is still largely a happy
hypothesis. It remains for its proponents (or opponents) to become more
quantitative. A few crucial questions which could usefully be asked are;
how much will US imports have to decline, or slow down, to reduce the twin
deficits by given amounts in a given period? How mueh of the slack can
Japan absorb without creating undue pressure on domestic interests? How

much canh South Korea and Taiwan absorb?

17



Perhaps another task of the Pacifice economy theorists is to bringlsome
politics into the picture. Will South Korea stay on copurse after the
Olympic games? How will the economies of Taiwan, Hongkong and indeed China
fare, if China gets tough ﬁr simply hlunders on the unification issues with
the twé NIE&? Will President Corazon Aquine's regime in Manila succeed in
itas land reform efforts, or‘indeed in surviving attacks from the Left and
the Right? How will deteriorating race relations affect Malaysia's

econemic performance?

US~Japan friction, too, has a political dimension as well as the economic,
Politically, the US, and particularly the Congress, has heen pushing Japan

toward greater burden sharing in regional security. The Japanese are

‘reluctant and most of the rest of East Asia is loathe to see Japan moving

in that direc;ion. Even some Americane are beginning to question the
wisdom of pushing Japan beyound a certain point. So the Japanese are
hoping thét the? will be allowed to contribute in their own way -
economically -- towards security. But in Washington there is a growing.
feeling that allowing Japan to contribute only economically would make it
too popular -- and powerful -; in the world. Indeed some Japanese are
beginning to séy they want to share the powe}, too, if they are to share

the burden.

Introducing political facturs will ne doubt complicate the analysis, Yet

abstracting from politics is not realistic since it does not look to be a
smooth ride éll the way to a blissful horizontal division of 1ab0u£ in East
Asia. On the other hand, after_some politics is taken into conﬁideration,
the Pacificreconomy proponentes may turn out to haﬁe baen correct in their

optimism for the region,
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Hakane X
West Berlin
September 14-16,1988
Changing International Relations
and Japanese Responses
by Masashi Nishihara
dJapan's Two Broad Concerns
Two broad -areas of concern for Japan in . the .

international pplitical and security arena today are: (1)
to identify its-lown national interests in the current
changing East-West relations, and (2) to determine how t{o
share responsibilities among the Western partners in
internatioﬂalrsecurity and.political Stahility. The forﬁer-
is the matter of assessing the new Soviet Union and 1its
resultingr relations with other big powers suﬁh a8 the U.s.
and China, while the latter is related to the matter of
"hurden*shaéing." The burden-sharing has to do with how to
ghare the Wéstern-wide burden both in coping with thé Soviet
and other military threats and in assisting the political
stability gnd economic viability of the non-Communist Third
World. An -emerging phase of international relations ‘today
affecté Jgpanese po(lcy, priorities. Inversely, with
Japanese pawer being lafge enough, the congequence of its

bghavior can ‘affect - the character of international

R
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‘relations.

Despite initial reservations expressed by mass media,
Prime Minister Noboru TaKkeshita has so far demonstrated his
abilities to handle Japan's international relations much
hetter than he had been expected to. Since he took office,
he has settled major visible bilateral trade issues witﬁ the
U.8. sBuch as citrus, beef, construction, ete. Much of his
credit should go to hisg own work style :that émphasizes
preliminary informal talks among those ©parties ‘concerned
before formal negotiations take place. Takeshita, for
ingtance, had visited all of his Summit Conferenée partners
before the Tronto Summit within about half a vear after he
took his office in November 1987. His success can also be
accounted for by his preference in respecting the scenarios
of work laid out for him by bureaucrats. His
"internationalist" style also fits into the current growing
public acceptance of Japan's larger warld rale.

A question then is: Is Japan responding fast enough to
the {fast changing world, where U.,8,-Soviet relations have
improved a great deal, where Jaﬁan's économic powef Erown S0
large is causing politicat tensions with the U.8. aver
defense burden-sharing, and where many regional conflicts
guch as Afghanistan are changing their faces fast? Japan
has made slow responses to all of the issues: [t has
welcomed the current éhanging relations between the Soviet
Union and the United States, symbolized by the INF Treaty
(December 1987) and by the exchange of visits hf _Gorbachev

and Reagan (December 1987 and May 1988). But it has been

3N



little ethusiaatic, compared with Western-Burepe——and— the .
_compared 3

—— —— T ———

United States, about Gorbachev's "perestroika" on domestic
o P = S aA

L{]
economic and political problems and_ "new thinkingg on

e —

external relations, This wéstern Pacific power has also
made ' resirained decisions as to the role i; can play in
bringing about political stability and regional security in
the different parls of the world. Each issue 'reguires a
brief analysis o0f the problems involved and the debates

taking place inside Japan.

Japanese Assesiments of Gorbachev
The Japanese public in general favors the dynamic, e
innovative leadership that Gorbachev 1is displaying. The
government officially welcomes Qorbachev'es new dynamic
initiatives for domestic and external innovations.
Inforﬁallv. however, the Foreign Minigiry and Jeapanese
Bpecialisis an Soviet affairs are gkeptical about

W
Gorbachev's "perestroika.," They tend to emphasize the

i,

systemic difficulties which will hindér any efforts for
sweeping economic reform. The continuing centralized
Vcontrol of economic planning, Lhey say, Icannot promote the
principle of self-reliance by individual enterprises. The
Btrong reaistaﬁce of Ngmgngglgln;g to any reform, they
argue, will impede Gorbachev's attempts. Hisz book,
fgxggiznlkg, has sold quite well in Japan, but has failed to
win many supporters there. A noted government party member
af the Diet recently described perestroika as "arpreview of

1

a movie that has actually not been filmed," meaning that



there is only talk on reforms. Similarly, although the "new
thinking” on the JSoviet relations with foreign countries has
borne fruit in the form of the INF Treaty and the
Afghanistan settiement, most Japanese Kremlinologists argue
under Gorbachev, as far as the Asia-Palcfic_reglon 1s
concerned.

Thoge Japanese concerned with Soviet ;ffairs tend to
criticize Gorbachev's "new think;ng" -hy looking at
Soviet milltary postures in Asia and ihe Pacific. According

to the latest Defense White Paper of 1888, published in

August, Mscow has inereased the quantity and quality of its o

ettt =

military deployments in—theWéastern Pacific. In the reglon,
w -

while the Soviets still bave about 160 $S-20 missiles, they
have deployed additional air strenths in the form of MiG-
29s, MiG-31s, 8u-24s. For their naval strength, a new
Akula-clasg nuclear-powered attack submarine equippped with
crulse missiles (S5N-21) is in the Western Pacific waters,
with the increasing number of shooting Dractices.2 The
Soviet Naval Infantry forces are algso reportedly equipped
with hovercraft, which would facilitate amphibitious
landings against Japan.

These deployments led Prime Minister Takeshita to argue
ﬁt the Tronteo Summit that there was no "new thinking”
reflected on Soviet military policy toward Asia. Thesge
deplofments also tend to reinforce Japanese suspicions of
Soviet diplomatic "peace offensives" in the region., The

Sovliets are, for instance, active in trying to promote
\"“—-s‘....._.-/ rd




. egonomi¢ relations with the countries 1in the region,

——
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including China, South Korea, and the ASEAN nations. They
”F———-‘_‘—*—-—H_

have organlzed a Sgviet National Committee for Pacific

Economic Cooperation, headed by Y, M. Primakov, Director of
____.——-—/ T St

— e S R

the Institute of the VWorld Economy and International

Relations (IMEMO), in order to seek fuil membership status
T —

in the semi-official Paciflic Economic Cnopératlon Conference
-‘—-N__‘..._-—*

e,

(éECC). The U.5, and Japan objected the Soviet Union joining
e ren ,
the PECC with a full member status, in its general meeting
held in Osaka, May 1988. However, the Soviet Union is now
planning to sponsor a seminar on Pacific economic
cooperation by inviting people from the member nations of
the PECC. Such altempt by the Soviets would undermine the

PECC activities,

President Reagan subtracied his eariy unkind remarks on
the Soviet Union referred to as "the evil empire," and
instead during this visit to Moscow in May this year called
his Soviet counterpart as "a good friend.” Prime Minister
Thatcher spoke in public to the effecl that the West should
encourage Gorbachev to carry out his domesatic reforms.
Prime Minister Takeshita has not spoken of Gorbachev &0

JfEZEEEEL!__EEﬁEEEllQ*“—Ihﬂ"latter has_never visited —Japan-—
For_that matter, no Soviet party secretary has.

Japanese Interests in Relations with Moscow

A major gtambling block to the Japanese~-Soviet

e,

relationg, the territorial issues, remains unsetiled. Far

e i
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matters,
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Japaneae, +this is a test case for Gorbachev's ‘'"new
thinking."” Kovalenko, Deputy Head of the iInternational

Department of the Party, being in charge o¢f Japanese

gtil]l remainge in the same position, although

and other key foreign pollicy personnel have bheen

replaced,. Few Japanese expect an early change in 8Soviet

pelicy toward Japan, as long as he ig in that positioen.

With Foreign Minigter Shevardnadze's visit te Japan in

hopeful,

binational relationa in Viadivostok in June that year. His -

1986, the Japanese concerned were hopeful about the

improvement of Tokyo-Mpscow relations. They became even more

when QGorbachev spoKe 80 favorakly about the

remarks included:

"Signs are emerging indicating a turn for the better here
well, It would indeed be & positive development if the

However,

did take place. The objective position of our tweo
countries in the world demands profound coaperation on a
and realistic bastis, and in a calm atmoasphere f{ree
from problems of the past. A beginning was made this year.
Fareign

level vigits ig on the agenda."”

ministers exchanged visgts and an exchange of top-

the relations falled to imprave thereafter. Only

recently, 1in July 1988, when former Prime Minister Nakasone
visited Moscow and had a productive meeting with Gorbachev,

there emerged signs of possible progress.

Iﬂfm Jaggﬂgggwggxgnnmeniwnga_made such & big diplamatic

.

tssue out of the territorial disputes that it cannot improgg ~

its relations with Moscow wilthout the latter modifying their

e i S

they

past position. With the Soviets needing Japanese capital and

technolegy in order to develop their Asian section, Japan
)

has gained a more favorable negotiating position, although

claim that they can develop their Asian section by



themselves. Garbachev apparently wishes to improve relations
with Japan anyway 1in order to bring about =a better
international climate that will facilitate his country's
domestic economic development, particularly that in Siberia.

‘'There are some unofficial signs that the Soviet side

might comprnmlse'nn the territorial issue. During his recent
T e e S E IS

" ™

\visit to Moscow, for inatance, Nakasone's television talk,

which referred to the territorial issué} was broadcast
without censorship. This was only thg gecond time that such
Japanese views on the territorial dfsputea went on the air
in the Soviet Union.® or at one of the recent Japanese-
Soviet symposia held in Tokyo, the Sovief side agreed to .
include the territorial issues among the discussion topics.

In actuality, the existence of the territorial issue
between Japan and the Soviet Union has narrowed the range of
Japan's diplomatic activities in other {fields and other

reginns. Taokyo has sought not to promote economic¢ relations

while political issues,__gggglx} the territorial issue,
rRAeal TEREES.
R e b AT

remain _unsettled. Nor can Tokyo discuss closely with Moscow
q—’"’” T B

on the Korean _issue or other regional issues such as

LRy

———, R

Indochina and Afghanistan. In the meantime, Sino-Soviet

i i e ST R

e 5

relations have improved remarkably to the extent that =&
W

summit talk between the two Communist powers is naoaw thought 5\

to be in sight. If Japan wishes to play a larger

s leldl

international role, |t needs to improve i1ts relations.  with /
the Soviet Unlon.
w
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Japanese Interestsg in West-Weszt Relations: Burden-Sharing

Compared with Japan's cautious attitudes toward the new

Soviet Union, the Japanege are slightlé more positive 1in

Lr country
the west. FKor some years Japan has been encouraged or even
f

/‘___,___._—-’——""’_q\
thinking about what.-their country should do as a member of
M

pregsured by the United States and gsome Furopean nations fo
do more for 1ts own defense and to make'a more positive
cantribution to the economic development, political
gtability, and regional sécurlty 6¢f the Third World. What is

distinctive today 1is the fact that Japan, the world's

largest c¢reditor nation, is depending vpon the U,8., the

———

world'as largest debtor nation, for national security. N

Burden-sharing issues have become particularly prominent in
the last few years for Japan as well as other U.S. allies.

The concept of burden=-sharing may be seen in three

gategoriesg: defense, political, and economic. Defense

burden-sharing is primarily to cope wilh the Sovief military
threat and to prevent the military actions in the Third
World (e.g., tefrdrlsm by Libya, attack on oil tankeré by
Iran) from threatening Western interests. Political burden-
sharing is malinly to take jnint or courdinated positions
(support, oppasition, etc.) to participate in diplomatiec
negotiations on international issues of mutual 1{interests
stich as the East-West arms control and regional conflicts,
Economlc burden-sharing aimg at sharing financial costs to
assist the economies of the Third World countries and to
coordinate macro-economic policies among Lhe major advanced

industrial powers, Assisting the Third World is a North-



=
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South problem, but it is also & burden-éharing ifssue within
the North (meaning the West). All of these threei burdens
exist to be shared among the Industrial democracies of ~the
West today., In this regard, they are the matters of West-
Weslt  relations, or -exercises' of cooperation among the
members of the West.
g Nakasone's distinctive contribution in this regard was
to evolve Jaﬁan fram the tier of economic Eurden;sharing to
those of political and defense burden-sharing. His support
¢f the deployment of American INF missiles at the 1983

Williamsburg Summit was a case for political burden—sharing.

whereas his decision to adopt & policy of disptaching .
Japanese naval-aﬁips to support Japan-bound U.8. ships in §
wartime, a policy whicech had previously been ¢onsidered as
unconstitutional, was a case for defense burden-sharing.
Hie decisions to eliminate budgetary ceilings on defense and
to participate in SDI research can alsc belong to the latter
category.

Japanese participation in defense burden-sharing h#s

been still weak, however. In the past, Japan argued that it

could not play a military rgle on the 1nternationa} sgene

because of sirict legal and political constraints. The Law

e

on the Self-Defense Forceé is interpreted to prohibit the
overseas dispatch -of the Self-Defense Forces, The Diet
resolution of 1964 confirming thls-iﬁterpretation is still
effective,

A serious test came in the summer and fall of 1987,

when the U.8. and major West European powers sent their
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aval 8hips to the Gulf to ensure the safety of commercial

0il tankerg. Japan was caught between the U.S. pressure‘for
sending naval ships as a guesture of Japan's defenge burden-
gharing among the Western partners and the lack of the legal

bage at heome for dispatching naval ships overseas. Intense
N

debate apparently took place within the Foreign Minigtry and

i
—t

also in the Prime Minister's Office. Nakasone at one point
o —

(August 27) reportedly maintained that he could send a SDF
cnntlngént with minesweepers  to exercise Japan's
constitutioﬁal right of self-defense. He rightly reasoned
that minesweeping operations alone da not constitute "comhat
actions." Several other alternative measures were also

considered, including the<ggifiiate idea of dispatching a

contingent of the civilian Maritime Safety Agency

5

(equivalent to the U.8. Coast Guard) with patrol hoats. At

the end, the government was settied with the decision to

——

provide moderate Arab nations along the Gulf with a

navigational aid asaystem and ecgnomic aid.

 Some U.S, Congresemen, in thélmeantime, maintained
that Japan should cover the cost of the U.§, naval
operations that in effect protected the safe supply of oil

6 Ingtead,

to Japan. One proposed figure was $14 billion.
in addition to technical and economic aid to the Arabs,

Japan plans to increase its share of the financial costs (&6

to $6.5 billion a year) needed to maintain the U.S. bases in

the country. In FY1987, the U.S. was to spend ¥b30 billion
[T ————— '
(about %4 billion), whereas Japan was to spend ¥260 billion

(some $2 billion). The ratio was 2 to 1. Tokyo intends to

10



share the cost on an egual basis, with $3 blllion each, in
e ————

the future, when the ecurrent terms of the bilateral

agreement concerned are renegotiated to that effect.7

As this case has shown, Japan has tended to compensate

-~ i
m

what it can not do in the category of defense burden-sharing.

b;Tholitical and economic burden-shqr;ng. Similar patterns

are observed by the current government.

Takeshita's Attempts at Political Burden-Shariag

Prime Minister Takeshita, gince his nomination in
November. 1987, has taken‘pngitive gteps toward what may be
termed as political and economic burden-sharing among the
Western partners. He stresses a‘slogan of "A Japan That
Contributes to +the Woerld," and has given, among others,
pesitive gspeeches in London (May 1988), New York (May 1988),
-and in Tronto (June 1988), ndting Japan's willingness to
cooperate for international peace. In December 1987 he chose
‘the Phillppines to be his firat country to visit as Prime

Minister. In Manila. by pledging to extend a_ substantial
PN

i i s

economic ldan (¥94.2 billion or about $700'millidn to the
e T T e

Phlllppines and ¥270 billion or %2 billion over three years
to thgrsix ASEAN nations), he stated that the stability of
the Philippines is important to the stability of the Asia-
Pacific region. While wmg%wthg
financial agpects of the !;?' bases, it is abvious that the

S

—

" A

~

Jagiggge_wane»cnnscioushgi_the relevance, if 1indirect, of
m

their econumic role.__to the continuous existence of the

bases. Thig is one way of sharing with the U.8. the
’—""""“—"_’—n‘-ﬁ

11
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.Apolitical as well ag economic burden of Pacific security,
- particularly of the U.S. bases in the Philippines.
8ince Takeshlta assumed his office, geveral fegional
conflicts have begun to be settled, requiring the preseﬁce
~of international ceage-fire ebservation teams and
substantial @ economic aids, and thus needing Japanese
part}cipatlons. With the cease-fire agreement becoming
effective in Afghansitan, the Takeshita government has

dispatched a <¢ivilian to¢ join = the U.N. ceage-fire

observation team, while assuming some 10 percent of the
S e

financial burden for those U.N. operations. Japan takes the
=2 R

)'—’.—_7

{\\ aonammatl -
view +that under the current constitution and the Diet b

resolution if cannot dispatch.members of the Self-Defense,

Rorces to the Utﬂ$ﬂﬁacxgglilgi; This 1s the first time that

the Japanes¢ government sends its national to work with the
U.N. peace~keeping forces. This is again a case of taking up
a pulitical and economic burden-sharing in place of defense
or military burden-gharing. - Similarly, as lIran and Irag
entered the truce on August 20, two ‘Japanese civilians,
again diplomats, were eend to Jjoin the U,N. militlary
observation groups (UNIIMOG) in these two countries. If
Namiﬁig. should gain independence from South Africa in the
course of the withdrawal of Cuban troops from Angola, ii.
would need  toe conduct a national plebscite under a U.N.
supervision, to which Japan plang to contribute about 30
civilians, |

What is more, thé Cambodian conficts alsu have begun to

show signs of palitical settlement, perhaps being influenced

12
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by the settlement in Afghanistan. In a June megting with the
ASEAN foreign ministers, Foreign Minister Sosuke Uno
proposed a peace blan aiming at c¢reating & non-aligned,
indepéndent Cambodia with thg U.N. troops present for a
certain period. The idea was not very different fram the
varjous ASEAN and Japanese initiatives proﬁosed previously,
But the point is that Japan, which has been a shy power
- player, hag now become more forceful in presenting its
views. In early August the Japanese govefnment invited
Sihanouk to Tokyo +to diecuse measures to bring about a
political settiement in Cambodia and what Japan can do for
its econamic rehabilitation., This is the first time Sihanouk
came as a guest of the Japanese government in recent years.
The fact that he has come to Japan under the current
circumgtances demonstrates the recognition on ihe part of
the' Prince of the usefulness of Japanese pawer in settling
the conflict. When all Vietnamese troops are withdrawn from
Camhodia; Tokyo ig likely to resume economic assistancefor
Vietnam as well. This 1s also a case af Japan sharing the
political and econamic burden which the U.8, would nol very
much wish to ﬁssume #t the moment. |
The - Japanese would' feel muéh less coniident in
undertaking diplomatic acitivities in the Miﬂdle East. Yet
Japan has been one of the few countries of the West that

have guccessfully maintained diplomatic cbntacts with__both ,

o T

iran ‘and Jrag during the war years., Foreign Minister Abe

visited their capitals 1in August 1983, al though his

mediating role bore little fruit. But Japan has tried to

13
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expand political contacts with both moderate and radical
Arab naticns. In 1985 Abhe was in Syria, Jordan, and Saudi
Arabia, tooc., In this trip he also had a meeting with Arafat
of PLO. Abe's successor, Uno, visited Teheran and Baghdad
in July this year. He then became the first Japanese foreign
minister to visit Israel after Japan shifted its policy from
a pro-Israell to a pro-Arab stand in 1973. -

Japan's political role may be still limited there, but
it seems that -there is a growing fecngnitinh among the
Japanese that their country should become a player in the
intgrnational relationa of the Middle East. Japan seems
able to play an increasingly effedtiﬁe role by using lts
economic and technological assisténce, which most! of th§
nations in the region need so‘b&dlf. With 1ts increased
diplomatic  involvement in the region, Japan may - bé
contributing to the political stability and thus regi@nal'
securiiy of the Middle Bast. Here is also Japan's modes t
attémpi to share the political bufdén that the West Bssu@es;

% The Takeshita government dpéears willing to share
gre%ter economic assistance burﬁeé for the Third World,
Japan 'ig the largest ‘aid donor for most of the Aéiah

'ouuﬁtries, including the Philippines, Indonesia, Thaliand;
andEChina. in August 1988, Takeshitﬁ, for instance, pledsﬂd
a loan of ¥800 billion (about $6 biliion) to be provided

oveﬁ iive vears to China.8 (Jaﬁaﬁ ig alse a signifiéan§

i

don@r Efor Egypt and Turkey.) Tbese aids have played

impéijggl'ﬂnarts in promoting the political stability of;the

e !
region. This economic burden-sharing is likely to grow more
e

14
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in the future, as was seen in Takeshita's another prnposal
at the Tronte Summit,‘which was to cancel the external debts

owed by the poorest nations up to ] billion.

Issues Ahead for Japan

fhé Japanese government, hOWefér. faces & more Dbasic
issuei éf whether the country can respond fas£ enough to tﬁe
changing international relations. Wﬁat_should be Japan's
strategf in the midsf of the U.SJ-SQV{et and Sino-Soviet
deten}e?. How ¢an Japan share the 5ufden of the West in
maintﬁning an overall balance of pover in its favor? How ._‘

best can it use itg own large economic power? Japan seems

)
tofiggg_jn ap overall design of whét-kind of world it wants {
o see built and how it wants to go about creating it.

For Jépan, stable and close Ailﬁntic security relationsT
are a vital factor for its own naéiunal gecurity. A suiid
and cfédible NATO serves as an iméoﬁtant factar in éoping:
with the Soviet Unionboth for Westérn Europe and Japan. 'In
this! sense, ifgfﬂu_gﬂgqgg;gpe'shéﬁlgaggﬂgg}t~aL0&eLy with'
each% oiher and with the U.S. on éhe pesition to be taken
regafdihg a comprehensive conventioﬁal ﬁrms reduction whicﬁ
the éovaet Union has proposed. Asjln the case of INF talksf
/Qggeé 1f those arms reduced in the éuropean theater were:td
he htrapﬁferred to the Asian sectién: it would only create,
more;pp}itical and militry tenslons'in Northeast Asia. ;df
suchi arms transferred to Asia may?bé retranéferred back ;td

15
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Burope at a time of crisis. This would not help stabilize
Eagt-West relations.
Recent cross-Atlantie polemics over th '"near erosion”

‘:—-_—\‘———ﬁ.—_—__,
T : :
of the NATO's basic strategic doctirine of "flexible 7

response" presents a factor of apprehension for Japanese. |

EEEEEEE?' They would simply weakgn u.s. psitions vig-a-visg
the Sovjet Union on arms control négotiationa. A wveakened
u.s. position would not favor Japanese secufity. Japan may
geek to consult more closely with the U.S. and Western
Europe ;n how arms reduction talks:should be conducted.

'Agg much as Japan considers weaKened Atlantic security
tiesitq be harming its security interests, Atlantic partners
may frégard a weak Japanese defengeiposture ta be against

their security interests. In thia fegard, Japan's primary Q/Atjzuk%

‘Lglgdig_gggilﬂg the defenae burden of the West should be to

build credible defense capabilities. Also, Japan may be able
~....——-—‘-'—.-—"——_-—‘-__‘ .

—_— T ——

to contribute to the development of conventional defense

initiatives (CDI) technalogy.

In the field of contributing to the U.N, peace

functicons, Japanese efforta are far from impressgive, Sending
e —

only Qne civilian to the U.N. peacé-keeping team of about
100 members in Afghanistan, and only two c¢tvilians tao the
U.N. team of 3560 members from 24 couniries are too modest
or meﬁger for a.natlon that its ﬁri?e minister claims wili
“ecantribute to the 1qternational peabe in ecorrespondence ‘to

its economic power, Japan i@ in urgent need to train more

personnel gualified to work for sucth;N. functions,

In order,to play a mare effective political role, Japan

16
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will have to overcome domestic political —elements  of
constraints. As long aé Japan :a;gues that because of
demestic legal and political contstrgints it cannot send its
forces to the Guif or any other 'places where its own
sec@fity interests are at stﬁke. ﬂt cannot work closely with
the?otber Western partners, It codstitutes a clear hindrédcé

to éthé defense burden-sharing. Naturally, this does nuﬁ

mean that sending its forces overseas_should he an automatic

decision for Japan. The wisdom of opting out a wmilitary

——

R

invulvément should bYbe respected, but the categoricgl
dénqunéement of military participations even at a time when ~
national security interests are. .threatened would nat @n;y
narfoﬁ%the range of Japanese paliéygoptions but also OPtions
thaﬁ'the Western partners cén expéct to take effectively.

f A?Japanese dilemnma, howeverf fs that a Japanese po}icy

that sends its forces overseas would invite a strong

eriticism from the Aslan nelghbers, not to meniion that from
e

thﬁimgggggiiign#_nartles at home, and that _ignoring._such.

qgiavorable repercusasion m;gbjﬂjéopardize Japan's political

and _even_economic relations with them. Tokyo will have to
havé 4 clear understanding with its Asign neighbora about
Japanese intentions, although that is also highly difflicult.

In :the process of reaponding tp and playing a part in the
East*éest and west-West relations,- the two broad areas of
conégﬁn mentioned at the outset,‘ Japan is quickly evolving
fro@ an economic power, to a politﬁcél power., However, its

L !
tendency to play a political role as a substitute for a /)

military role narrowz the fange of Japanegse opitions, when b

17
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Jﬁpan is eXpected to play a military role albeit limited,
Nevertheless, under the present circumstances 1t has little
‘¢hoice but to seek to expand its political role or burdéq-
sharing within this constraint.

Japan's sharing of an economic burden 1is the most
prominent among its three categories of burden—sharing.
Japanese ODA fofftclal development aid) now amounts to about

$10 billen or 0.3 percent of GNP, 1In a broad sense, Japan

T T — e e T

hag done significant cnntributionséto Asia-Pﬁcific security

through substantial economic aid.

;Thus, how Japan can combiné {hé three categories of
burden-sharing to seek its enlightenéd national interests as
one of the Western partners is an impertant isasue for the
gtability of international relations. Japanese responses to
changes in international reiations will continue to be slow,

but such responses are liKely to be steady and positive.
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