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XIVTH EUROPEAN-JAPANESE CONFERENCE
BUILDING CLOSER COOPERATION IN A TROUBLED WORLD

At Chiteau de 1a Hulpe, Brussels
| March 30 - April 1, 1993
AGENDA

"~ Tuesday, March 30, 1993

7:15 p.m.

8:00 p.m.

Bus departs from Hotel Sheraton (Place Rogier 3,
B-1210 Brussels, Tel. 224-3111, Fax 224-3456) for
Chéateau Sainte-Anne (Rue du Vieux Moulin 103,
Brussels, Tel. 660 2900, Fax 673 2491}

Opening Dinner at Chéteau Sainte-Anne.

Wednesday, March 31, 1993

8:15 a.m.

9:30-12:30 p.m.

. 12:30-2:00 p.m.

2:30-5:30p.m.

5:30 p.m.

7:30 p.m.

8:00 p.m

Bus departs from Hotel Sheraton for Chateau de
la Hulpe (chaussée de Bruxelles, 111, 1310 La
Hulpe, tel. 653-6404, Fax 652-0581)

First Session; Reorganizing Western Alliance
Cooperation: America, Europe, and Japan

The View from Japan . f
Amb. Koji Watanabe, Japanese Ambassador to Italy

The View from Europe
Prof. Jean-Pierre Lehman, Director,
European Institute of Japanese Studies, Stockholm

Informal Luncheon

Second Session: Perspectives for East Asia
and the Pacific Region

The View from Japan

Akira Kojima |
Senior Editor and International News Editor
Nihon Keizei Shimbun 1

The View from Europe
Dr. Gerald Segal, Senior Research Fellow,
IISS, London

Bus departs from Chateau de la Hulpe for Hotel
Sheraton

Bus departs from Hotel Sheraton for Restaurant
"La Maison du Cygne” (Grand Place, 9, B-1000
Brussels, Tel. 511 8244, Fax 514-3148)

Dinner at Restaurant "La Maison du Cygne”



Thursday, April 1, 1993

8:15a.m.

9:30-12:30

12:30-2:00 p.m.
2:30-4:00 p.m.

4:15 p.m.

6:00 p.m.

Bus departs from Hotel Sheraton for Chateau de
la Hulpe

Third Session: Developments in Europe

The Future of European Integration: Perspectives
from Europe and Japan :

Dr. Pierre Jacquet
Deputy Director, IFRI

Prof. Takatoshi Ito
Professor of Economics
Hitotsubashi University

The New Security Challenges in Europe: Perspectives
from Europe and Japan

Robert Cooper
Foreign and Commonwealth Office, London

Prof. Yutaka Akino
Assodiate Professor of International Relations
University of Tsukuba

Informal Luncheon

Fourth Session: European-Japanese Relations:
State of Affairs and Perspectives

A View from Japan Oral presentation
A View From Europe Oral presentation
Address by Sir Leon Brittan,

Vice-President, Commission of the European
Communities

Conference disperses
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XIV EUROPEAN-JAPANESE CONFERENCE
BUILDING CLOSER COOPERATION IN A TROUBLED WORLD
At Chiteau de la Hulpe

March 30 - April 1, 1993

List of European Participants

Sir Leon Brittan

Dr. Christoph Bertram
Robert Cooper

Marcel Depasse
Emilio Fernandez-Castano

Francesco Fornasari

Wolfgang Ischinger
Dr. Pierre Jacquet

Dr. Marie-Hélene Labbé

Prof. Jean-Pierre Lehmann

Prof. Dr. Hanns W. Maull

Simon‘ Nuttall

John deer
Dr. Gerald Segal

Stefano Silvestri

Santiago de Mora-Figuereroa
Marqués de Tamarén

Vice-President, Commission of the
European Communities, Brussels

DIE ZEIT, Hamburg
Foreign and Commonwealth Office, London

European Advisor, THE SURUGA BANK,
LTD., Brussels -

Chef de Cabinet to State Secretary for
European Affairs, Madrid.

FIAT SpA, Turino

Head of Planning Staff, Ministry of
Foreign Affairs, Bonn

Associate Director, Insitute Francais
des Relations Internationales, Paris

Institut d’Etudes Politiques de Paris

Director, The European Institute of
Japanese Studies, Stockholm

Professor of Foreign Policy and
International Relations, University

of Trier

Co-Director of the German Society for
Foreign Policy, Bonn :

Director, East-Asian Affairs,
Directorate-General of External
Relations, Commission of the European
Communities, Brussels

Director, Institute for Securit
Studies, Western European Union, Paris

Senior Fellow, International Institute
for Strategic Studies, London

Istituto Affari Internézionali, Rome

k

Director, Instituto de Cuestiones
Internacionales y Politica Exterior,
Madrid



Richard Wilkinson

Observers
Doris-Schroeder-Maull
_ John B, Richardson

Rapporteur

Jeannet-Susann Frossinger

Head of Planning Staff, Foreign and
Commonwealth Office, London

Saarlandischer Rundfunk Saarbriicken
Head of Unit External Relations,

Commission of the European Communities,
Brussels

University of Trier



XIV EUROPEAN-JAPANESE CONFERENCE
BUILDING CLOSER COOPERATION IN A TROUBLED WORLD
Chiteau de la Hulpe, Brussels
March 30 - April 1, 1993

- List of Japanese Participants

Dr. Yutaka Akino

Associate Professor of International
Relations, University of Tsukuba

Visiting Professor

Institute of East-West Studies, Praque
Yoichi Funabashi Columnist, The Asahi Shimbun
Akira Hirata .. Research Fellow

Dr. Takatoshi Ito

Institute of Developing Economies

Professor of Economics

Hitotsubashi University

Visiting Fellow

National Bureau of Economic Research,
Cambridge '

Akira Kojima Senior Editor and International News
Editor, The Nihon Keizai Shimbun
Makito Noda Senior Program Officer |
Japan Center for International Exchange
Katsuo Seiki Executive Director
Global Industrial and Social Progress
Research Institute
Toshihisa Takata Counselor at the Mission of Japan to

"Dr. Akihiko Tanaka

the EC in Brussels

Associate Professor of International
Relations, University of Tokyo

Koji Watanabe Ambassador to Italy
Tadashi Yamamoto President

Japan Center for International Exchange
Staff
Hideko Katsumata Executive Secretary

Japan Center for International Exchange
Hifumi Tajima Program Assistant '
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The 14th European-Japanese Conference
March 31-April |, 1983

Brussels

ADDRESS LIST OF JAPANESE PARTICIPANTS

Yutaka AKINO Assoéiate Professor of International Relations
University of Tsukuba

Visiting Professor

Institute of East-West Studies, Prague
Zamek Stirin

25168 Stirin

Republic of Chech

Tel:422 88370008

Fax:422 882 727

Yoichi FUNABASHI Columnist, Thethsahi‘Shimbun
Cﬁkyne) 6-3-9 Kita Terao

Tsurumi~ku, Kanagawa 230

Japan
Tel: (045)584-2784
Fax:(045)584-2785

Akira HIRATA Research Fellow
Institute of Developing Economies

Visiting Fellow

OECD Development Centre, Paris
(office)

94, rue Chardon-Lagache
75775 PARIS CEDEX 16
France

Tel:45 24 82 (0

(home)

25, rue Vineuse

75116 PARIS GERER=FE:
France

Tel:44 05 85 59



Takatoshi ITO‘

Akira KOJIMA

Makito NODA

Katsuo SEIKI

Professor of Economics

Hitotsubashi University

Visiting Fellow

National Bureau of Economic Research, Canbridge
1050 Massachusatts Avenue
Cambridge,Massachusetts

02738-5398 U.S.A.

Tel:(617)868-3800

Fax:(617)868-2742

Senior Editor and International News Editor
The Nihon Keizai Shimbun

1-9-5 Otemachi

Chiyoda-ku, Tokyo 100

Japan

Tel: (03)3270-0251

Fax: (03)5255-2627

Senior Program Qfficer

Japan Center for International Exchange
4-9-17 Minami Azabu

Minato-ku,Tokyo 108

Japan

Tel:(03)3446-7781

Fax: (03)3443-7580

Executive Director
Global Industrial and
Social Progress Research Institute
7F 3-8-21 Toranomon
Minato-ku, Tokyo 105
Japan
Tel:(03)3435-8800
Fax:(03)3435-8810



Akihiko TANAKA Associate Professor of International Relations
University of Tokyo
(Home) 2-14-16 Sekimachi Minami
Nerima-ku, Tokyo 177

Japan
Tel: (03)3812-2111
Fax:(03)5689-5864

Toshihisa TAKATA Counselor
Mission of Japan to the EC
Avenue des Arts 58
1040, Brussels,Belgique
Tel:(32-2)513-9200
Fax:(32-2)513-3241

Koji WATANABE Ambassador to [taly
Ambasciata del Giappone
Via Quintino Sella
60 00187 Roma,Italia
Tel: (38-6)481-7151 L
Fax:(38-6)487-3316

Tadashi YAMAMOTO President
Japan Center for International Exchange
4-8-17 Minami Azabu
Minato-ku, Tokye 106
Japan
Tel:(03)3446-7781
Fax:(03)3443-7580



Senior Fellow

P

THE EUROPEAN INSTITUTE OF JAPANESE STUDIES
STOCKHOLM SCHOOL QF ECONOMICS

' ,z?mfm
Jean-Pierre Lehmann
Director

PO Box 6501, 5-113 83 Scockholm, Sweden. Office sddress: Sveavigen 65
'lelephone +46 8 736 93 60, die. 736 93 65, Telefax: +46 831 3017
Telex: 16514 HHS §. Cable: Schoolecon, Scockholm

ot

Prof. Dr. Hanns W. Maull

Protessor of International Relations

Universiit Trier

Postfach 3828 Friz-von-Wille-StraBe 107
6500 Trier 5500 Trler

Telefon (0651) 201-2129/30 Telefon (0651} 17785

SIMON J. NUTTALL

DIRECTOR
DIRECTORATE-GENKRAL FOR EXTERNAL RELATIONS

COMMISSION OF THE
EUROPEAN COMMUNITIES

200 RUL DE LA LOI
81049 DRUSSELLS
TRL (0O2) 299-22-28
FAX (OR) 3001033

John Roper
Director

Institute for Security Studies
Western European Union

43, avenue du President Wilson
76775 Paris, Cedex 18

Tel (433 1) 47 23 54 32
Fex{+331)47208178

THE PACIFIC REVIEW

Gerald Segal
Editor

Tel. no. 071-379 7676

eItz les

Robert Cooper :

Counsellor

British Emhaxsy
Fricdrich-Ehert-Alee 77
5300 Bonn |

Telephone: (228) 23 40 4§
Facilmile: (228) 23 40 77

St e

‘Maircel Depasse e
European Adviser -

THE SURUGA BANK, I.TD

AVENUE DESARTS, 58 Bte 3 |
B-1040 BRUXELLES
Tel  :02/602-2025
FAX  :02/513-6018

e
Rt

 Boam

~Imernational Relations-- - .

Fiat s.p.a. o
Corso C. Marconi 1o

- 10123 Torino, lialy
Tel +39.11.6662399
Fax +39-11.6661282
Telex 221626 REFIAT |

Franco Fornasari

instivut
franmygais
des redatinas
Pivrre JACQUET
Deputy dirgetor
Ealitar, Polttique étrnglne’

6, rue Feerus - 73683 Paris Cedex 14
Télepharnw (33.1) 40 74 91 10 - Teles 201 6ROV - Fax (33-1) 45 65 15 14

CREST

Ecole polytechnique

The International Institute
for Strategic Studies

23 Tavistock Street
London WC2E 7NQ

UK

Fax no. 071-836 3108

(Home tel. no. 081-567 9378)

Marie-Héléne LABBE
Chargée de recherches

Centre d'Etude des Relations entre Technologles el Stratégle
54, rue Boissonade, 75014 PARIS

Tél : 45226757 - Fax: 4322592




JEANNET FROESSINGER
Amselweyg 6
32850 Hameln

Tel: 44 ‘sfo‘Squ
Tor: HY- 6l0i- 521300

A

STEFANO SILVESTRI
YICE PRESIDENTE

Istituto Affari Internazionali =
Via A Baunxrr @ (Pauazso Rowowninn 00185 Rosa « Tai, 063224360  Fax 06/322436)

L e

EL MAROUES DE TAMARON

RECTOR
; bestiroro ox Coxsrionss Iremuacionaiss ¥ Poufmies Exvsmnon
i (INCIPE)
o)
i 502 66 6)
' ALMIRANTE; 00 TaLs. (04-1) (o2 77 80
28004 MaDEID Fax (G4-1) 502 6806 28

Richard Wilkinson

Head of
Policy Planning Staff

Yorelgn and Commonwealth Office

Telephone: 07]-
London SWIA 2AN slaphone: 07]-270-29)

Facsimlle: 071-370-35)

JOHN B. RICHARDSON

HEAD OF UNIT
FOR EC.JARAN RELATIONS
OIRECTORATE-GENKRAL FON EXTERNAL RELATIONS

COMMISSION OF THE MAIL: 200 RUE DE LA LOI
EUROFPEAN COMMUNITIES P:1049 BRUSSLLS
OFFICE: AUX BELLIARD 28
YEL 1 322-200-2230
FAK: 3212:290:0204
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Sir Leon Brittan

Member of the European Commission
Cellule de Prospctive

200, rue de Loi

B-1049 Brussels

Tel:296.33.38

Dr. Christoph Bertram
Diplomatic Correspondent
Die Zeit

Preesshaus, Speersort 1
Pogtfach 10 68 20

2000 Hamburg 1

Tel: 040/32 80-0

Fax: 040/32 7111

Dom Emilio Fernandez-Castano

Secretaria de Estado para las
Communidades European

Palacio de la Trinidad

Calle Francisco Silvera, 82

288028 Madrid

Tel :00341-725-8215

Fax:00341-3614852

Mr. Wolfgang Ischinger
Auswartiges Amt
Planungsstab
Adenauerallee 99-103
Postfach 11 46

5300 Bonn-
Tel:0228-17-2759
Fax:0228-17-3402

Mr. Detlef Weigel
Auswartiges Amt
Planungsstab

address same as above
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Bibliographical Information

YUTAKA AKINO has been Associate Professor at the Institute of
Social Science at Tsukuba University since 1988 and concurrently
Chief of the Decision-Making Program at the East-West Institute
in Stirin, Czech Republic.

Educated at Watseda University and Heokkaido University (LL.D.
1983), he has also studied at London University as a British
Council Scholar. Prior to assuming his present position, he was
been an analyst of Soviet-East European and Soviet-Asian
Relations at the Embassy of Japan in Moscow. His publications
include "Gorbachev’'s Domestic Reform and the Soviet Bloc," {Soren
Kenkyu, Oct. 1987}, "Indochinese Countries and the East European
Bloc, International relations around Indochina," and "Taichu,
Taiso ni Shinshiko Gaiko wo," (Apply New Thinking Diplomacy) in
Japan’s China and Russia Policies, 1991,

CHRISTOPH BERTRAM is Diplomatic Correspondent for the German
weekly DIE ZEIT (since 1986).

After studying Law and Political Science at the universities of
Berlin, Paris and Bonn (19%7-67), Mr. Bertram has been a Research
Associate of the Internaticnal Institute for Strategic Studies
(ITSS) in London (1967-69). He became Assistant Director of the
IISS in 1969 and has been Director of that organization from
1974-1982. From 1%69-70, Mr. Bertram has also been a Member of
the Planning Staff for the German Ministry of Defence.

SIR LEON BRITTAN has been Vice-President of the Commission of the
BEuropean Communities since 1989. He had responsibility for
competition Policy and Financial Institutions until the end of
1992. Since January 19%3 he has been responsible for External
Economic Affairs and Trade Policy.

Educated at Haberdashers’  Aske’s School, Cambridge and Yale, Sir
Leon was called to the Bar in 1972, became a QC in 1978 and a
Bencher of the Inner Temple in 1983. He was knighted in 1989. In
1974 he entered Parliament as Member for Cleveland and Whitby,
holding various shadow posts. Following the general election in
1979, Sir Leon was appeointed Minister of State at the Home
Office. In 1981 he joined the Cabinet as Chief Secretary to the
Treasury, became Home Secretary in 1983 and was Secretary of
State for Trade and Industry from 1985 to 1986. In 1983,
following boundary changes, Sir Leon was elected MP for Richmond,
North Yorkshire, which he remained until he took up his present
post in Brussels.



oo+ o ROBERT COOPER 1s ‘a~political counsellor at the British Embassy in
T "Bonn. He graduated from Worcester College, Oxford, with a BA in
philosophy, politics and economics. He received his MA in
international relations from the University of Pennsylvania.

Mr. Cooper entered the British diplomatic service in 1970 and
spent until 1971 at the Foreign and Commonwealth Office. After
two years of language study, he joined the British Embassy in
Tokyo (1973-77) and went back to the Foreign and Commonwealth
Office from 1977-82. Having worked for the Bank of England from
982-84, he joined the UK Representation to the Eurcpean Community
in Brussels (1984-87). Mr. Cooper has been Head of the Far
Eastern Department {(1987-8%) and Head of Policy Planning Staff
(1989-92) in the Foreign and Commonwealth Office.

MARCEL DEPASSE is European advisor to THE SURUGA BANK, LTD.,
Brussels, and member of the EUROPALIA Steering Committee.

Mr. Depasse retired from the Belgian Diplomatic Service in 1988
having held various position in the Foreign Ministry. He was
Attaché to the Belgian Embassy in Washington (1952-55); Secretary
at the Belgian Embassy in Moscow (1857-60); Director of the
Scientific Division (1960-62) and later Director of the Middle
East Division (1971-74) in the Ministry of Foreign Affairs
Brussels; Minister, Deputy Head of Mission at the Belgian Embassy
in Rome (1974-76); Ambassador in Singapore (1976-1979) and Tokyo
(1985-1988), and Ambassador in charge of the negotiation of the
treaties on waterways with the Netherlands in Brussels {1980-84).

Mr. Depasse has also been the assistant of the Belgian
Commissioner for Atomic Energy in Brussels (1955-57); Director of
the European Space Research Organization in Paris (1962-71); a
Permanent Representative to the Disarmament Conference in Geneva
{1984 -85); advisor to the President of the Liaison Committee of
the Cement Industries of the European Community (1988-92); and
Head of the Belgian Delegation to the Western European Union
Committee on Space (1989-91).

EMILIO FERNANDEZ-CASTANO Y DIAZ-CANEJA is Chef de Cabinet to the
State Secretary for European Affairs in Madrid.

He has been the assistant personnel director of the Ministry for
Foreign Affairs (1980-1981), the Director of General Affairs at
the General Protocol Directorate (1981), Second Secretary at the
Spanish Embassy in Warsaw {(1982-85), Counsellor to the Permanent
Representation of the European Community {1985-1990), and
Subdirector at the State Secretary for European Affairs (1990-
1991). Mr. Fernandez-Castano has also been a counsellor and a
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- 'member of the permanent executive committee for the Banco
Exterior Internacional since 1%921. He has worked for ASTANO and
was a counsellor to the Banco de Credito Industrial until its
fusion with BEX. Mr. Fernandez-Castano is a professor for
European Affairs.

FRANCO FORNASARI is Director of External Trade and Investment,
International Relations at Fiat S.p.A.

A graduate in Economics from Bologna University {1975) and the
London School of Economics and Political Science {1980), Mr.
Fornasari has worked as a senior EBconomist at the Centro Studi
Confindustria, Rome (1977-82); as senicr Investment Analyst for
the Nucleo di Valutazione, Ministeric del Bilancio e
Programmazione Economica, Rome (1982-1984); as senior Analyst for
Industrial Policy within the Studies and Strategies Department at
IRI, Rome {(1%84-85); as Coordinator of the Technical Commission
for the allocation of funds set aside for environmental projects
at the Presidenzia Del Consiglio dei Ministri (1984-1985); and a
senior Country QOfficer at the World Bank (1985-1990). Mr.
Fornasari has also been an Assistant Professor of Political
Economy and Financial Policy and Assistant Professor of Public
Finance at LUISS, Rome. He has published several articles and
papers in the area of applied economics and economic modelling.

YOICHI FUNABASHI is a diplomatic correspondent and columnist for
~the Asahi Shimbun, a leading Japanese daily.

He has covered politics and economics in-Japan for twenty-five
vears and has been the Asahi correspondent in Washington, D.C.
and Beijing, and a Nieman Fellow at Harvard University. Mr.
Funabashi was an Ushiba Fellow in 1986 and was a fellow at the
International Institute of Economics in 1987. Mr. Funabashi is
the author of several books, including The Theory of Economic
Security (1978), Neibu-Inside China, (1983), The U.S.-Japan
Economic Entanglement-the Inside Story, (1987) and Nihon Senrvaku
Sengen (Civilian Manifesto), editor and author (1991). Winner of
the Suntory Humanities Award, 1983. He was also awarded the 1985
Vaughn-Ueda Prize - often called Japan’'s Pulitzer Prize - for the
coverage of the U.S.-Japan economic fricticn, the Yoshino Sakuzo
Award in 1988 fcor his book Managing the Dollar: From the Plaza to
the Louvre, and the Ishibashi Tanzan Prize in 1992 for his
articles "Japan and the New World Order" for Foreign Affairs and
"Japan and America: Global Partnership" for Foreign Policy.

AKIRA HIRATA is a research fellow at the Institute of Developing
Economies.



He joined the institute after receiving his B.A. (1969), M.A.
(1971) and Ph.D. (1976} degrees in economics at Keio University.
In addition to studying at the Institute of Development Studies
at the University of Sussex, England, he has been a visiting
researcher at the Victoria University of Wellington, New Zealand
and at the University of Sydney., Australia. His research paper
include: "Effects of North-South Trade on Japan’'s Economic

Growth" (1986, with T. Nchara), "Export Promotion Policies of
Developing Countries"™ (1988), "Changing Patterns in International
Division of Labor in Asia and the Pacific" (1988), "Trade

Policies Toward Developing Countries" {co-edited with Ippei
Yamazawa, 199%0), and "Industrial Adjustment in Developed
Countries and its . .Implications for Developing Countries" {(co-
edited with Ippei Yamazawa, 1991). Since January 1993 Mr. Hirata
is visiting Fellow at the OECD Development Centre in Paris.

TAKATOSHI ITO, 1992-1993 Ushiba Fellow at the National Bureau of
Economic Research in Cambridge, Mass., is Professor of the
Institute of Economic¢ Research, Hitotsubashi University, a
position he assumed in 1991.

Educated at Hitotsubashi University (B.A. and M.A. in ecconomics),
he continued his studies at Harvard University with a scholarship
from the Japan Society for .the Promotion of Science (1975-1977)
and received his Ph.D. in economics in 1979. After receiving his
Ph.D., Mr. Ito taught at the Department of Economics, University
of Minnesota. He was also a research fellow at Stanford
University, a Visiting Associate Professor at the Department of
Economics, Harvard University and a Visiting Research Fellow at
the International Monetary Fund. He is a Research Associate at
the National Bureau of Econcmic Research and leads a research
group on the Japanese eccnomy. Hig publications include Economic
Analysgsis of Disequilibrium: Theory and Empirical Analysis, which
was awarded the 29th Nikkei Economics Book Award in 1986, The
Japanese Economy: A First Course (1982}, and is co-editor of the
Journal of Japanese and International Economics. Dr. Ito has also
contributed the chapter "Tsuka Senryaku Inishiatibu" (Monetary
Strategy Initiative) to Nihon Senryaku Sengen (Japan's Civilian
Manifesto), 1991.

WOLFGANG ISCHINGER ig director of the Policy Planning Staff at
the German Foreign Ministry in Bonn.

Previously, he has been Assoclate Cfficer at the Cabinet of the
Secretary-General, United Nations, New York (1973-1%75). He was a
member of the Policy Planning Staff at the Federal Foreign Office
in Bonn  (1977-1979) and a Politico-Military Affairs Qfficer at
the Embassy of the Federal Republic of Germany in Washington,
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T D.C. . (1979.-1982). From 1982 until 1987 Mr. Ischinger has been the
private secretary to the Federal Foreign Minister. Before, he has
been the Director of Cabinet and Parliamentary Affairs at the
Federal Foreign Office in Bonn (1987-1990) and Minister
Counsellor at the Embassy of the Federal Republic of Germany in
Paris (1990-1993). Mr. Ischinger has also been an advisor to the
Delegation of the Federal Republic of Germany to the U.N. General
Assembly in New York (1985-1987}. He is a member of the Study
Group on the United States, Aspen Institute, Berlin (1986-
present) and is associated with the International Institute of
Strategic Studies (IISS) and the German Society for Foreign
Policy (DGAP). He received his state exam in Law from the
universities of Bonn and Geneva (1972), and a M.A. from the
Fletcher Schocl of Law and Diplomacy, Medford, Massachusetts
(1973) . Mr. Ischinger wrote a book on foreign aid policies (Die
Entwicklungsschwelle, 1973} and articles on foreign affairs and
arms control. :

PIERRE JACQUET is deputy director of the French Institute of
Internatiocnal Relations (IFRI).

A graduate from Ecole Polytechnique and Ecole Nationale des Ponts
et Chaussées in Paris, Mr. Jacguet has worked as a project
analyst and a consultant on African energy projects for the
French development bank Caisse Central de Cooperation Economigue.
With his transfer to IFRI, he became the head of economic
studies. Mr. Jacquet has also been in charge of the economic
section of IFRI s annual "RAMSES" report (1984-32), which is
published each October on the state of the world economy. He is
an editor of the Institute’s gquarterly review Politique
Etrangére. He has written extensively on the international and
European monetary systems and on the internmational coordination
of economic policies in French and foreign reviews, and in major
newspapers. Mr. Jacqguet is an assistant professor of econcmics at
the Ecole Polvtechnique and professor of economics at the Ecole
Nationale des Ponts et Chaussées.

AKIRA KOJIMA ijis Senior Editor of the Editorial Bureau and
International News Editor of the Nihon Keizail Shimbun (Japan
Economic Journal).

After graduating from Waseda University he entered the Nihon
Keizai Shimbun, Inc. in 1965. After doing graduate work at
Manchester University as a British Council Fellow in 1969, he
became New York Correspondent in 1978, Editorial writer and
Editor in 1982. In 1989 he was part-time lecturer at the Tokyo
Institute of Technology. From 1991 he was Vice President of the
National Institute for Research Advancement.
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MARIE-HELENE LABBE is a Senior Researcher at the Centre d’Etude
des Relations entre Technologies et Stratégies (CREST) where she

is in charge of studies in proliferation of mass destruction
weapons and the arms race.

She is professor of international relations at the Institut

d Etudes Politiques de Paris and Lecturer at the Ecole Supérieure
de Guerre. Dr. Labbé is a graduate of the Institut d 'Etudes
Politiques de Paris and holds a Ph.D. in Political Science. She
is the author of La Prolifération nucléaire en 50 questions, ed.
Jacques Bertoin, 1992; La politigue américaine de commerce avec

1 Est, PUF, 1990; and of many contributions on technology
transfers in American or French studies. '

JEAN-PIERRE LEHMANN is Professor at the Stockholm School of
Econcmics and the first Director of its recently inaugurated
European Institute of Japanese Studies.

His former positions include Partner of the InterMatrix Group and
Director of InterMatrix Japan; Associate Professor of
International Business, INSEAD, Affiliated Professor of
International Management at the London Business School;. Founding
Director of the Centre for Japanese Studies at the University of
Stirling, Scotland; Visiting Professor at the Bologna Center of
the Johns Hopkins University School of Advanced International
Studies; and Visiting Professor and Japan Foundation Fellow at
the University of Tohoku, Sendai, Japan. Professor Lehmann acts
as consultant to major Eurcopean, American and Japanese
multinationals, primarily in the areas of overseas investments
and cross-border corporate alliances. He obtained his
undergraduate degree from Georgetown University and his doctorate
from Oxford. He has written a number of books and articles on
modern Japanese history, including The Roots of Modern Japan
(1982), and on contemporary Japanese and East Asian socio-
economic and political developments, forces and trends.

HANNS W. MAULL is Professor of Foreign Policy and International
Relations at the University of Trier, Germany. He is also the co-
director of the Research Institute of the German Society of
Foreign Policy (DGAP) in Bonn (since 1991), and European

Representative of the Japan Center for International Exchange
{since 1979).

Mr., Maull’s university education includes Political Science,
History and Journalism at the universities of Munich and London.
He has been a Research Fellow at the International Institute for
Strategic Studies London (1973-74); a Research Fellow at the
Centre for Contemporary European Studies, University of Sussex
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(1975-76); the European Secretary of the Trilateral Commission
(1976-79); Econcmics Editor for the Bavarian Broadcasting
Corporation (1979-82); Associate Professor of Political Science
at the University of Munich (1%82-87); Visiting Professor of
International Relations, Johns Hopkins School of Advanced
International Studies, Bologna Center; Professor of International
Relations at the Catholic University of Eichstatt {(19&7-91). Dr.
Maull is a Member of the Editorial Board of the DGAP s Yearbook
of International Affairs and its bi-weekly Eurcopa Archiv, and a
member of the Editorial Beoard of the Pacific Review. Dr. Maull
has written about a dozen books or monographs as author, several
edited volumes, several dozen articles in learned journals (i.e.
Foreign Affairs, Internaticnal Affairs (London), Politigue
Etrangére, Chuo Koron). His latest publication is Japan und
Europa: Getrennte Welten? (Japan and Eurcpe: Divided worlds?),
editor and contributor, Frankfurt, Campus 19%993.

MAKITO NODA is Senior Program Officer in charge of Research and
Documentation at the Japan Center for International Exchange
(JCIE) .

He joined JCIE as a Research Associate in 1974, while still
attending Sophia University’ s Graduate School of International
Relations (M.A., 1976). In 1981, he enrolled in the Johns Hopkins
University s School of Advanced International Studies (SAIS),
where he received an M.A. in international relations/ecconomics in
1984 and 1s currently a Ph.D. candidate. At JCIE, his chief
"responsibilities include research and coordination of projects
such as several task forces of the Trilateral Commission. He co-
authored with Sueo Sekiguchi "China-Japan Economic Relations:
Implications on ASEAN-Japan Relations" in Kokusai Kankyo no Hendo
to Nihon-ASEAN Kankei (Changing International Environment and
ASEAN-Japan Relations, 1988); and "Recycling Japan’'s Current
Overseas Account Surplus for Development Finance: With Special
Reference to Direct Investment" in ESCAP’'s Foreign Investment,
Trade and Economic Cooperation in the Asian and Pacific Region,
(1992) .

SIMON NUTTALL is the Director of East Asian Affairs, Directorate-
General of External Relations, Commission of the European
Communities, Brussels, a position he holds since 1988,

After completing his studies at St. John’'s College, Oxford with
an Honours degree in Litterae humaniores, Mr. Nuttall has been a
member of the H.M. Diplomatic Service from 1963-71. During this
time he conducted studies in Arabic, served in the Lebanon, Abu
Dhabi and the Congo. From 1971-1973 he has been an Official in
the Secretariat General of the Council of Europe (Office of the
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Clerk of the Assembly), Strasbourg. In 1973, Mr. Nuttall .
transferred to the Secretariat General of the Commission of the
European Communities. From 1973-81 he was at the Office of the
Clerk of the Commission. In 1981, he became Head of Specialized
Service, later Head of Division dealing with European Political
Cooperation.

JOHN ROPER has been director of the Institute for Security
Studies of Western European Union since it was established in
Paris in 1990.

Formerly an academic and an economic advisor to the British
Government, Mr. Roper was a Member of Parliament (1970-83), a
shadow spokesman con defence (1979-81), and Chief Whip of the
Social Democratic Party (1981-83). While a member of parliament
he was a member of the Assemblies of WEU and the Council of
Europe. From 1983 to 15990 he was a senicr member of staff of the
Royal Institute of International Affairs, where he edited the
Institute’s journal International Affairs from 1983 to 1988. Mr.
Roper has been actively involved in developing numerous contacts
between British researchers and others working on security-
related issues in cther parts ©f both East and West Europe. He
has since 1976 been a member of the Trilateral Commission. A
founder member of the Eurcopean Strategy Group, he is the author
and editor of numerous published works on the prcblems of UK
defence and Western security.

KATSUO SEIKI joined the Ministry of International Trade and
Industry (MITI) in 1965 after graduating from the University of
Tokyo s Faculty of Law.

At MITI, he served until 1992 as Director of the Development
Program of the General Coordination Department, Agency for
Industrial Science and Technology; Coordination Officer, Large-
Scale Retaill Store, Industrial Policy Bureau; Director,
International Energy Policy Division, Agency of Natural Resources
and Energy; Director, West Eurcope-aAfrica-Middle East Division;
Director, General Affairs Division; and Deputy Director General,
Global Environmental Affairs. He has been Executive Director of
the Global Industrial and Social Progress Research Institute
since 1992.

GERALD SEGAL is Senior Fellow in Asian Studies at the
International Institute for Strategic Studies and editor of The
Pacific Review. He graduated from the Hebrew University of
Jerusalem in 1975 with a B.A. in International Politics and
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- obtained his Ph.D. from the London School of Economics 1in 1979.
He has been a Lecturer at the University of Wales at Aberystwyth
{(1979-81), and Leicester University (1981-84). Mr. Segal was also
a Lecturer and Reader in International Relations at Bristol
University (1984-51). Recently he has been a Senior Research
Fellow at the Roval Institute of International Affairs (1988-91).

His publications include 19 co-authored or edited books and
monographs as well as the following single authored books: The
Great Power Triangle (Macmillan, 1982), Defending China (Oxford,
1985), Le Dialogue Moscou-Peking Depuis Mao (a revised and
translated version of Adelphi Paper No. 20 for the IISS, 1887),
The Guide to the World Today (Simen and Schuster, 1987, 1%88),
Rethinking the Pacific (Oxford, 1990), The Soviet Union and the
Pacific (Unwin/Hyman, 1990), The World Affairs Companion (Simon
and Schuster, 1991). The Fate of Hong Kong as well as a new
edition of The World Affairs Companion will be published by Simon
and Schuster in 1993.

STEFANQO SILVESTRI is the Vice-President of the Istituto Affari
Internazionali IAI, Rome, and responsible for Defense and
Security Studies. He 1s also a journalist and commentator of
Foreign Policy and Security matters for the Italian newspaper Il
Sole 24 Ore.

Mr. Silvestri has been a Researcher at the IAT since 1967, the
organizations’ s vice-director (1574-76) and its Vice-President
(since 1979). He has also been a researcher at the International
Institute for Strategic Studies (IISS) London (1970-71). Mr.
Silvestri's other positicons include Undersecretary of State of
Foreign Affairs (European Policies), 1974-76. He was a Consultant
to the President of the Council of Ministers (1975-80, 1981-83,
1986-88); Consultant to the Minister of International Affairs
(1979), Consultant to the Minister of Industry and Trade (1989-
present), and Consultant to the Minister of Defense (1980, 1984-
85, and present). Mr. Silvestri is a member of the Council of the
IISS and of the European Strategy Group. Among his recent
publication are Il fianco Sud della NATO, (with M. Cremasco,
Milan 1980); Moderates and Conservatives in Western Europe, (with
R. Morgan, London, 1982); L integraziocne militare europea, (Rome,
1988); Il futuro della dissuasione in Europa, (Rome, 198%), Il
Modello di Difesa italiano, (Rome 1989), Le unitd multinazicnali
e la sicurezza europea {(forthcoming}.

SANTIAGO DE MORA-FIGUERQOA, MARQUESS OF TAMARON is the Director of
the Instituto de Cuestiones Internacionales y Politica Exterior,
INCIPE, (Institute of Internaticnal Affairs) Madrid.
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-t After sstudying law-at Madrid University the marquess entered the
Spanish Foreign Service. He served at the Spanish Embassy in
Nouakchott, Mauritiana (1968-70), Paris (1970-73), Copenhagen
(1975-80) and Ottawa (1580-81). In 1974 he was appointed Regional
Director for Andalusia of the Banco del Noroeste {(a Spanish
merchant bank), on leave from the diplomatic service for one
vear. From 1981-81 he served as deputy Private Secretary and then
as Principal Private Secretary of the Spanish Minister of Foreign
Affairs. Since 1982 he was posted at the Diplomatic School, first
as Head of Studies and afterwards as deputy director. The
Marquess of Tamardén is a member of the Trilateral Commission and
has written several books.

AKIHIKO TANAKA is Assoclate Professor of International Politics
at the Institute of Oriental Culture, University of Tokyo, a
position he has held since 1590.

Upon graduation from the University of Tokyo’'s College of Arts
and Sciences in 1977, he entered the University of Tokyo’s
Graduate School. Later in 1977, he transferred to the
Magsachusetts Institute of Technology and received his Ph.D. in
political science in 1981. After returning to Japan, he became a
researcher at the Research Institute for Peace and Security. In
1983 he worked as a Research Associate at the College of Arts and
Sciences, University of Tokyo, before he became Associate
Professor there in 1984. He was an exchange scholar at Ruhr
Universitdt Bochum in 1986. Professor Tanaka’s recent books
include Sekai Shisutemu (The World System), 19%8%, Nitchu Kankei
1945-1990, {(Sino-Japanese Relations 1545-1990), 1991, and Senso
to Kokusal Shisutemu (War and the International System), 19%2,
co-edited with Yoshinobu Yamamoto,

TOSHIHISA TAKATA has been Counselor at the Mission of Japan to
the BEC in Brussels since 1991.

After graduating from the Faculty of Law from the University of
Tokyo, he joined the Ministry of Foreign Affairs in 1976. His
position within the Ministry of Foreign Affairs include: Second
Secretary, Embassy of Japan in the U.K. (1979-81); Second West
European Affairs Division (1981-83; Deputy Director, Disarmament
Division (1983-86); Deputy Director, Second International
Economic Affairs Division (1986-88); and Counsellor, Embassy of
Japan in Sri Lanka (1988-91).
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-:3KOJI WATANABE has- beén Japanese Ambassador to Italy since 1992

-after serving as Deputy Minister for Foreign Affairs, Ministry of
Foreign Affairs, and was Japan’'s co-chairman of the U.S.-Japan
SII {Structural Impediments Initiative) Talks.

He joined the Ministry upon graduating from the University of
Tokyo in 1856. Before assuming his present position, he served as
Director, Second International Organizations, OECD Divisgion;
Director, First North American Division; Deputy Director-General,
Agian Affairs Bureau; Director-General of the Information
Analysis, Research and Planning Bureau; and Director-General of
the Economic Affairs Bureau. He was alsc a Visiting Fellow at the
Woodrow Wilson School, Princeton University (1957-58) and at the
Center for International Affairs, Harvard University (1973). His
other overseas positions include Counsellor at the Japanese
Embassy in Saigon (1974-76); Minister at the Japanese Embassy in
Beijing (1981-84); and Japanese Ambassador to Saudi Arabia (1988-
891} .

RICHARD WILKINSCN i1s the Head of Policy Planning Staff at the
Foreign and Commonwealth Office.

He studied Classics with Archaeology at Cambridge University and
Oriental Languages in Paris, has been a Post-Doctoral Fellow in
Soviet Studies at the London School of Slavonic and East European
Studies (1971-72). Mr. Wilkinson joined the Foreign and
Commonwealth Office in 1972 He has been First Secretary of the
British Embassy in Madrid (1973-77), Head of the Commercial and
Economic Section at the British Embassy in Ankara (1983-85},
Political Counsellor in Mexico City (1985-88}, and Press and
Information Counsellor in Paris (1988-92). Mr. Wilkinson has also
spent a year at the University of Michigan, Ann Arbor, as a
visiting professor in the department of history.

TADASHI YAMAMOTQ is President of the Japan Center for
International Exchange which he founded in 1970.

He studied at the Sophia University and continued his education
in the U.S. at St. Norbert College. He received an M.B.A. from
Marquette University, Wisconsin in 1962. Mr. Yamamoto actively
organizes dialogues and policy research projects, including the
Shimoda Conferences between Japan and the U.S., the ASEAN-Japan
Dialogue, and Europe-Japan Conferences. He has served as Japanese
Executive Director of the Japan-U.S. Economic Relations Group
(1979-81) and the U.S.-Japan Advisory Commission {(1983-84). He
has also been a member of the Prime Minister s Private Council on
International Cultural Exchange (1988-89}) and the Korea-Japan
21st Century Committee. Mr. Yamamoto is currently a member and
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: the Japanese Director of the Trilateral Commission; a member of
the U.K.-Japan 2000 Group and a Japanese-German Dialogue Forum.
In 1990, Mr. Yamamoto- received the Commander’s Cross of the Order

of Merit from the German government.
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Reorganizing- Western Alliance Cooperation:
America, Europe & Japan —
A Prescription for Collective Pax Americana

Jean-Pierre Lehmann
Professor & Director
The European Institute of Japanese Studies
Stockholm School of Economics

XVth European-Japanese Hakone Conference

Chiteau de ‘la Hulpe, Belgium
31 March 1993

- |
The Position in 1993 / / Ml‘*%& P“’S

"Cooperation” is not necessarily the term that readily comes to mind in
observing the current state of relations between America, Europe and Japan. Nor
indeed can any of the three regions be said to be in particularly "outward-looking”
mode. Introversion with an apparent knee-jerk tendency to a more conflictual than
cooperative stance seem to be the more prevailing ethos. The dominant characteristic
~ of the global environment is that of regionalism, which will be the major theme of
this paper. There is both a contradiction and an exacerbated tension between a
recognized need to achieve coordination, to accelerate centripetal forces of global
problem solving -- the Uruguay Round, the Rio Conference, etc, -- and the
momentum of centrifugal forces. |

[

The genesis of the centrifugal forces lies, of course, primarily in
economics. The European Community and the North Americans are in the process
of establishing de jure regional economic entities. So far as Japan is concerned, the
greater intra-regional economic integration of the Asia Pacific region is increasingly
becoming a de facto reality. Whether ultimately Asia will also establish a formal
economic regional structure remains to be seen.

] ]
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While the contradiction and tension between the centripetal and centrifugal
forces are clearly operational and visible, to leave it at that would be both a
simplification and a misrepresentation of reality. To be sure, what one is also
observing simultaneously is the intensification of centrifugal forces within the
centrifugal forces. Especially in the cold climate of the recession of the early

nineties, politicians are prone to concentrate on domestic issues and to protect vested
interests.

Popular support for NAFTA, with the possible exception of the Mexicans,
may perhaps be described as underwhelming. The very fact that this "free trade”
treaty contains some two-thousand pages speaks for itself. Canada itself is rife with
its own domestic centrifugal forces. The fact that NAFTA represents a major
precedent, namely the only case so far of a developing country engaging in a free

trade agreement with a major industrialized power, is, on the surface, quite
‘impressive. '

At the same time, however, the differences in virtually all respects
between the United States and Mexico are stark and not unexpectedly have led to
pressure groups of various sorts -- environmentalists, labour unions, etc — urging
revisions and/or safeguards to the treaty. Furthermore, NAFTA, as Michael Aho (1)
- has pointed out, ’is not the end of the process, but only the beginning’. Among the
many questions that will be posed in the years ahead, assuming that NAFTA is
* indeed ratified, is the possible extension of the agreement to other Latin American
countries. ' ‘ '

In Europe, the much heralded "millennium of 1992" ultimately turned out
to be somewhat of a nightmare. The chaos of the ERM, the Danish rejection of
Maastricht, the whisker with which the treaty was passed in France, the growing
revolt of the Euro-sceptics in Britain, the acrimony directed at the Bundesbank, the

. political paralysis borne of corruption in Italy, etc, etc, hardly a happily united
Europe make. ,

Major differences between countries on issues ranging from economic
monetary union, border controls, the social charter, prevail. While efforts are
concentrated on the means of deepening the Community, intensive negotiations
proceed on the question of widening the membership, though here again opinions are
divided not simply among the members of the Community, but within the electorate
of the candidate states. For example, while the Swedish government energetically
proceeds with negotiations to have Sweden join the European Community, polls
indicate that the majority of popular opinion remains opposed.

The greatest European crises, however, emerge from the consequences
of the collapse of the Soviet Empire. The unification of Germany, while leading to
the realization of a long-cherished national dream, has opened a Pandora’s box of
social and political turmoil, and of acute, seemingly intractable, economic problems.
The "emancipation” of the Central and Eastern European states from the Soviet yoke
has resulted, not by any stretch of the imagination in the "end of history”, but, as

. .
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Hanns Maull (2) has written, ’the world moved from the anni mirabiles of 1989 and
1990 back into history with a vengeance’. This has been most dramatically
manifested in the widespread xenophobia and ethnic warfare that has erupted, With
the economic prospects of most of the countries being dismal, or worse, one has a
simultaneous spiralling escalation of political violence and social disintegration.

What has been especially galling has been the manifest European inability
of getting its act together, for example, in the face of the carnage in former
Yugoslavia on the one hand, but also in formulating a coherent economic and trade
policy in respect to virtually all these newly emancipated countries on the other. The
‘Central and Eastern European states are encouraged to liberalize their economies, but
discouraged from exporting their produce to member states of the Community. Thus,
while divisions exist within the European Community on a broad range of critical
issues related to the single market, divisions also permeate the capitals of Europe in
regard to responses to meeting the daunting challenge posed by the collapse of the
Soviet Union and the alarming spillover effects that have inundated the wasteland that
it has left in its wake.

And the most daunting challenge of all is, of course, Russia itself.
Hyper-inflation, economic chaos, popular nationalism, the disposal of a military
arsenal, moral bankruptcy, rampant gangsterism, inadequate administrative structures,
an antiquated infrastructure, political turmoil, separatist movements, the increasingly
uncertain future of Boris Yeltsin, are among the various ills that plague the country
and the consequences of which could be devastating, The resurgence of Russian
imperialism is by no means a scenario to be lightly dismissed. There is certainly at
this stage no answer to the "Russian question” — partly, of course, because it is not
yet clear what the question is. '

The magnitude of the Russian questions on the one hand, and the
~proclivity for Euro-centricism on the other, can, among other things, be illustrated
- by the fact that while Europeans are keen that Moscow should be invited to join the
forthcoming G-7 meeting in Tokyo, no consideration is being given to the arguably
equally urgent question of what to do about Beijing. As Gerald Segal (3) has pointed
out, ’if the criterion for attendance at G-7 gatherings is the size of a country’s market
economy, then China deserves a seat well before Russia’. The Chinese economy
certainly figures somewhere in the top league of nations, indeed by some
measurements it is already in third position, and in terms of total size of GNP due
to surpass Japan in the early part of the next century. The failure of Europe to
absorb the realities of China is a reflection of Euro-centric myopia, provincialism,
consequently the antithesis of globalism.

Meanwhile in East Asia, the association of the term "dynamism" with the

Asia Pacific Region has now become somewhat of a cliché: throughout the seventies

and eighties East Asian growth rates outranked those of the rest of the world by

significant margins and this pattern is set to continue through the nineties.

Economists drool and Asians proudly point to the fact that whereas trans-Pacific trade

overtook trans-Atlantic trade in the course of the previous decade, thus announcing
s ,
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a seemingly irreversible shift of the centre of economic gravity from the Atlantic to
the Pacific, the evidence appears all the more compelling in that intra-Pacific trade,
ie trade between the countries of the Asia Pacific region, has in this decade achieved
greater volume than trans-Pacific trade. The enunciation in Bangkok in January of
the "Miyazawa doctrine” was intended, inter alia, to put a Tokyo stamp on a
growing economic Pan-Asianist pattern.

The centrifugal forces in East Asia, however, are powerful and arguably
the most dangerous. For one thing, Japan retains a highly ambivalent and
uncomfortable position in Asia. This refers partly to the problem of coming to terms
‘with the war. Furthermore, however, while undoubtedly Japan plays in many
respects a preeminent role in Asia, including as the region’s major investor, its major
source of official development assistance, and as a transferor of technology, its
markets remain difficult for most Asian producers of manufactured goods to
‘penetrate: hence, Japan has a chronic trade surplus with most countries of the Asia
Pacific region, which, therefore, still depend on the American market, with which,
in turn, they tend to run trade surpluses.

Dislocations of various sorts punctuate practically all dimensions of the
region. China is economically buoyant, politically uncertain, geopolitically
unpredictable, and with seeming territorial irredentist instincts, notably in the South
China sea. The questions relating to the Korean peninsula, including the possible
. eventual re-unification of North and South, remain unanswered, while in the
meantime Pyongyang is feared to be installing a nuclear arsenal. Will it be war, will
it be peace, alternatively how long can the status quo be maintained? And the
quagmire of Cambodia risks precipitating further regional instability.

The "success” of East Asia has been uneven. Some of the poorest
countries of the world, Laos, Burma, are situated in East Asia, others, eg the
Philippines, remain basket-cases of underdevelopment.  There are gaping
discrepancies between regions within the same country, eg a rich and prospering
Bangkok in contrast to the outlying provinces, or between the coastal areas of China
and the hinterland. There are also ethnic differences and tensions, especially in
South East Asia where the entrepreneurial drive and creation of wealth of the
Overseas Chinese stand in contrast to the poorer and more lethargic conditions of the
"native" populations, eg the bwmiputra in Malaysia, the pribumi in Indonesia, etc.

While there is a context in East Asia of centrifugal forces and tensions,
there is no institutional framework for addressing, let alone seeking to solve, them:
ie no forum comparable to NATO, the CSCE, etc. The current intensive arms race
in Asia is occurring in a political vacuum. While Japan, as indicated above, provides
economic leadership up to a point, neither does it provide, nor is it in a position to
provide, political leadership. As to a broader military role, not only is this currently
opposed by popular opinion in Japan -- the time and Herculean efforts required to
get the PKO bill through the Diet illustrates the point -~ but that particular option
remains virulently opposed by all East Asian countries. If the collapse of the Russian
empire is the burning question par excellence in Europe, the recent, rapid, somewhat

] ]
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remarkable resurgence of the Chinese Empire, as an economic, political, cultural and
military power, represents the greatest unknown in Asia — but not just in Asia.

A point that should also be noted in this context, and more than just in
passing, is that in recent decades the West has had great difficulty coping and coming
to terms with Japan. Since its military defeat in 1945, however, Japan’s challenge
to the West has been exclusively economic. China, by contrast, is a nuclear power,
it is massively increasing spending on conventional weapons, it will soon repossess
Hong Kong and is seeking to integrate Taiwan, its sphere of influence extends to the
Overseas Chinese communities in South-East Asia of approximately 40 million
people, who in turn virtually control the economies of countries such as Indonesia,
Malaysia and Thailand. It retains a totalitarian form of government. And it has an
axe to grind. The scars of foreign humiliations extending as far back as the Opium
wars are still prominently there. The Atlantic has been talking about the twenty-first
century being the "Pacific Century” for now at least a decade, but by no means is
it clear that it has been doing anything to prepare for its imminent arrival.

While there is obviously much more to be said about the position in 1993,
the tensions between centripetal forces and centrifugal forces on the one hand, and
the centrifugal forces within the centrifugal forces, on the other, seem to provide a
basic framework for the current environment in which the three major global actors
are operating. And clearly dominating this framework are the opposite directions in
which Russia and China are headed, namely the collapse of the former with all the
perilous uncertainties that arise, and the militant resurgence of the latter, with all the
perilous uncertainties that equally arise.

~Annual get-togethers @ la G-7, the somewhat more pronounced and
coherent role of the United Nations, etc, notwithstanding, the spirit of cooperation,
as suggested in the first sentence of this paper, is not necessarily a conspicuous
characteristic of the current relationship between America, Europe and Japan. The
tendency is rather to focus almost exclusive attention on the home or near-home
ground. This tendency also naturally fosters a greater drift towards protectionism.

Especially weak is the relationship between Europe and Japan. Europe
tends to sit on the sidelines as Washington and Tokyo engage in various discussions,
harmonious, acrimonious, or somewhere in between, observing what has become a-
US-Japan pas-de-deux, without any major initiative of seéking to transform the global
economic and political relationship into a ménage a trois. That attitudes between
Europeans and Japanese should be characterized primarily by mutual suspicion is
hardly surprising in light of the poor quantity and quality of Euro-Japanese
communications. The fact that Chancellor Helmut Kohl, leader of the world’s third
and Europe’s biggest economic power was in Japan in February of this year, the
world’s second and currently Asia’s dominant economic power, for the first time in
seven years, may not tell it all, but nevertheless certainly tells a great deal.

’ L]
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/
The New Paradigm of Geo-Economics? | /' T}; Jrrtana AT M

To say that in the current global context there is a vacuum possibly goes
well beyond the inexcusable bounds of banality. The intention in saying this here,
however, refers not only to the more obvious developments of the collapse of the
Soviet Empire, the consequent end of the cold-war, of the bi-polar super-powers, the
possible, or at least alleged, retrenchment tendencies of the United States, and so on,
but arguably to something more philosophical.

_ While in the concluding paragraphs of the previous section consideration
was given to the varied destinies and uncertainties of the Russian and Chinese
empires, there are also uncertainties attached to the direction of the American
empire, even if clearly of not comparable cataclysmic proportions. If the term
"collapse"” applies to the Russian empire, and possibly "resurgence” to the Chinese
‘empire, the word "decline’l has come to be frequently associated with the situation
regarding the United States. Indeed, as much as American "imperialism", military,
economic and ideological, may have been attacked in the sixties and seventies in most
parts of the globe, the current anxiety is that of American military and political
disengagement and economic retrenchment.

In the early seventies, the combination of the rapid and unseemly retreat
from Vietnam on the external front and Watergate on the domestic front led
foreigners to lose confidence in the United States and Americans to lose confidence
in themselves. The political and economic convulsions that attended the soap-opera
exit of Richard Nixon fuelled the flames and the imagination of "Washington
burning”. Jimmy Carter’s administration, at the time, seemed to epitomize the
malaise, exacerbated by the humiliations experienced at the hands of the Ayatollah
Khomeini and his new régime in Teheran. Decline in the economic and social
domains came to be associated with seeming impotence in geopolitical affairs.

For the first time in their history, Americans began to contemplate foreign
models, as illustrated, for example, in the landmark publication by Ezra Vogel in
1979 of Japan as Number One: Iessons for America. While the until recently
seemingly inexorable growing economic and technological strength of Japan has
become a familiar part of the global landscape, and while Americans have also come
to accept that they stand to gain from learning from Japan, nevertheless, the effect
on Americans of Vogel's book at the time was that of a very cold shower indeed.

Although the arguments about the Reagan era are many (4), for the
purposes of the subject under discussion here, the primary one is that for all the
brouhaha associated with especially the early years of his administration, the
intention, and, initially the seeming success, in raising the Stars & Stripes, of
restoring confidence, pride, and so on, was that it was the wrong act in the wrong
place at the wrong time. The Reagan act, in other words, was all about geopolitics
- the military build-up, the staring into the eye-ball of the "evil empire”, etc. What
Reagan failed to understand, or so the argument runs, and one which equally applies

to his successor George Bush, was that the paradigm was changing, namely from
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geopolitics to geoeconomics. = The geopolitical fanfare, therefore, ultimately
weakened America in the context of the "real” world. The evidence can be seen, of
course, in the massive twin deficits that were accumulated and that have both become
and symbolize a major source of weakness, indeed of crippling proportions.

The metaphor that comes to mind is that of an individual who exhausts
himself shadow-boxing, so that when it comes time to confront the substance, the
necessary energy has been drained. One way of looking at the September 1985
Group of Five meeting at the New York Plaza Hotel is that of a defeat on the
geoeconomic battlefield: "The dollar is dead, long live the Yen!". Hence, while the
geopolitical balance of power remained in play and leading shortly afterwards to
Washington’s crushing victory -- or to Moscow’s crushing defeat, depending on the
eye of the observer -- the geoeconomic balance of power, on the other hand, was
tilting, to some extent in the direction of Germany, overwhelmingly in the direction
of Japan. . '

As Irangate and other foibles marred the closing years of the Reagan
administration and as the lacklustre Bush got on to the saddle, the "decline" of the
United States was increasingly presented as both a glaring reality and a self-fulfilling
prophesy. While the Iraq war may appear as somewhat of a counter current to this
gist, ultimately it is almost astonishing how after all the razzmatazz of Desert Storm,-

the impact, certainly among the American electorate, proved little more than a puff
- of smoke. The Iraq war, therefore, appeared as yet again a variation, albeit initially
at least with a certain degree of brio, on a geopolitical theme, and consequently a
diversion from the more sombre tune of the "current realities”.

. The great success of and subsequent frequent reference to Paul
Kennedy’s The Rise and Fall of the Great Powers: Economic Change and Military
Conflict from 1500 to 2000 (1987) can no doubt in great part be attributed to the fact
that it brilliantly both reflected and inspired the spirit of the times. While a few
American intellectuals, notably Joseph Nye in Bound to Lead: The Changing Nature
of American Power (1990), sought to buck the trend, nevertheless the scene in the
United States increasingly became one of wallowing in this self-perception of the
inevitability of the continued erosion of America’s social and economic conditions
and hence international position. For, along with all the key indicators of loss of
competitiveness -- market share, trade deficits, technological lag, etc -- the moral
diseases -- drugs, aids, illiteracy, etc -- added social insult to economic injury.

The fact that the name of the game appeared to have changed, and that
the United States appeared to be losing out, was met in a not inconsiderable number
of quarters abroad, notably in Japan, by a somewhat undisguised degree of
Schadenfreude. The publication of the book by Shintaro Ishihara and Akio Morita,
The Japan that Can Say 'No’ (1987) was the tip of the iceberg of an increasingly
condescending, not to say contemptuous, attitude towards a debilitating United States.
The diagnosis that the problems of the American economic system of capitalism were
possibly systemic gained greater intellectual credence with the publication of a

proliferating number of books and articles on the subject (5).
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Thus, the hoopla following the fall of the Berlin Wall and all the
breathtaking events that subsequently unfolded in Central and Eastern Europe faded
rapidly, not only because of the carnage that occurred in parts of the collapsing
empire, nor because of the realization of the fathomless uncertainties that had to be
faced and the immense costs that had to be borne, but also because of the continued
crises of confidence, direction and leadership.

And these crises, in turn, reflect the confusion in this fin de siécle
transition to chaotic uncertainty, where, again, the resounding geopolitical victory
gained by the United States appears Pyrrhic in the light of the perceived sustained
retreat on the geoeconomic battiefield. Paul Kennedy’s thesis effectively addressed
the contradiction between geopolitical commitments and the economic means to
sustain them. Paul Kennedy, as a professor of history, analyses, diagnoses, but does
not seek to prescribe. A more recent trend, however, has been that of seeking to
translate the analysis into policy and to extract prescription from the diagnosis.

And it is in this context that greater attention began to focus on the
emergence of "geoeconomics". Edward Luttwak, The New Geo-Economics (1992),
describes it as 'the logic of conflict in the grammar of commerce’, where the goal
is ’the conquest or protection of desirable roles in the world economy’ (6). There
is at this stage no readily identifiable school of ’geo-economists’, but increasingly a
coterie of like-minded people who speak and write in somewhat bellicose terms about
the global economic, and especially technological, battlefield. This "showdown"
spirit can, for example, be gleaned from one of its more profound and articulate
protagonists, Laura d’Andrea Tyson, Chairman of Bill Clinton’s Council of

Economic Advisers. In Who’s Bashing Whom? Trade Conflict in High-Technology
Industries (1992), she throws down the gauntlet:

"the question facing the United States isn’t whether to address these

barriers [of free-trade in high-technology products] unilaterally, but how
to do so efficaciously” (7).

While the American "geoeconomists” -- who, it should be clear, do not
necessarily identify with this particular label -- are out to attack, or, as they would
put it, "counter-attack” all foreign interlopers, not surprisingly their major béte noire
has been Japan.- Clyde Prestowitz in Trading Places: How America Allowed Japan
to Take the Lead (1988) provides an incisive analysis of the driving forces lying
behind Japan’s growing competitive edge, which is followed by a forceful
prescription which ultimately boils down fo "if you can’t beat them, join them". In
other words, Japan is a neo-mercantilist state, its geoeconomic goals are fuelled by
an industrial policy that targets key technological sectors, the United States is no
longer in a position to call the tune, hence survival dictates that, even if only as a
defense mechanism, comparable policies need to be adopted. Arresting the economic
decline, reversing the trend of technological lag, reconquering market-share,
redressing the trade and investment imbalance, become not only the measured
objectives of fighting it out in the geoeconomlc battlefield, but ones that can only be
realized by the assertive and aggressive usage of policy instruments.

’ L}
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The tension, therefore, that was noted in the current global environment
between centripetal and centrifugal forces becomes further exacerbated by the
perceived shift in the paradigm of the balance of power, namely where political
power pales in the shadow of economic power. Thus the spirit in certain
increasingly influential circles in Washington might be encapsulated by paraphrasing
the New Testament: "what matters to man if he should win the cold-war, but lose
his semiconductors”.

Regionalism: Trends and Peril / o

The eighties saw the coinage of terms such as the "Global Village", the
"Borderless World", and other generally meaningless utterances of wishful-thinking
piety. The labyrinthine circles of the seemingly endless Uruguay Round bear
ineloquent testimony to the inability of the world’s trading powers to get their act
together. We may be living, as we are often reminded, in an "inter-dependent”
world, but the theory of discourse is not clearly manifested in the practice of actions.

Rhetorical protestations to the contrary notwithstanding, defensive
protection is undoubtedly a driving force behind the establishment of the single
European market and of the North American Free Trade Association. Similarly, a
motivation lyifig behind the various initiatives emanating in East Asia, notably those
. of Malaysian Prime Minister Dr Mahathir Mohammed, is what may be termed a
reactive defensive protection: ie "if you Europeans and Americans set up trade
blocs, then so will we Asians”.

A critical and too often overlooked point to note, indeed to emphasize,
is the degree to which conventional wisdom and parlance have slipped into imposing
on the world a triangular shape. The consultant of McKinsey Japan, Ken-ichi
Ohmae, introduced the term the "Triad” to define the major axes, or pillars, of the
world economy, namely the United States, Europe and Japan {Triad Power: The

-Coming . Shape of Global Competition (1985)}. As the. newly industrialized
economies (NIEs) of Asia began making an increasingly noted mark on the world
economy, as some of the countries of ASEAN recorded impressive growth rates, as
China’s reform programme gathered momentum, the Asia Pacific Region came to be
grafted on to the Japanese leg of the triangle.

For all practical purposes, the "world economy" today refers pretty much
exclusively to either the rich, the United States, Europe and Japan, or to the rapidly
growing richer, namely the more dynamic economies of East Asia, but excludes the
rest of humanity. In other words, as fashionable as it was in the sixties and, to some
extent, still in the seventies, to focus attention and concern on the "Third World",
the degree to which the poor countries have recently become obliterated from the
vision of policy makers, opinion leaders and intellectuals is both remarkable and

perilous. |

1
Part of the explanation for this phenomenon surely must lie in the
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paradigmatic transformation from geopolitics to geoeconomics. In the days of the
cold-war, Morocco, Egypt, Ethiopia, Zaire, Honduras, Nicaragua, etc, represented,
or could represent, important pawns on the geopolitical chess-board. By contrast,
on the new geo-economic chess-board, they are not, to coin a phrase, worth a row
of beans. The policy of making friends with and influencing Third World leaders,
no matter how obnoxious, or worse, they may be, in remote parts of the globe, the
main means of which was the provision of money, lots-and-lots of sophisticated
weapons, and other forms of support, seemed to make sense in the midst of the
military and ideological battlefield. The strategic focus and emphasis in the
geoeconomic age concentrates on issues relating to markets and investments as a
means of gaining global economic competitive advantage.

Two examples can be given to illustrate this point. For decades Mobutu -
of Zaire was not only propped up, but indeed lavished with riches and estates,
because in the Western perspective, no matter how venal and cruel a man he may be,
he was "one of us". In the cold-war climate, the balance of power against the Soviet
Union required that Mobutu be kept as a means of keeping Zaire on the "right side”.

In the new game, neither Mobutu, nor for that matter Zaire, are players, hence not
" only can Mobutu be abandoned to his fate, which is a good thing, but so can the
millions of Zairois, which is callous and ultimately will prove costly.

A country which offers perhaps one of the most interesting manifestations
of having been on the geopolitical centre-stage, and now rapidly moving on to
catching more than a glitter of the limelight of the new geoeconomic stage is
Vietnam. Having achieved noticeable success in its economic reform and
development policy of dé’i md’i, and partly by virtue of being associated with the
phenomenon of Asia Pacific dynamism, Vietnam is gaining the reputation of being
a credible contender for becoming one of the next "little-dragons”. The decision of
Tokyo to resume official development assistance to the country, the recent visit of
Francois Mitterrand, the near certainty of Washington soon lifting its embargo can
surely not be ascribed, respectwely, to (i) altruistic sentiments of helping a poor
Asian brother, (ii) renewing historical and cultural ties emanating from the legacy of
colonialism, (iif) wishing by-gones to be by-gones following the brutal war that ended
now two decades ago. The reality is that Vietnam is perceived as being a potentially
lucrative prize in the geoeconomic game.

The setting, therefore, is one where the nations that have nothing to bring
to the geoeconomic table will be ignored. The American intervention in Somalia, as
welcome, even if quixotic, as it may be, is no more than a ﬁre-ﬁghtmg exercise,
driven by an atavistic interventionistic instinct to "right wrongs” on the one hand, but
also and undoubtedly a reflection of humanitarian altruism inspired by massive
television exposure on the other.

Without wishing to present too apocalyptic a vision of the world’s
"have-not" nations, there can be little doubt that there will be more Somalias and
more Bosnias. While the world has never been in its entirety a particularly cosy

place, the combined forces of demographic, env1ronmenta1 ideological and racial
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pressures are mounting to cauldron proportions. In his latest publication, Preparing
for the Twenty-First Century (1993), Paul Kennedy concentrates the mind on the
trends and implications of the world’s current and future population growth,
including the fact that some 95% of that growth will occur overwhelmingly in so-
called developing countries. Adopting an avowedly Malthusian stance, Kennedy
argues that although ultimately Thomas Malthus’ spectre failed to materialize in the
England of the nineteenth century due to unexpected advances in technology, the
mathematics of the current and projected demographic quantum leap in the
developing countries cannot envisage a comparable technological ‘"repeat-
performance” going into the twenty-first century.

Whatever the outcome into the twenty-first century may be, even in the
shorter term the problem with many of the "developing” countries refers not simply
to the fact that they are not, in fact, developing, whether technologically,
‘economically, or socially, but that they are not modern. Western Europe, North
America, Japan and the more advanced nations of East Asia, have their share of
atavism, prejudice, hatred, irrationality, and so on, and without by any means
wishing to underestimate their ugliness or potential for harm, it remains nevertheless
the case that they can be contained, generally to greater rather than lesser extent,
albeit with exceptions such as Northern Ireland. In spite of the atrocious brutality
of recent racist explosions in Germany, for example, the resurgence of a Nazi state
remains a highly unlikely scenario. The greater social stability and comparative
harmony of the advanced nations may no doubt be attributed more to the more solid
and modern character of the political and administrative structures, than to a higher
moral code.

The situation, however, in a great number of the "non-developing"
countries is one of administrative and political disorder, which in the context of
growing demographic pressures and economic disintegration leads to such violent
manifestations as "ethnic-cleansing”, religious fanaticism, etc. And if all that were
not enough, the risks of nuclear proliferation increase, on the one hand, while the
more conventional arms race can remain well nourished by the sale of weapons,
aircraft carriers, missiles, and other assorted paraphernalia that are being dumped by
former member republics of the Soviet Union. The world unfortunately, but
realistically, looks like being more dangerous and uglier than it was. Consequently,
the blinkers of the current geoceconomic vision urgently need to be removed.

The new geoeconomic order, as has been suggested, is in essence
characterized by centrifugal forces of economic regionalism, which, in turn, are
increasingly manifested in cultural divisions and clashes between the main
protagonists. The terminology this leads to includes concepts such as "fair vs
unfair”, "level vs unlevel playing-fields", "structural impediments", and so forth.
While these can remain at a reasonable level of civility, descending to the gutter
appears too often tempting, as, for example, in the anti-Japanese vituperations of
former French prime minister Edith Cresson, or the attacks by Japanese politicians
on Americans, especially those from ethnic minorities, and so depressingly and
dangerously on. The trade imbalances, the accusations and counter-accusations of
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cheating, the retaliatory measures either simply threatened or actually undertaken, eg
of the Super-301 vintage, feed into popular emotional reactions which can prove
expedient opportunities for politicians looking to curry electoral favour. There
emerges, therefore, a self-generating escalation of economic, political and cultural
hostility between the three major players of the world economy.

Furthermore, the regional settings, certainly of the European Community
and Japan, provide contrasts that have the potential of acting as exacerbatory factors.
Economically, as noted earlier, Japan’s East Asian neighbours are doing well,
indeed, in comparison to the rest of the world, exceedingly well. The European
‘Community’s neighbours, by way of contrast, are, for the most part, basket cases of
economic underdevelopment. The East Asian economies attractively invite inward
investment, the returns on which can justifiably be felt to be not only secure, but
plentiful. The East European economies, on the other hand, are, at their very best,
‘far riskier investment propositions.

The Western Europeans, however, cannot ignore Central and Eastern
Europe, as they may choose to ignore the more distant outposts of the "non-
developing” world, for the simple and obvious reason of geographic proximity.
Thus, for example, the recently enunciated Miyazawa doctrine of concentrating on
Asia can be perceived in European eyes as an act of Japanese insensitivity and hubris
on the one hand, while resentment is built up against Tokyo for failing to cooperate
in the economic reconstruction of Russia and other former states of the Soviet Union
on the other. The Russo-Japanese dispute over the Northern Territories,
consequently, takes the proportion of a trivial pursuit in a situation where the stakes
are very high. -

As Western Europe’s trade deficit with Japan has increased in the course
of the last two years by the staggering amount of some 65%, coupled with the
seemingly intractable problem of unemployment, the accusation of both "social
dumping” and export offensives against Japanese manufacturers, and the perception
of Tokyo failing to carry its weight in the reconstruction of the post-cold war order,
the scope for aggravated tension becomes not inconsiderable. And these particular
malignant effects must be set in a context where there is virtually no established

framework for a Euro-Japanese dialogue, apart from multilateral structures such as
G-7 or the GATT.

In so far as American foreign policy under the Clinton administration is
concerned, the jury for the time being is still out. The general mood, however, is
one of defensive aggressiveness -- Laura d’Andrea Tyson describes herself as a
"cautious activist”. The attitude towards the European Community may be described
as one of suspiciousness. As the authors of an article in a recent issue of
International Affairs (8) noted: ’The image of a Fortress Europe following Japan’s
example to discriminate against American business and American goods is prominent
among Washington policy-makers’. The initial salvoes across the Atlantic on the
trade front hardly augur well for the future. French intransigence on agriculture will
further envenom the atmosphere on the commodity front, while the Airbus affair will
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have a comparable effect in the high-tech arena.

While the gloves may come off in possible Euro-American confrontations,
by no means does this leave Japan off the hook. As Laura d’Andrea Tyson noted,
"although ... differences exist between the United States and Europe, they pale in
comparison with those between American and Japanese capitalism’ (9). As with
Europe, albeit at a much more acute level, the recently massively escalating bilateral
trade deficit with Japan will inevitably exacerbate tensions. Also, no matter how
much the rhetoric of the Clinton-Gore campaign focused on domestic issues, the
realities of being the United States have rapidly engulfed the new administration
either in sustaining foreign policy initiatives undertaken by the previous
administration, eg seeking a settlement in the Middle East and maintaining the troops
in Somalia, or embarking on new, even if initially limited ventures, such as the
airdrop on Bosnia. Thus, even in a post-cold war setting, the burdens on the United
States will remain awesome and uneasy questions about a greater Japanese role in
burden-sharing will not go away.

As things currently stand, the image of the "global village" represents
little more than a pie in the sky. The potential for intensified confrontation is
significant and politically exploitable. This becomes all the more the case when, as
is the situation currently in Europe and Japan, if less so in the United States, the
economies are gripped by recession. Scape-goating becomes an instinctive knee-jerk
reaction. Furthermore, the centrifugal forces within the regions provide added
incentive for mutual suspicion and confrontation. Thus, as the former Soviet empire
goes further down the abyss, greater pressure is exerted on Japan to provide financial
support. In the East Asian neck of the woods, on the other hand, as Tokyo watches
with a degree of alarm the apparent powerful economic and geopolitical resurgence
of China, and all efforts are deployed at "taming the tiger" -- eg the recent visit of
the Japanese Emperor to China --- the prospect of outside interference from
Washington or European capitals over human rights in China comes to be resented
not only by Beijing, but also by Tokyo.

- The current geoeconomics, therefore, portend far more in the direction
of regionalist scenarios than global economic and political integration. Regionalist
blocs may come to represent in the late twentieth century what nationalist states
represented in the late nineteenth century. These can either take the form of three
mutually hostile entities, or, possibly worse, an alliance of two of the blocs ganging
up on the third.

Towards a Collective Pax Americana Q‘W’/\M

The fact that the geopolitical framework of the four-and-a-half decades or
so that followed the end of World War Two no longer applies by no means should
be interpreted as the end of political conflict. The collapse of the Soviet empire, the
resurgence of the Chinese empire, the arms race in Asia, the militant atavism of

fundamentalist Islam, the political corruption and anarchy that prevail in many parts
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of the world, the extreme fragility of many of the societies and economies of Eastern
Europe, Latin America, the Middle East, not to mention the chaos of Africa,
demographic pressures, environmental crises, racial violence, represent some of the
challenges facing the universe. And in the meantime, while the world is burning,
Americans and Europeans argue about oil-seeds, Japanese and Europeans about
automobiles, Americans and Japanese about semiconductors, etc. And it is in that
context that excessive concentration on geoeconomics is very dangerous indeed.

The most critical point that needs to be recognized is the quite simple one
that there is no alternative to American power. "Cooperation”, therefore, must be
conceptualized and determined pretty much exclusively in terms of how Japan and
Europe will ensure the maintenance of Pax Americana. This is not to deny that the
United States is in a phase of decline. Of course it is. But whereas in an ideal
scenario it might be suggested that the United States should prop itself back up by
pulling its own shoe-laces -- and to some extent this is what the Clinton
administration is trying to do - reality requires that, to quote the Beatles,
Washington will need a little bit of help from its friends.

The fact that there is no alternative to the United States would seem
obvious. While Japan over the course of the last decade may have significantly
bolstered its position as a geoeconomic global superpower - and ne doubt has
achieved a considerable degree of international leverage through “money power" --
not only is it in no position to play a global geopolitical role, it is not even in a
position of playing such a role on a regional basis. And although Europe as an entity
or individual European nations rhay still sit at the international political table, the
reality is that Europe has weakened as both a geopolitical and geoeconomic global
force and that there is no prospect of this position being reversed.

In the post-1945 setting, the United States provided enormous assistance
to both Japan and Europe. Neither would have been able to accomplish what they
~ have were it not for the massive amount of capital and technology that the Americans
poured into Japan and Europe and for the fact that in so doing the United States not
only allowed its market to be wide open, for Europeans and Japanese to sell their
goods, but also threw open the doors of its universities so that Japanese, Europeans,
Koreans, Taiwanese, and all others, could learn and acquire from Americans skills
in science, engineering and management. The fact that the American motivation for
doing these things may have been generated more by enlightened self-interest than
by altruism may be the case, but the argument here is that for Europe and Japan to
work energetically for the maintenance of Pax Americana can also clearly and
emphatically fall in the category of enlightened self-interest.

The position at present is that both Europeans and Japanese want to have
their American pie and eat it. They want to go on scoring victories against the
United States on the geoeconomic battlefield, but pressure Americans at the same
time to remain active and virtually solo players on the geopolitical battlefield. On
the latter score, the position of France and the United Kingdom may be more
conciliatory and supportive, but that of Germany, Italy and Japan, in particular,
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leaves much to be desired. The fact, for example, much trumpeted by Tokyo that
some $11 billion were produced to assist in the war against Iraq must not obscure the
reality that the contribution was hardly spontaneous and that it was also hardly
welcomed by Japanese popular opinion.

In recognising, therefore, that when it comes to political problems
virfually anywhere in the :world requiring humanitarian, diplomatic or military
initiatives, only the United States can be counted on, and in also recognising the fact
that the United States is undoubtedly overstretched in the sense that it no longer has
the economic means to sustain this role, and finally in recognising that the relations
between Europe and the United States and between Japan and the United States are
marred by economic tensions, it follows that something or someone has got to give.
For the sake of seeking to sustain a degree of global order, the trends leading to the
regionalist scenario must be reversed.

To be sure, no suggestion is being made here that the United States
represents an unblemished model of global leadership or that the "American dream”
of distant days can be resuscitated. The contention rather is that while the United
States may have many weaknesses, at the end of the day Europeans and Japanese
have to work with and support the United States we have, rather than the United
States we would like to have. Until and unless Europe and Japan are prepared to
assume a far greater share of the global geopolitical burden -- which, as we have
indicated, is a most improbable scenario - efforts must be directed at propping up
America, not at bringing it down.

Furthermore, the arrival of a new administration in Washington provides
a clear window of opportunity for a more intelligent and constructive dialogue with
the United States. Having said that while by no means does the United States
represent an unblemished model of global leadership, the same would apply to its
new president, Bill Clinton. There are, however, three inter-related things about
Clinton that seem to justify the sense of cautious optimism regarding the prospects
of intelligent and constructive dialogue. The first is that Clinton has a much more
realistic vision of the limitations of American power and of the interplay between the
forces of geoeconomics and geopolitics. The second is that in rather stark contrast
with his two predecessors, he thinks and he reads books. The third is that Clinton
represents a new generation of Americans who in their youth beheld with amuety and
opposed the past excessive arrogant abuses of American power.

At the same time, Europeans and Japanese must be sensitive to the
domestic political pressures and constraints in which Clinton is and will be operating.
"America-bashing", therefore, will not only prove counter-productive, but it also
risks leading to the United States retreating into its shell, leaving Japan and Europe
to cope with problems they are not in a position to cope with. Being "sensitive” to
the United States is not something that comes naturally to either Japanese or
Europeans, but that will have to change. To prevent the United States from
- becoming either isolationist or unilateralist, or a combination of both, Europe and
Japan must engage in a multilateral effort, but one which should aim to recognize and
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legitimize the reality that the United States must remain primus inter pares.

In the first place, therefore, a constructive armistice urgently needs to be
declared on the geoeconomic battlefield. Armistice does not mean defeat or total
retreat. In other words, this would by no means seek to imply that, for instance,
Japan would give up competing to make the world’s fastest super-computers or that
Europe should abandon seeking to develop the next generation of jumbo jets. It does
mean, however, that concessions will need to be made, in certain instances urgent
steps will need to be taken, and especially that Tokyo and Brussels should be seen
to take initiatives and act pro-actively, rather than grudgingly and reactively.

For starters and to state the most obvious, the Uruguay round needs to be
rapidly settled. The fact that it has now been unresolved for so long represents a
continuing festering boil in the global economy. While the successful completion of
the Uruguay round is an imperative condition in bringing about the armistice on the
geoeconomic battlefield, at the same time it must also be recognized, as Michael Aho
puts it (10), that 'most of the issues under negotiation are yesterday’s issues, not
today’s or tomorrow’s’. The completion of the round should effectively close the
doors on past contentions, but it does not represent a clear beacon for the new dawn
of the global order going into the twenty-first century. Were Europe and Japan to
- take the initiative in making the necessary concessions on the agricultural front, this
would, among other things, pave the way for a far more positive atmosphere in
Washington in regard to its own policies in international trade.

Beyond that, however, and in recognition of the global geoeconomic and
geopolitical matrix described earlier, it was noted that while on the geoéconomic
front East Asia is without doubt the world’s regional champion, on the geopolitical
front it is fraught with tense uncertainties. Western Europe, by contrast, may be
somewhat more lagging, indeed sluggish, in so far as economics are concerned, but
all the current traumas notwithstanding, it is far more secure in geopolitics.

In other words, not only, as pointed out earlier, is there a framework in
Europe, especially in the form of NATO, but furthermore, while implosions, civil
wars and other forms of domestic political unrest may, indeed unfortunately almost
certainly will, continue to characterize the condition of the recently decolonized
countries of the Soviet Empire, there is no prospect of war breaking out between
European countries. In East Asia, on the other hand, there is no regional
framework, ie no NATO, there is far more risk of war between states (eg including
between North and South Korea), hence the continued presence of the United States
is essential, for a withdrawal would leave a vacuum to be filled either by an
unwilling, unready and unwanted Japan, or by China.

Turmoil in East Asia would by no means have purely regional
implications, but global ones. Thus, not only does Asia require the maintenance of
the American presence, but Europe requires the maintenance of the American
presence in Asia. In recognising the dichotomy between the global geopolitical
demand for the United States and the much more limited supply of America’s
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economic capabilities, it follows that in the light of what has been said above, Europe
should either be prepared to assume entirely its own defense or the entire costs of
America’s military presence and/or actions in Europe.

In so far as Japan is concerned, while Tokyo may not always be prepared
to admit it, the reality remains that the post cold-war environment and the tumultuous
developments and trends in East Asia, especially in respect to China, make it more
and not less dependent on the United States. For whatever reason, while Japan has
been remarkably successful at making money throughout the world, it has not been
particularly successful in making friends, including and perhaps especially among its
Asian neighbours. As Richard Holbrooke (11) has pointed out, ’[the Japanese] must
remember two unpleasant and rarely voiced truths: they remain generally unpopular
overseas, and the United States is still Japan’s best friend, and perhaps at times its
only friend’. While there are a number of nationalist and pan-Asianist voices to be
‘heard in Japan, realpolitik, among other considerations, dictate that Tokyo's regional
interests, indeed survival, can only be achieved by securing the continuation of the
US-Japan Security Treaty, which, as Yoichi Funabashi (12) states, 'can continue to
function as such and help stabilize the Asian-Pacific framework’.

Here again, however, in the context of the current environment and
especially in light of the United States’ dwindling resources, it is simply impossible,
and certainly highly selfish, for Tokyo continuing to expect that it can have a free
lunch, or, as it is more frequently referred to, a free ride. Without ignoring the fact
that Japan has done more in recent years, whether the cheque for the war effort in
Iraq or the increase in ODA -- making Japan the world’s major source of aid to
developing countries -- from a broader perspective and in view of the wealth that
Japan has amassed thanks to American protection, the country’s contribution does
remain at the proverbial peanuts level.

The major initiative required by Japan in bringing about an armistice on
the geoeconomic battlefield is, of course, to open its market. It is not the place here,
nor is there space, to go into the myriad reasons as to why the Japanese market
remains impenetrable to foreign manufactured imports, and while accepting that many
barriers have been removed, the imbalances nevertheless not only in trade, but even
more importantly in outward and inward investments, are causing serious dislocations
to the international economic order. On the inward foreign investment front, to cite
only one example, whereas in 1990 the per capita ratio for the United States was
$1626, $2047 for the United Kingdom, and $472 for Germany ~ but the German -
market can of course be entered from investments located in other parts of the
European Community -- it was a mere $80 for Japan. As Joseph Nye (13) puts it,
"foreign firms are handicapped in their ability to export goods to or invest in their
Japanese competitors’ home market, but not vice versa’.

Japanese officials are increasingly prone to expressing grave irritation at
the pressures and accusations brought to bear against Japan by Americans and
Europeans in regard to trade and investment matters. It is undoubtedly the case that
at times these pressures and accusations can appear to be somewhat bellicose and

)
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excessive interference in the country’s domestic affairs. The point being made here,
however, is not that outsiders should tell Japan how to go about opening its market,
as was the case, for example, in the structural impediments initiatives (SII) talks, but
that Tokyo should just go ahead and ... doit. There may be costs associated with
the kind of dramatic and very accelerated market opening measures that are required,
but the point being stressed here is that the costs of an American withdrawal from
East Asia or the costs of protracted engagements, as opposed to an armistice, on the

geoeconomic battlefield will, ultimately, be much higher for everybody, but Japan
in particular. '

Japan is also in a position to assist in the preservation of Pax Americana
in another important way. While it is true, as indicated above, that Japan’s
contribution to ODA has significantly increased in recent years, at the same time it
remains the case that (a) the increase is somewhat artificial in that ODA is calculated
in dollars and hence reflects the appreciation of the yen, and that (b) Japanese aid
still tends to be primarily dispensed in Asia. Japan could, in fact should, play a
much more active role in other parts of the world, including Latin America, Africa,
and the Middle East. The absence of any negative historical legacy between Japan
and the countries of these regions, in contrast to the situation in Asia, and hence the
absence of colonial "hang-ups" on the part of Africans, Latin Americans and Arabs
in regard to Japan, provide a framework for a constructive role.

Hence, while Japan is number one in absolute terms of ODA, it is fairly
low in the Development Assistance Committee (DAC) league when it comes to
relative share of overseas aid to GNP. In 1990 Japan’s share of aid to GNP was a
paltry 0.31% compared to Germany's 0.42%, France’s 0.51%, let alone the
Netherlands’ 0.94% or Sweden’s 0.9%. The share of the United States is much
smaller, including than -Japan’s, but this is clearly compensated not only by
America’s military commitment in various parts of the globe, its diplomatic
initiatives, but also for remaining still a comparative haven for refugees from all
parts of the world. Furthermore, the high proportion of foreigners in American
universities, as compared to Europe, and much more so to Japan, also represents a
major contribution to the outside world.

-As Yoichi Funabashi (14) has argued, 'Japan should give higher priority
to four values as foreign policy goals: to act as a model for, and lend assistance to,
poorer countries in their own efforts for economic and democratic development;
international peacekeeping; promotion of human rights; and environmental
protection’. In fact, aid can cover all four of these areas, however, targets should
be quantified. In keeping with Tokyo’s current ambition to remain a non-military
power, and to avoid risking being the recipient of aspersions cast about enjoying free
rides, Japan might consider emulating the Swedish example and thereby seeking to
increase, say by 1998, its aid to the same figure of 0.9% of GNP. The fact that
much Western aid has been to some extent motivated by ideological considerations
within a cold-war context, but that Japan tends to have a much more pragmatic
approach to these issues, should, among other positive benefits to be derived from

greater Japanese contributions, result in a better management and hence better returns
’ 1} -

Western Alliance Cooperation 18 March 1993

3



for developing countries from Japanese aid policies.

In exchange for Japan opening its market and playing a more proactive
role in global affairs and thereby meaningfully contributing to the maintenance of Pax
Americana, the West should also recognize in spirit and in letter the shifts in the
global centre of economic and cultural activity. Just as the West no longer is the
uncontested leader on the economic front, nor is it the uncontested leader on the
cultural front. Thus, as suggested earlier on, while no doubt urgent and profound
attention has to be paid to Russia, it would be wrong, myopic and failing to
recognize reality not to pay far greater attention to China. Also, consideration
should now be given not only to inviting Korea to join the OECD, but also perhaps
to begin preparing its greater incorporation in global economic decision making, eg
by also inviting it to be represented at the G-7 -- which makes sense since Korea
will probably overtake Britain and Italy in GNP by the end of this decade or the
beginning of the next. In other words, if the West is right to expect Japan to
globalize, the United States and Europe must equally be prepared to "Asianize".

These seem to be the most critical issues facing America, Europe and
Japan in reorganizing the Western alliance. It has to be recognized that in certain
respects the world has changed a good deal, that the geoeconomics have altered, that
the centre of gravity has shifted to the Western Pacific, that the United States is
experiencing decline. At the same time, it must also be recognized that the end of
~ the cold-war by no means represents the end of the world needing the United States
to continue playing its role, even if on a somewhat more sotto voce basis, as world
leader. The United States, therefore, must be actively, intelligently, effectively
supported by Europe and Japan not, as stressed, through altruism or sheer gratitude
for "good old Uncle Sam", but out of enlightened self-and-global-interest. For, the
bottom line is still very much that Pax Americana = Pax Mundi.

? 1
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(ASTA IN CHANGING GLOBAL CONDITIONS

AKIRA KOJINA
(NIHON KEIZAl SHIMBUN. NIKKEI)

1: INTRODUCTION

. Economic stdgnaéion. over population and consecuent social instability usad
tc’charactefiza Asia. But post World War 2 Japan, ANIEs ( Hong Kong, Korea,
Singapore and Chinese Taipei ) since 1970's and then ASEAN countries ( Malaysia.
indonesia. Thailand, Brunei and the Philippines ), In the latter half of 1980's
in particular. 8!l have shown remarkable economic performance as well as social
stabi}ity to the extent that such general stereotyped percention is now haing
forced to be largely modified. ANIES and a part of ASEAN are now constituting so
cal led DAE (Dynamic Asian Economies). |
_ 1 Yorld Bank's 1988 estimates tell that Asian population will reach 4.5 biltion
in the veﬁr 2050, which will be some 48% of tﬁé wur!dfiutai. Presently, ﬁsia'has
the population of 2.5 billlon, 51% of the world total. Namely. population con-
centration to Asia will remain another half century. Thé per gaqita_iﬁcomelfor:..
ﬁ:asia is now only one third of ncgrld average. And Asfa makes only 20% of world
production. However, if only Asia continues to have annual growth number just 2%
higher than world average. its per capita income can catch up with the world
- average level by the middie of next century.

When recent trend is simply extrapolated. such a catch-up can be realized
much eariier, Life is not simple. But, Asia seems to have acquired strong econn~
mic dvnaﬁism. Economic growth and deveiopment accomoany structural changes in
|
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industry, trade and investment patterns which did not exist in the past,
This paper tries to examine the resent structural character of Asian economic
dynamism and its global implications. |
Japaﬁ's attitudes towards Asian neighbours mst also be examiped. In Japan,
partly gecause of her becoming sick of econpmié conflicts and so called Jaban
: bashing by ﬂestefn economic poﬁers. new éherging sentiﬁent can be detected which

is'described as Japan's Asia Shift or Re-Asionizalion .

_ Anather- interest is the impact of Qlobal géopolitica! ar sometimes called
geo-ecanomic changss to- Asia. The£~include the dranatic end of the Cold ¥ar,
re-defining process of American pollgy towa}ds Asia, emerging aconomic ragional-
ism and trade pfaféctionism. uncertain future of China's ecoromic reform and
her open door policy. )

In many points, the process of ending of the Cold War In Asla and its impact
ta It is hasically different from that {n Europe, With 1ts sconomic dvnémism,_
Asia has great opportunities as well as new challenges, particularly in politi_l

cal and sacurity areas.

2: ASIA AS A GROWTH CENTER

At the APEC Ad Hoc Group Meeting on August 1992; é speéial study report on
Asia-Paciflc economy was disclosed and It attracted a big attention of APEC
member countries as well as non member ones. The report analyzes the trade and.
investment Interdependénce of the region and its economic structure. It is full
of optimism (1) |

This kind 8f optimism can be suppatted by recent economic performance in the

region. {n the 1960's the US. Japan and other developed economies enioyed high

growth, In the 1970°s, however, these developed economies decelerated and con-

(1) Vision for the ficomomy of the Asia Pacific Regiom in the Year 2000 aul the
Tasks Ahead, APEC Ad Hoc Economic Group Meeting, August 1992

?

.
I

2

=



versely ANIEs and ASEAN countries began to show high growth. Lataly, China also
joined to the high growth ecnnémias. As is shown ﬁlaariy in Chart). Asia’s
economic growth performance has been much better than world average.

The striking characteristic of recent growth achievement is that it accompa-
nied very basic structural changes. _ 5 |

First, the countries increased interdependence in trade and foreign direct
investment.

Second,” deregulation palicies in these countries offered them chance_s to make
the most of externality of technology, capital( foreign direct investment ),
trade{ external demand ).

Third, in the process of Increasing Interdependence, countries began to
fmport more and more goods and services among each other. One country's import
creates jobs and income for exporting countries. This means an increase In
purchasing power of exporting countries and it in turn creates larger import
markets for other countries.

Fourth, Asian economies seem to have acquire some kind of immunity from
economic recession of developed countries,

Fifth, we are seeing a marked trend toward greater trans-Pacific trade.
Besides rapidly increasing interdependenca within East Asia. it should not be
overlooked that thess economies have expanded trade éith other parts of the
" Asia-Pacific, with North Amarica and Ocsanial Total trade between North America
and the other APEC countries) in particular,

As regards trade. in 1980 trans-Pacific trade was only slightly greatar than
trans-Atlantic trade ( Total trade hetween North America and the EC countries).
In 1890, however, it had expanded to 1.5 times that of trans-Atlantic. As for
foreign direct investment, trans-Pacific investment increased its ratio to

trans-Atlantic investment from only 19% in 1980 to 57% in 188%.
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3: FOREIGN DIRECT |NVESTMENT

In most of Asian economies, foreign direct investment flow into them have
shown a remarkable increase in the latter half of 1980's. Combined impact of
dereguration policy on the part of recipient Asian countries and exchange rates
. changes after 1985 can be regarded as the main accalerafor of such fargign
direct investment flow.( Chart(®, Table @ )

Thé.P!azé Accord at the G § Finance Ministers-Contral Barkers' Meeting in
- Saptember 1985 created a watershed in the exchange rates’ relations of major
countries. Japanese'fen showed an appreciation vis-a-vis US dolfar by the margin
of almost 100% in a short period of time of a year of sa. This EN-DAKA ( high
exchange rate of Yen ) triggered foreign direct investment by Japanese companies
espacially manufacturars to ANIEs like Hong Kong, Kerea, Chinese Taipei.

This exchange rate changa‘(Yen's appreciation ) weakened price competitive-
ness of Japanese industries. So as to survive, they were faorced to find overseas
production locaticns where labour cost became comparatively even more lower than
that in Japan. ANIEs were chosen as such locations of offshore production.

But soon after Korean and Taiwanese currencies began to be appreciated vis-a-
vié US dollar. This happened through external pressure. Actually, ANIEs invited
criticism from US and EC countries for their exploitation of cheaper currency
rates and far export driven economic growth. Until that time, these Asian
currencies had linked with US dollar and the Plaza Accord made these currenciss .
similarly cheaper as US dallar against Yen and EC currencies. Such. exchange
relations made ANIEs more competitive and their trade balance in large surpius.

G T Finance Ministers' meeting in February 1986 was a divide in their approach
toward to AN!Es, ANIEs were also thrown into the process of economic adjustment

initially tried among G 5 or G 7 industrial countries. (2)

(2) A Xojima, CHOUSE!-NO-JIDAI{ The Paried of Adjustment),pp. 366-373 ,
Shueisha, 1989

e 4



In this process of adjustment. ANIEs began to increase foreign direct invest-
ment to comparatively cheaper labour countries, ASEAN economies, as is shown in
table @) and @. |t has been a chain reaction type of a series of continued
adjustment process, very unique to Asian ecanqmies_:

Different from EC countries whose developmeﬁt stages are more or less similar,
Asian region is rich in diversity in terms of its natural resource endowments,
population, development stages and income levels. This diversity has been
harnessed to deepen economic interdependence and to maintain the high growth of
the region through complementality and chain reacticn type of flow of investment
, tachnology and capital.

It usad to be regarded that this kind of Asian diveréity was a cause of Asian
stagnation and fnstébilitv. But with exchange rates and flow of direct invest-
ment, technology and Information as parameters, such diversity is now creating

economic dynamism in the region.
4: IMPACT OF US ECONCMIC RECOVERING EFFORTS

The year 1985 was a symbolic year for Asia as well as the werid community in
.general. This was a year when US turned into net debtor country status for the
first time ever in Tl years. when Mikhail Gorbachev came into power replacing
Konstantin Cherﬁénko as ﬁenera1 sécreta}y of the S&viet Communi st ﬁarty( which
scon turned out to be the beginnig of the proéess of ending the Cold Wér). EC
Commission' s adeption of a white paper setting out a plaq‘for market unificatian
starting January 1993 also happened in the same year, 1985.. The US government
}aunched new trade initiatives by introducing a new approach known as se!f 4

‘itiation of 'section 301 of 1974 Trade Act,

Asia's four dragons began to be seen as New Japans, and were thereafter put
into the process of global economic adjustment.

On the part of US, she was forces to do some fundamentat efforts to re-

structure her eccnomy. 1985 Plaza Accord was a necessary and inevitable instru-
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ment in such a process. |

US must reduce twin deficits tlaf trade and budget. To do so, She must lock
for a export-led eccnomy scenario. Some proud Americans tend to decline this
kind of scenario by saying that it is just developing economies' one. Yet, with
ever more increasing balance of net external débt_ and lasting huge currnt and
trade imbalances, her policy course is Iim’hed. By intdrnal efforts to put her
house in arder. or by any cther additional effarts in the -area of external
polic:ias. simple mathematics tell that US economy must, from some point, be
supparted by external demand. 1ts implicatien to the rest of the wor!d 'is that
deflational demand impact will curltinue to come out from US. This will be a new
worid from past and present when US market was and is a net engine of warld
ebcnomy ina sense that the rest of the world could and can enjoy net trade
surpluses with US.

Japan Center For Economic Ressarch ( ¥IHON KEIZAI KENKYU SENTA } made an
interssting econometric simulation, ( tabie@®) |

" The outcome is that iUs reduces her budget deficit in an aggressive way,
its negative impact to ANIEs and ASEAN GNP will be by no means small. But if
. US efforts are supported by Japan's domestic dewmand expansion, the impact can be
mitigated importantly,

Actuaily US government is starting serious effort to expand her exports.
Former President George Bush stressed that US must target EXPORT SUPER-POWER
while maintaining military super power p‘us'itlon. President Clinton emphasized
the importanca of America to be Prade Super Power in the dialogue with Boeing
company ﬁgrkers in Seattie in feﬁruarf A1993.

President Clinton reiterated the importance of export in ﬁis lecture at
American University February 26,1993.(3)

¥e are woven inexiricably inlo the fabric of a global economy. Open and

compelilive commerce will enrich us as a nation We mus{ compele, nol

(3) US!IS afficial text, OT-93-3, March 1, 1993
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retreal. Cur exborls are estecially importanl to us, As bad as the recent
recession was, il would have gone o for lwice as lomg had it not been
for what we were able Lo sell lo olher nalioms.

- 1t is lime for us lo make lrade a priorily elémt of Arerican securily.
Trade policy will be parl of an inleraled economic yrogram ol just
songthing we use to compensate for the lack of a domestic agendn. We
aust enforce our trade laws and our agreements with all the Lools and
energy at cur disosal. | | '

Against suﬁh bar;kgfomd. Asian economies are try to be prepared to make

their economies less dependent upon US market. o

- Already, through market mechanism with exchange rates as parameter and
through respective countries’ policy efforts |ike cpening of their markets, Asia
hﬁs become increasingly less and Ieés dependent on US and other markets than
those of Asian region. { chart &, @ ) |

Chart® shows that Asian economic growth is determined increasingly more by
scmething else other than world ecaﬁomic growth rate. This became espacially so

from the middle point of 1980's. Chart(D) also supports this explanation. (4)
 Econcmic interdependence within Asian region is at the background of this

important change. Asian economies are craating ifs internal and seif breading

wechanisa of prowth and develapment. -

Asian trade structure began to show dynamic change a!rsady from around the
1980° s, Ye should pay more attention to the changes in the trade structures of

the ANIE§ and ASEAN nations under their reﬁarkable economic growth, throughout
the 1980's. In examining the changes in the ANIEs trade structure, ta begin with

.there exists some analytical convenience of separating the decade into three

period. (5)

(4) Nomura Search, NRI. February 1993.pp 12-13
(5) MITi's white paper on Intarnational Trade, 1982
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a: Pre-1985 Increasing Dependence on the US Market

in the pre-1985 pericd, the ANIEs increased exports, mainly machinery and

miscel laneous manufactured goods, to the US while ipcreasiﬂg imporls ¢t machin-
ery fron Japan. From earlf/ on in their economic expan'sion{ these economies
ganeral ly adopted export-oriented industrialization palicy scenario by(a)foster-
ing domestic industries, (b) adjusting their industrial structures, (c) promot-
_ing thechological advancement through active investment into equipment and
introduction of foreign canital, and (d) building up of industrial infra-
structure,

The rapid economic growth in the first half of the 1980' s was supported by
Reaganomics which created the ballooning of US domestic demand, more open to
overseas exporters through super strong US doilar exchange rate. Reaganomirs,
by consequence. forced US manufacturers to relecate their production process
abroad for more aut-sourcing. This process of US industries helped the ANIEs
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economies through increased technology and capital transfers. The US dirsct
Investment In Asia at this time was aiming at re-export to the US parent compa-
nies, Actually some TS% of the products made by US affiliates in Asia were
exported to the US. ‘ | |

Another trend in this pre-fgaﬁ period was the expanded influence on the eco~’
nomic growth of ANIEs of technnlﬁgv transféfs'and capital goods suppiy by
Japanése corporations. - |

b: 198688 Rapid Increase in Trade Volums

In this period.-Ag}an exports incr;ased markedly in volure, with a broader
range of destinations. Imports also scared due to bigger appetiie for Japaness
and GS made machinery needed for industrializaten and its upgrading, The Plaza
Accord of 1985 made a turning point ar watsrshed. Japanese corporations began
to transfer production to ANIEs, to South Xorea and Taiwsn in particular.

Foreign direct investment is thé process of exporting and importing compara- -
tive advantages and it changes trade patterns. ANIEs exports to Japén increased
from 7.6% of Japan's total imports in 1985 to 13.3% in 1988. They alsoc expanded
their exparts, mainly machinery, to the US market. Their share in the US market

-increased from 11.6X in 1985 to, 14.4% in 1988,

c: 1989-90 ANIEs' Market Expansion

The ANIEs economies began to show stagnant exports of miscellanecus manufact-
ured goods. marked increase in imports and expanding trade within other Asian
countries.

Export slow dawn is a consequence of combined impacts of over-heated eco-

nomies of ANIEs themselves( genara! inflation, wage increase), stronger compet~
itiveness of ASEAN nations, and change in currency exchange rates’ relations

bhetwean ANIEs and ASEAN. economies.
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On import side. we also detect some basic change. Increased domestic markets
of the ANiEs economies began to absorb imports mora and more from within Asia.
MIES direct lnvestment to ASEAN nations with lomer wage rates enhancad this
process of having more absorbing capability. Tbi:ls was also a procass of seeing

work shar@ng system betwsen the ANIEs and ASEAN nations.

Asian economy may continue the c-type of structural change in trade and work
sharing possibly with some acoelerated way just because of even toughef sfforts

~on the part of tfj)e us .to_ ‘revital ize her economy.
5: UNCERTAIN ELEMENTS FOR ASIAN ECONOMIES
a) Open Regionalism (7?)

US and EC countries seem to be much concerned ﬁith .tha nature of the emerging
Asian economic region. Some may see it moving towards exclusive trading and
economic block.

As is symbolizaed by US hostile reaction to the initial EAEG (East ASIAN Eco-
nomic Group) concept launched by Prime Minister Hahathi'erl_of Malaysia, they
tend to see It exclusive.

My cbsarvation, however, is iust different from that school. Though it is true
-thatl the countries in this region have hegan to have more and more confidence
in the future of their countries as they actually aqurienca and feel their
successful economic perfoménce in the past decade or so, such confidence can
keep outward-looking posture which has existed traditionally,

The countries in Asian region recognize why they have realized econcmic
success. |s not simply home made. 1t was [argely supparted by external factors
}ike open and free market of the US. foreign direct investment into their eco-
nomies which happened partly by market opening policy and economic deregulation

policy of themsalves. Markat mechanism in Asia began to fuﬁctinn more thraugh
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eccnomic deregulation and freer flow of direct investment, technology and
capital. |

Actually. emerging and seeming economic reglon o} econcmic group In Asia is
not the political creation, not the creation of central governments. [t was .
created over time through market. namely. thr;zugh daily business and commercial
transactions by private business. Mon existence of 'Ehe Treaty of Rome type of
official regional agreements may clearly show a different nature of this eco-
nt;mic region, different EC arrangé.ment. It also means that they do nat have
common external trade policy. When one country in the region makes some market
opening concession threugh biiatgral trads hegotiation with some other country
autside the region. US for examle. same conditions can-be apolied to all
countries in.and out of the region.

Increasing interdependence has bee happening through market. Robart A

Scalaping rightly describes Asian region(s) as NETS (natura! economic tarri-

taries). (6)
b) Political Stability Issue

Again, different from the ending process of Co’ld'\!a_r in East Europe and former
USSR, communist ar socialist countries try to ﬁaintaiﬁ centrally controiled
political system as before while taking sometimes aggrassivé épening policy in
the area of econoﬁ;. | '

Chinese [eader, Deng Xiaoping. is trying hard to introduce what is called
Sociel isim-Narket Economy ( that sounds self contradictory definition) by sayin
g"Never miss a golden cpportunity of development”.

Vietnam. which was clearly abandoned by former patron (USSR) because of her

(8) Robert A. Scalapino, The U.S. and Asio: Future Prospects, Foreign Affairs,
¥intar 1991/92

Il



‘sconomic bankruptey, is introducing economic reform plan while keeping comsun—
ist political system Vietnam is even approaching to ASEAN countries %o be
inciuded as .its mexber.
| This kind of approach is showing so far betlter ra;;ults with higher, economic
growth. more techrology transfer and foreign Hiréct investment into them. the
future is rather cloudy. As 1iving standard increases 'couqtries may tend to |
face increase of demand on the part of the public for poli‘tical f reedom. Thé
test is yet to come in Chinla's Vietnam and some other non democratic countries.
When western democracies try hard to enforce democracy in those countries,
their future will be more cioudy. The US-China relationship ma'v be the case in
paint in this reﬁoéct. US Secretary of Stats, Warren Cheistopher explained her
policy toward China, (T) |
| In Asia, we confromt aany challenges and opportunities. (As for US policy
toward China)On one hand, there is a booming economy based increasingly
on Jree markel principles. On the other hand, we connot ignore conlinuing
reborts of Chinese exports of senstitive military technology to troubled
areas, widespread violations of human rights, or abusive praclices that
havve contributed to a $ 17,00 million trade imbalance betmeen our two
nations. Cur policy is to facz'titaté 7] beaceful etolution of China from
commumsm to democra.cy by enc:oumgzng the force's of economc and polztz- |

cal hbemlzzatzan in thal great cauntry

As for North Korea which was abandoned both by Russia and China, she is still
sticking to a risky and dangerous pol icy of keeping control led economy as well
as comunist government. Recent inte;national dispute over alleged nuclear
development. Future political as weli as economic bankruptey {s at question.

- (

71) Warren Christopher, remarks at the Senate Foreign Relations Committee

during his confirnation hearing January 13, 1993



Such situation makes future of Korean Peninsular extremely dark.

c) Secyrity Situation

The Sgcuritv ‘issue in Asia is fairly coﬂwfex‘because of differences in the
nature of securlty conditions in Asia, different from éurope after the end of
Cold War. |

Even during the pericd of Cold Yar, confrontation over security Issue in
| Asia was not necessarily that of East and West(communism vs. capitalism). The
threats sometimes were not even external but more often internal ones like
domestic poiifcica! and social Instability. (8) This is because countries in Asia
have rather shert history of independence after so many years of colonized con-
dition. The naturally had governability problem of their pecple.

External threats were often something to do with regional hegemony rather
than ideological rivalry. |

So the end of Cold War doas not necessarily assure regional security. . Rather,
it poses now new troublesome issue of expanding military expenditure in many of
Asian countries.

Not Pzace Dividend but horrible Dividend of Weapon i's going to be a serious
issue in this region, Ecoromically 2lmost bankrwted'mzssla. who {s unable to
" have smooth convarsion of military production to civilian production, tends to
depend upcn weapon eéxport. Many of Asian countries can afford to buy weapons as .
the have purchasing power.

During tﬁe four year'é period up tﬁ 1992, tétat imort of weapons of Asia(Sou-
th Asia inciuded) amounted 60,1 billion US dollars. As of this total, 2T billion
dollars were supplied by Russia, 21.2 billion dollars by the US and 3,5 billion
dotlars by China. End of the Cold War and disarmament policy may leads to more

weapon trade. This is alarming
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d) Regional Security Framework (Collective Security)

Asian countries, ASEAN nations in particular, are thinking more sericusly
about regional security issues. ASEAN originally had the implicit principle to .
avoid involvement in pover politics and tried té; keep distance away from it.

This was hecause of their interest more in respectivé domestic unification
after independence from colonial control. Their support to American military
praserice had long been only laplicit in spite of the fact that it contributed
* much to the security of the region after World War 2 .

In this respect. new approach adopted by the Foreign Ministers’ conference
of ASEAN countries held in Manila July 1992 can be déscribed as 3 watershed as
it officially and sxplicitly recognized the importance of keeping American
millitary presenice in South East Asia. The Hinisters went further to sgreement
that ASEAN starts to study seriously about collective security in the regien,

ASEAN is now conﬁerned about military and security vacuum being created hy
the end of Cold War and consequent gradua! withdrawal of American military power
from this area. Under new American acministration, scaling down of defense ex-
penditure will be continued with lessaning of blg security threat and domestic
budgetary and economic restraints as the background.

ASEMN does not want to see tha vacuum be filled efther by China or Japan,

| (8') $asahide Shibusawa, Zakaria Hazi Aﬁmad and Brian Bridges, Pacific Asia in
the 1990s, Routiedge, 1991

Yuii Suzuki.Chapter3. AJIA WA XU KAWARUKA (Future of Asia), edited by
T.Nakanisi, Nihon keizai Shimbun, 1993



6: ASIAN IDENT!TY

Despite all the differences amongst countiss in this region economically,
politically and culturally, gradual emergence of some kind of Asian identity
amongst them can be detected. This kind of self‘!recugniticn was supported by

stronger self confidence coming from their écommic achi'evsments and the new
L realities of economic ilnterdependence with ever rising tide since the 1980°s.

Such awareness was strengthened ﬁrtiy by having as catalyzers other region-
~al unification ripvemént in Europe ajnd apparent protectionist trend in Europe
and the US, _ ’

In most of the cases. such senti;nént ¢an be said as natural rather than
de!iberate and strategic. Some people in Eurcpe and the US tend to see it as a
omincus sign of Asia trying to constituts exclusive and more or less rigid
arrangements only for themse!ves_. This Is not the case.

It is rather curious or unusual that the countries in Asia have not had any
" regional security or palitical arrangements covering the whole regién. ASEAN
framework was so designed that each member country try to keep her own resili-
ence and try not to be involved in i.ﬁ'térnationél powar politics. It is only at
the silver_fubi!ee anniversary of 1992 that ASEAN Fore'ign Kinisters’ conference

when it agreed officially for the first time evar since its establishment to
be invalved to col lective security type of regional céoperation.

During thg Cold War period, Asia did not have NATO type security arrangement .
covering the whole region. Only some network of many bilateral type of arrange-
mentrs existed. Most of _them wara bilateral ones with the US as is rightiy
described by James Baker. (3)

What has fostered stability and secured ¢comemic dynamism in flasl Asia

for the past four dacades is a lovse notwork of bilaleral alliances with

{9)James A, Baker, America in Asie, Foreign Aff;irs. Yinter 1991/92



the Uniled Slates at ils core. Our ailitary presence, our commilment,

our resssurance has consiiluled the balancing wheel of an informal, yel
highly effective, securily struclure thal emerged after World wAR 2 and
endured throughout the Cold War years.

To visualize the archileclure of US mtgni:emt in the region, imagine a
!.cm stresd wide, with its base in Norih America .and radiating west across
the Pacific. | - *

L]
-

¥hile natural economic territories( NET) are being created in Asia, some
countries seem to have began to be concerned about Greater China as some ¢all
the rapid integration of South China, Hong Kong and Taiwan which rests on
dynamic network of Chinese entreprensurs who manage huge amount dollar capital.
‘So called overseas Chinese are investing massively to continental China as
she introduces open up policy in the area of sconomy. As this is supported by
natural and somewhat instinctive feeling based on Blood relation and a band of
hominids (or territorial society), other peopls are auick to try to find some
exclusive nature or hegemonial elements of Greater China. |

Overseas Chinese population is as large as 55 million. Some Chinese say that
they no more need Japan money or ¥estern money as averseas Chinese have enough
financial resources. |

As for identity, genaral Asian identity as wel! as such ethnic identity are
- emerging. fts implications to Asia itself and the rest of the warld is yet to

be seen.
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Talwan Republic of Norea Singapore Malaysia Indonesia Thallarud
Revision of the forcign investment Favorsble westment toveand Conditionaf relaxation of forcign Expansion of business period Relaxing of caconragement critern
cegalstions—open policy owand ampmu which unll'ulnl capinsl egniaiss—Aflowing 100% allerwance for foreign capital {10/1986)
scrvice inveument (3/1986) in Singapore foreign ?ill i (571986} Rednction of miniotim investmest
(ﬂl’!ﬁ——maunmul) rebmestion of limis on fosed amount from Semillion behts o
employment Fadll cot ont rew ;i (10/1986) 1 million bahts
{10/1986) Fatention of period of exemption
Conditienal equral trestment betwaen | from eorpore tax, 3-8 yearss to 3-8
domestic. corporation aod foreign yeus {10/1986)
capital (5/1986)
Libenlizastion of oxigr ewchaspe | Cot to $350,000 in teduction criterin § Corponue tex rare cox from 40% o Elucidnion of guidedine for Opcaing fos forciga capital in Revision in investment
conuol—-$5 milliena cdling for and foreign capin] investment iy "3 (from (987 tax year) investment cax subreaction industeies 2/1967) caroumgement aresr, division of of
oversess ceatittance by an individual | medium- 10 aall-siwd corporsions 19879 res; ity chroe aress
ot a company; fexible sdjnament fox {7/1987) Favomble trearment afer oplstion Relndeg of conditiors en capind 01587
emergency (771967} of the Pionecs Statns {gpecial Bxrernion of the period of comporste Jocalization duties
Expansion of forcign capital trestnest for pioncer indastry) tax premption for cxport indusirics (2/1937)
limitation (liberalirstion calo 76.3% (5 1o 10 yeans); atension of
1w 70.5%){2f 1987) inceatives for scinvestment Relunstion of conditions for forcign
' (1171987 capiral 1o be trenred equally with
Autbortnlion of jeint masspement domesic corporations (2/1987)
in adven ising business
{711987) Si of investment
. pwcduﬂ (871987)
Expansion of arexs for foreign capital
investmenr (5/1987)
Amendment of the Securities and | Condicional suthorization of joint | Steenprhening favorable vesment in | Relweation of reuriciions on foreipn l.ll'nngal'bmo-.wlulzdehum
Exchange Ack—40% cciling for in insnrance buginess R#D by scrvioc industey capital participation (8/1988) activities by forcign corporutions
panicipation of fortign capital {1/1988) {fvom 1988 1ax ycar) {11/1988 deregulmion policy
(511988) 'Expansion of maximem limitio packapr)
domcaic safes
Adopiion of Negaive List (5/1988)
apnouncing 73.29% 24 degoe. of MIDA procedure simplificarion aad
liberal ixstion reiaforcement of MIDA (971988)
The third madification for oeereas Expansion of licdds for I'mp. Expangion of Ezvorable treatment in | Relixation of minimrom irvestmeat Same 3 shove; 12 rginn—6
semittance $) milion criling within capinl participation in txx sysem (2/1989) mquiremsents 10 a quarter enillion peckectures, 2nd mgbn——-lo
a yeu {8/1989) masufacturisg business (7/1985) dollsxs (571589} prefecores, 3ed wgion-—-57
. preficmes fwom 1/1989 (9/1588)
The promulgation of Indirect Amhoristion of $108 millien » | Intoduction of mxthorieod overseas Favorable trestmeot messure for &i&unﬂﬂ‘s\mﬂ;lmﬂq
Investneat and Technical muximam foociga capital investmeat oaders (AOT) srrangracat: Of1Q (5/19%0) sckxuation of mgnlaions on forign™
Coopemtion wikh the Maislwnd | in manufscruning bosizess (1/1990) | redunvion of the o e change and cupitsl transection
Coocrol Act from 31% o 109 (31990) 6/1990)
{10/1590) Auchasizadon of faccige capical
in cometic and Reinforcing frvomblc cestment,
oommenication indecrics (7/1990) mdlllllgnnll’:nln::innllyiﬂ%u
. except for axicgorics $4
aud 85 (201990}
Expansion of authocized lim of Relexmion of the Guidines on Deregulation packsge (/1991) | Cox in impom tox pxio on
sricles of rvestment in che Economic ion with the ) and auromchdes [7/1991)
ouainkand (4/1991) Nonhliyl’g;un(.‘; ;
1991

Source: Terumasa Makmishi, ed. v dfoer Kamarckar (How Asia Chrangs). Yokyo: Japan Economic Jo

, 1993



Forelgn Direct Investment In the ASEAN Countrles

(U.S. § millions)
Year Malaysia | Thailand | Indonasia | Philippines | Total
1989 543 2,011 1,197 322 4,075
NIES 1990 1,001 2,696 2,598 384 6,679
1991 957 1,583 1,981 68 4,522
1989 393 3,524 769 157 4,343
. Japan 1990 658 2,754 2,241 306 5,911
1991 423 1,760 929 210 3,321
1989 47 569 348 111 1,056
r.inlted States| 1990 69 1,091 153 59 1,372
1991 232 1,130. 276 87 1,725
1989 1,255 7,996 4,719 804 14,774
Worid 1990 2,367 8,029 8,750 961 20,047
1991 2,019 4,987 8,773 783 16,588
Note: Ameunts in local currency converted to U.S. § using respective year's average
" ‘axchange rate
Sources: Malaysia: MIDA (approvai basis, manufacturing industrles only)
Indonesia: BKPM (approval basis, excluding cil, natural gas, and finance)
Thalland: BO! (approval basis)
Philippines: BO! (approval basls)
Talwan's Overseas Direct Investment (approval basls) _
(V.S. $ thousands)
Thailand | Malaysia | Singapore | Philippinas | Indonesia u.s. Othears Total
1950-85 | o4z | 729 | s29 | woma | 2szrs | umase | sz | 2149m
1986 5,810 - 434 71 1,780 45,867 2,349 56,911
1987 5,366 5,831 1,301 2,640 9%0 70,058 16,608 _102.751
1988 11,886 2,708 6,433 362212 1923 | 123,335 | © 36239 | 218,736
1989 51,504 | 158,646 5,209 66,312 311 | 508732 | 140,172 | 930,986
1990 149,397 184,335 47,622 123,607 61,871 428,690 $56,133 | 1,552,207
1950-90 | 233537 | 359,369 | 70208 | 28,955 | 92,610 | 1293911 | 787,772 | 3076452
Sources: Investment Commission, Ministry of Economic Affairs, Republlc ¢f China, Statistics

on Overseas Chinese and Foreign Investment, Technical Cooperation, Outward
Investment, and Qutward Technical Cooperation of the Repubiic of China

f'f‘




Impacts of U.S. Macrosconomic Adjustment on Japan, ANIEs, and ASEAN
(percantage changes in GNPs from neo-adjustment case)

1992 1995 1998 2000

1. Reduction of U.5, Deflclt Budget

u.Ss, -2.0 -1.1 -2.5 3.7
Japan -1.8 -1.1 -1.4 -1.0
NIEs -1.5 -1.7 -3.6 4.7
ASEAN -0.5 .12 -2.7 3.7
2. Reduction of U.S. Deficit Budget + Relaxed Monetary Policy
u.s. -1.0 0.5 2.0 4.6
Japan 1.5 -1.9 1.5 0.9
‘NIEs -0.1 1.1 -3.1 6.0
ASEAN 0.3 1.6 -2.3 -5.3

3. Reductlon of U.S. Daflcit Budget + Relaxed Monetary Policy
+ Expansion of Japan’s Domaestic Demand

U.S. 8 - 08 -1.9 -4.5
Japan 0.1 -0.4 0.6 0.5
NIEs o 0.8 2.1 -1.3 4.0
ASEAN 1.7 2,6 -0.9 -3.5

Notes: (1) “Reduction of U.5. budget deficlt” means reduction of its proportion to real GNP
by 2% starting in 1991.

(2) *Reduction of U.S. budget deficit” + “Relaxed monetary pollcy™ means 3%
_expansion of money supply In the U.S. along with the above (1),

(3) “Reductlon of U.5. budget deficit” + “Relaxed monetary policy” + *Expansion of
Japan's domestic demnand” means, aside from the above two, 1% expansion of
Japan's fiscal expenditure’s proportion to Japan's real GNP by 1%.

Sources: Japan Center for Economic Research, Asia in the World, April, 1990,
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Keeping East Asia_pacific

. Gerald Segal (Senior Fellow at the International Institute for Strategic Studies and

editor of The Pacific Review). -

In the 1980s, East Asians -used to deride Europeans for their eurosclerosis. But
then came the europhoria of the end of the Cold War and Project 1992, and the
East Asians realized they were wrong. But as we move into the mid-1990s, East
Asians are working themselves into a sense of Schadenfreude, as more people die
in wars in Europe than anywhere else, and the train to European federalism is
shunted into the sidings. But just as the 1980s-style derision proved erroneous, so
the 1990s-style Schadenfreude is premature. Not that Europeans do not face major
challenges, but East Asians have far more cause to worry about how to keep the
Pacific pacific than they are willing to admit. |

| Part of thé cause of these differing perceptions is the European;(aha
American) tendency to exaggerate issues in order to confront them, while East
Asian political culture tends to do the opposite. Thus, please indulge one European
(at least a mid-Atlanticist’s) view of the often hidden challenges to keeping East

Asia pacific.



Retreat of the outside powers

With the lifting of the overléy of Cold War international relations, one tends
to reveal an older péttern of power set centuries earlier. And yet it is not so simple
in East Asia. It has been severalT hundred years since East Asia has had "normal”,
. or at least "natural" international relations. As European imperialism plundered its
way around the region in search!of trade, it demolished what was left of the old
intem'ational order. By the time Britain forced China to open its dooré and the
United States then did the same ‘to Japan, it had long beén apparent that East
Asians no longer controlled their international relations.' The old pattern--
essenti-a'ily degrees of Chinese domination--was long gone.

Thus the starting point for any assessment of post-Cold War East Asia is
that unlike Europe, East Asians have to look much further back into history to find
a natural pattern of international relations. Europeans, even in living memory, recall
a system of sovereign states. East Aéians need to open tﬁefr (much doctored)
history books where they will ﬁné stories of how their forebears adjusted to
Chinese preeminence. Now, as in the pre-Magellan period, East Asians can no
longer blame outside powers for their predicament.?

The fetréat of the last fwo outside pbwers is still not fully complete, énd in
Soth the Russian and'rAmerican éasés there are good reasons why it is unlikely to
ever be altogether achieved. Russia is at least as much a natural power in the

Pacific as Australia (or Canada or the United States). Although its territory is

! Alain Peyrefitte, The Collision of Two Civilizations.

(London: Harper/Collins, 1993).

2 Gerald Segal, Rethinking the Pacific (Oxford: Clarendon
Press, 19%0). | .
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sparsely populated and disputed in small part with Japan and China, no one argues
that Russia does not have a border with Korea and China in Northeast Asia.

But Russian power used to stretch much further. In earlier centuries it
touched California and only a few years agoAit had major bases in Vietnam and
. was rumoured to be seeking allies in the South Pacific. Now that its ships are
rustin_g in port, its hardware cannot be used for lack of fuel, and its order of battle is .
depleted by the failure to conscript soldiers, few can doubt that Russian military
power is in retreat. True, Russia remains a major nuclear‘weapons power, but the
utility of such firepower is uncertain.

While Russian military power Has shrunk in Eu‘rope as well, its political
influence remains much stronger in Europe than in East Asia. Now that Russia is
gone from Southeast Aéia, there are few political issues in the region that require a
Russian role. Only in Northeast Asia, where Russia remains ‘a local power, is it
important to consult with Moscow. But even here, Russian retreat has meant
influence being exerted (for example on North Korea) by the withdrawal of |
influence. 1t is Russian non-action on the Northern Territories that so infuriates
Japan. Only in its relations with China is there something that can be called a
"positive” Russian policy following the disintegratidn of the Soviet Union. But the

500-plus years of Sino-Ruséian relations suggests a tense relationship that is
| shaped primarily by the internal strength of the two powers.®
It is also a calculation of internal priorities that has drawn the other outside

power--the United States--back across the Pacific to reconsider its position after the

3 For a survey of these issues as the Soviet Union was

dyving see Gerald Segal, The Scviet Union and the Pacific (Boston:
Harper Collins for the Royal Institute of Internaticnal Affairs,
1990} . .




Cold War. The United States had been a Pacific power for far less tim'ezthan

‘ Russia, although at its peak it was far more integrated with the region. But in
recent years the United Siates has drawn down its forces and readjusted its basing
strategy, in a policy mostly determined by Washingion's reassessment of its

- interests and capabilities. Despite the rhetoric about management of global
interests, few can doubt that we will see much more drastic cuts in American .
~deployments.*

Of course, the United States remains economically closely integrated with
East Asia. While it is true that the share of American trade with East Asia contir_‘nues
to increase, East Asians see the United States as a somewhat less important
market than it once was. Especially when East Asians run trade surpluses with the
United States, the upshot of these trends is to deepen American distrust of East
Asians and make East Asians less willing to bend to the Américan will,

In the absence of a defining American rationale--such as the Cold War--for
staying closely engaged in East Asian affairs, American disengagement is likely to
continue. If East Asians are able to manage their own international affairs, then the
departure of the United Sfates might make little difference..But what if the

challenge of change is too great?

: 4 Jenathan Pollack, "The United States: Holding the Ring"
in Adelohi Pavers No. 275, Spriang 19323.
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The China Chalienge

Perhaps it should not have been such a surprise that one of the most
important post-Cold War trends in East Asia is the rise of China. Historians are
éertainly not surprised to see the Chinese Phoenix back on course to becoming the
- most powerful state in East Asia. What is hore, even with a slower GDP growth
rate than the 12.8% in 1992, China is set to beébrﬁe the world's largest economy

after the year 2010.° This is not to say'that Japan is irrelevant as an engine of
. economic growth in the region. Far from it. But if Japan hbped to take over frdm
the United States as the major power in the region, then it is becoming increasingly
clear that it now has littie chance of success.

Of course, China will be a very different sort of economic power than Japan.
As a continental economy, trade may well have a different role for Chinese growth
than it did for Japan. But much of China’s growth has so far been achieved by ité
coastal regions which have often acted more as separate and smaller economies
for whom foreign trade is vital. As a still relatively boor country, China's economy
will dominate vyhen it is stil much less highly developed than that of Japan or the
NiCs.

The ri.se of China will have a number of implications. For one thing, Japan
and other East Asians will have to decide how to do business with China.
Traditionally China has been able to set the agenda in its relations with East
Asians. But it is hard to believe that Japan will {(or should) be content to be guided

by China. Will Japan then seek closer relations with other East Asians? Will it seek

3 Details on the economic calculations, using purchasing

- power parities, in The Economist survey of China, "When China
Awakes" 28 November 19563, .
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closer relation with the United States? Will it even make common cause with
Russia? Japan, like many in East Asia has tough choices to make. |

The choices are all the harder because until recently, and for most people,
still, the perception is that Japan is the main challenge as the rising power. Just as
- it is hard to accept that Russia is far less important in the post-Cold War world, so
it is hard o accept that Japan will not be as dauntihg as it once appeared. The
~ difficulties in thinking about the China challenge is increased by a traditional worry
in East Asia about confronting a China that has for so Ioﬁg dominated their history.
It may be easier to talk about out-of-date issues--such as the role of Jépan--than
face the new reality. It may also be easier for fnany non-East Asiéns to talk about
Japan rather than China, because for the time being China is a less important
trade partner and the fhreat it poses is far more to other East Asians than to
Europeans or Americans. Indeed, is it just a conspiracy theor'y to believe that
Europeans and Americans have an interest in building up China as a counter-
weight to Japan and the NICs?

But it would be shont-sighted, even for Europeans and Americans, to hope to
use China in this way. Far more sénsible to deal with the China challenge before it
becomes too difficult. The key lies in the very basis of Chinése growth--regionalism.
Deng Xiaoping has discoverad that by allowing fhe different parts of China to find
their own way in the international mark-et' economy that the total Chinese economy
can grow.® But decentralization has its risks, especially for a country like China that

has been so often divided, even in this century. There is already evidence that by

B David Goodman and Gerald Segal eds, China in the

Nineties (Oxford: Clarendon, 19%1). *
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encouraging economic decentralization, problems are arising in the armed forces
where centralization is the rule.” |

China is not about to fall apart like the Soviet Union, but like the Russian
empire, there are fissures that can provide opportunities for outsiders. At a
minimum, foreigners Wishing to do business with China can play off one region
against the other. Decentralization might even offer opportunities for the likes of
Hong Kong and Taiwan who wish to get better political terms in negotiations with
Peking.? This is not to mention the potential problems in Centra! Asia, Mongolia
and Tibet. In short, so long as.China's strength depends on decentralization, it has |

a weakness that offers outsiders some hope of controlling China.

NETs and Sovereignty

The decentralization of China has been both a part of_ a wider trend in East
Asia, and encouragement to it. It is increasingly apparent that an important
percentage of East Asian economic growth has been of a process whereby -Natural
Economic Territories (NETs) have been created.® The most famous NET is that R
- which links Hong Kong and Taiwan with Guangdong and Fujian. The webs of‘

interdependence grow more intense all the time. Hong Kong capital employs over

7 See People’s Daily 10 February 1993 in British

Broadcasting Corporation/ Summary of World Broadcasts/Far
East/1612/B2/5-6 and Liberation Army Daily on 7 January 1993 in
1610/B2/2-3. This alsc the subject of a major research project
underway at the International Institute for Strategic Studies.

8 Asia Research Centre, Murdoch University, Southern
China in Transition. ({(Canberra: AGPS, 1993) and Gerald Segal,
The Fate of Hong ¥Xong (London: Simon & Schuster, 1993).

i Robert Scalapinc, "Northeast Asia-Prospects for

Cooperation" The Pacific Review Vol.5 No.2, 1992,

'
’
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three million Chinese in Guangdong and as the Chinese provinces grow rich, they
in turn invest in Hong Kong. Thus China is now a net investor in Hong Kong, and it
becomes increasingly hard to tell whose money is being invested. With overseas
Chinese operating in informal networks, the NETs grow more complex. They also
- expand outward to connect with Chinese who recently left Hong Kong for Canada,
Ausfralia or the United States."

Other NETS, real or hoped-for, are evident around the East Asian rim. In the
" northeast there is the proposed Tumen river scheme, but further south there is
growing South Korean irnvestment in Shandong that uses Russian raw materials.
Japanese investment is increasingly seen in Shanghai andrup the Yangtze river
basin. In 1892, 200 of the 700 Japanese enterprises in China were in the Dalian
region.'’ In Southeast Asia the most developed NET is that which links Singapore
with neighbouring parts of Malaysia, although to some extent-Singapore’s role in
ASEAN can be said to constitute the web of a wider netting.

The weaving of NETs is a remarkable sign of economic interdependence
and complex political pragmatism. In a region where it was not so long ago that
communists and non-communists were at war, the integration of thha in so many
complex ways is a remarkable success. lndeed, such interdependence strengthens
the argument of those who say thét China can be tied into regional prosperity in
sufficiently numerous ways as to make it a malleable partner.

It is certainly important that such NETs demonstrate the attractions of

interdependence, if only because the resulting prosperity is what makes China

1c Southern Chinra in Transition.

1 Walter Arnold, "Japan and the Development of Shanghai’s
Pudong Area" in The Pacific Review Vo0l.5 No.3, 1992 and China
News Analysis Nec.1479, 15 February 19%92.
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worry less about the consequent loss of sovereignty. And yet one might worry
about the longer term political consequences of such NETs. Does China really
appreciate how much loss of control over its ecoenomy it has suffered, and does it
realize the potential political consequences? China feels thét interdependence

. makes the capitalist world more likely to give it better trading terms. China expects
that prolonged contact with Hong Kong and Taiwan will allow it to learn the tricks of
capitalism and eventually make political reunification more likely.

And yet the reality of these NETs has been to _chahge China more than
China changes others. After a decade-or-so of building a NET in southern China,
Peking finds itself even more dependent on Hong Kong. As the national growth
strategy (and political legitimacy of the regime) is based on regional growth, the
dependence on Hong Kong and Taiwan deepens. What is m'ore, China’s south
becomes contaminated by Hong Kong and Taiwan politics. Ai least part of the
recent fracas between Britain and China over Hong Kong has something to do with
Chinese anxiety about what greater democracy in the colony might do o change
China’s political system. Similarly, closer relations with Taiwan only makes southern
(?hina more willing to pull out of Peking’s orbit than it makes Taiwan willing to
accept rule from China. In short, the creation of NETs is part of the risk of Chinese
regionalism.

It is also part of a wider international trend which minimizes the importance
of state sovereignty for those who become more economically developed. The EC,
even in its slower trot to federalism, is a vivid demonstration of this trend. The
United States is also involved as its multinationals export far more from East Asia
to America than th-e total of the East Asian’s trade surplus with the United States.

With more than half the trade among OECD states done within individual
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multinational corporations, it becomes increasingly hard for individual states to
manage the global economy.™

As China ties in to the NETs of East Asia, it too becomes wrapped up in the
complex interdependence. If China believed that a large trade surplus with the
. United States would increase its clout in the global market economy, the tough-
mindgd American trade negot'iators in 1992 demonstrated otherwise. China has
failed to win its trade rows with the United States because China needs to export
- too much for it to risk growth by entering into a trade war: Will China continue to
bend as it grows richer and stronger?'® The optimists about international
interdependence argue that China will have no choice. But one must worry that this
is just a phase that China knows it must go through in order to get rich enough to
stand up to pressure. One r_emains uncertain whether China is a non status quo
power and whether it will be weak. enough for long enough in‘ order to wean it away
from revanchism. One recalls in the 1930s how Japan uéed arguments about the
dangers of economic interdependence to support war in China and elsewhere in
East Asia for strategic resdurces. There is ampie evidence fhat economic
[interdependence, given the wrong political circumsténces, can make war more, not

less likely.

12 De Anne Julius, Globzl Companies and Public Policy.

(London: Pinter for the Royal Institute ¢f International Affairs,
1990).

On this debate see Simon Long, "The Tree That Wants to be
Still" in The Pacific Review Vol.S5, No.2, 19892,
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Unsettled Territorial Disputes

It is therefore a cause of much concern that East Asia has a range of
unsettled territoriél disputes. To be sure, a number of them seem barely alive, most
notably those between Southeast Asian states. China and Japan as well as China
. and Korea have disputes that have been smothered for decades. While these
conflicts may flicker into life, this does not seem likely, even in the medium term.

Then there is something like the Russo-Japanese conflict over the Northern
Territories. This is also not a candidate for flaring into @ major military fire, but in
- continuing to carry political significance, it remains an important issue. While it
makes virtually no strategic importance whether the Northern Territories are
returned to Japan, it does matter that Japan continues to feel estranged from
Russia at a time of major change in the balance of power. Although Russia and
Japan are ever likely to feel much warmth for each other, the.y may need each
other if it does emerge that China is the major power in the region. Given a more
hostile China, Japan and Russia will need each other both economically and
militarily. Whiie this has not been the pattern in the past, in the past there has
never been a strong China, a weak Russia, and an advanced Japan.

In effect there are only tHree important terriforial disputes that have the
potential to lead to imminent military conflict. One rﬁust begin with‘ that volatile
mixture in Koreé of a civil war and the remnants of the Cold War. Add in an often
"crazy state" such as North Korea with a looming successibn struggle and
collapsing economy, and one has a recipe for tension. Stir the pot with worry about

a North Korean nuclear weapons capability and the heat rises. Add pressure from

14 it is hard to construct a sensible scenario for major
combat in Cambodia leading to a dlspute that spills over

international frontlers
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China and Russia and some say the boiling point is not far off. Even if the optimists
are Fight and we will end up with a unified Korea before the century is out, it is hard
to be sanguine about the risks of getting from here to there without a crisis.

Further down the rim there is the problem of the linked fates of Hong Kong
- and Taiwan. We have already suggested why thg stakes are so high and the
outcomes so uncertain. The question is not just whether China can unify itself on
its own term, but whether China itself will remain unified. The deconstruction of
China is not just a matter of semantics, it is about the baéic shape of East Asian
international relations. As recent events surrounding Hong Kong amply
demonstrate, Peking does not‘always put economic rationality ahead of what it
sees as issues of sovereignty and national pride. Once again, uncertainty over
leadersﬁip succession adds additional worry. How would China react if Taiwan
drifted to more formal independence? How would it view SUCI;1 an event if it was
triggered by unrest in Hong Kong?

We already have some evidence of how.China weighs economic and
political factofs in the way it handles the disputes in the South China Sea.'® Even
if one grants that China genuinely believes the disputed water and rocks is rightfully
theirs, it often sails close to the wind of international! crisis in pursuing their claims.
In 1974 when China took the Parace! islands, it did so at low political cost because
the victim was a dying South Vietnam. In 1988, a unified but unloved Vietnam was
China’s victim in the Spratly islands. Even in 1992 China managed to take more
territory from Vietnam because no power was anxious to upset China by blocking

its changes to the status quo. The ASEAN states failed to take anything that

15 Mark Valencia, "Resolving the Spratly Dispute" in The

Pacific Review Vol.6 No.2, 1993,

] ¥
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passes for robust action, and needless to say no one else would come to their
defence if the ASEAN states would not articulate their concerns. This East Asian
tendency to avoid confrontation leaves China free to pursue its claims when it has
the capabilities. |
As China's naval power grows, and as it e_thuires aircraft and in-flight re-

fuelling that give it increased loiter time over the disputed waters, there can be little .
~ doubt that China will continue to take the territory it claims. If one feels that the
territory rightly belongs to China and/or that it makes Iittleﬂ difference whether it
uses forces to take what it claims, then there is little to worry about. If one does
oppose Chinese action yet worries about hurting the dragon’s feelings, then one
can be said to deserve the fate of most appeasers. In the end, some decision must
be taken about whether to confront China’s calculations of its territorial ambitions.

- One might also recognize that China’'s use of the militéry instrument is not
just about unsettled territorial claims, it is also about unsettled scores from
history.'® China tried to "punish” Vietnam in a brief border war in 1979 (suffering
some 25,000 dead in the process) not because it wanted to redraw the frontier, but
more because it wanted to teach Vietnam a lesson about defying Chinese policy in
- Indochina. Although it took China more than a decade to humiliate Vietnam into
withdrawing from Cambodia, the lesson was finally learned.’” When one looks
around China’s rim, there are e;\}vhote range of countries who have crosséd China
in recent centuries and with whpm scores need to be settled. India has already

been humiliated and Russia did it to itself. Japan would seem to be an obviously

16 For a review of these issues see Gerald Segal,

Defending China (Oxford: Clarendon Press, 1985).

17 Michael Williams, Vietnam at the Crossroads (London:

Pinter for the Royal Institute of International Affairs, 1992).
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unsettled problem, but which will require much more Chinese growth before it is
ready to confront the issue.

So far, the states of East Asia have prov.en unable to ease the military
tensions in their region short of outright victory for one side. The sole exception--

- the war in Korea--still festers. But in Vietnam, the communists triumphed. In various
phases in Indochina, wars were fought to a bloody conclusion. In the Scuth China
Sea, China continues to take what it can when it can. No arms control or collective
security has stopped the triumph of‘ military power. Perhaps it is for that reason that
“the local states have recently resorted to building up their own arsenals. This de-
facto, but intehsely complex arms race, has turned Eaét Asia into the Iérgest arms
market in the world. it may be, as in Cold War Europe, that the arms are bought
but not used except for deterrence. But as the range and lethality of the equipment
expands, the increasingly wealthy states of East Asia are ablé o sustain a far
larger buildup than in the past. In 1992 aidne the tension in the region was
enhanced when China acquired SU-27 aircraft from Russia, which made it easier
for Taiwan to then pick up F-16s from the United States and Mirage 2000-5s from

~ France. Japan, most uncharacteristically, warned China not to acquire an aircraft
carrier, with the implicit warning that to do so might make Japan more likely to lift
its self-imposed ban on acquiring offensive weapons.

The self-help security systém that comes from such individual attempts to
reinforce deterrence will probably leave little room for arms control. In all probability
the arms race will include East Asians seeking more advanced indigenous defence
industries. Japan and China are already welt down this road, although China is
seeking upgrades through cooperation with Russia. Taiwan, South Korea and

ASEAN states are seeking and finding American and European partners. The
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upshot will be greater independence in the acquisition of the tools of war. It may
also mean less willingness to seek international security cooperation. At a
minimum, most states will not find their defence burdens easing (while they do

elsewhere), and at worst some may go to war.'®

Unsettled Political Systems

Part of the reason for East Asian Schadenfreude about post-Cold War
Europe is based on the relative absence of conflict basec; on ethnicity in East Asia.
When one describes the Korean conflict as a civil war, it is a very different form of
war than what is called civil war in the former Yugoslavia. No state has anything
like the ethnic patchworks evident in the Bosnia, Macedonia, the Caucasus or even
much of Africa or Central Asia. Malaysia is the exception that proves the rule in
East Asia, especially as Singapore has long since left the fecieration and tension
remains under control because of ASEAN and even the Five Power Defence
Arrangement.'®

And yet the political systems of East Asia may be unsettled in different
ways. As we move further from the end of Cold War history it becomes increasingly
clear that political systems are not all on a single track. Francis Fukuyama worries
about whether there will be outlets for megalothymia, but that is only part of the

reason to worry about future political struggles.® A more important trend, and one

18 Andrew Mack and Desmond Ball, "The Military Build-up in

Asia~-Pacific"” in The Pacific Review in Vol.5 No.3, 1992 and
Gerald Segal "Managing New Arms Races in Asia/Pacific" in The
Washington Quarterly Vol.l5 No.3, Summer 1992.

13 Tim Huxley, "Singapore and Malaysia: The Precarious

Balance" in The Pacifi¢ Review Vol.4 No.3, 1991.

20 Francis Fukuyama, The End of History and the Last Man

(London: Penguin, 1992), especially Chapters 20, 21 and 31.
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;aspecially evident in East Asia, is the evoiution of political cultures that reshape the
politics, economics and even security of states. When policy makers discuss the
Structural Impediments Initiative they are actually dealing with core cultural
differences of political and economic systems. The argument used to be made that
. as Japan and the NICs develop, they will become more like the Atlantic world. Yet,
with the passage of decades, and now the difierent ways in which communism has |
died in Europe and Asia, this argument is far harder to sustain.?’ |
Neediess to say it remains difficult to define the difterences between what is
sometimes called the Confucian world and that of the mid-Atlantic. Differences
within both groups are obvious, but they are not as great as the differences
between East and West.?? Some might attribute the core difference to the fact that
the Atlantic world had an Enlightenment and Eaét Asians never did. The legacy is
an East Asian strain to authoritarian and personality-based gévernment and a
concern with consensual politics. The Enlightenment led to greater concern with
individual rights and eventually law-based rather than righteousness-based
government. For these reasons, those in the Atlantic world will naturally view most
East Asian countries as ruled by relatively undechrétic means, or at least by a

form of political pluralism that is very different from their own. The prevalence of

2 Gerald Segal et.al, Ovenness and Fereiagn Pclicy Reform

in Communist States (London: Routledge for the Royal Institute of
International Affairs, 1%52) and Gilbert Rozman ed, Dismantling
Communism (Baltimore: Johns Hopkins University Press, 1992).

22

Robert Lloyd George, The East West Pendulum {(London:
Woodhead-Faulkner, 19982). ’
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one-party rule, corruption, and de-facto state manipulation of markets, are
perceived as evidence of the important political differences.®

Thus the East Asian political culture means that structural impediments to
dealing with other parts of what is loosely known as the West, will continue. For
" these reasons, dialogue across the Atlantic will qsually be easier than across the
Pacific or across Elrasia.®® It also suggests limits to which the likes of Australia or
Russia can grow close to Asian East Asians.

Needless to say, these are difficuit issues to untancle with any certainty. it
may be that the "end of history” school is really correct and East Asian systems are
simply evolving more slowly. Under such circumstances the increasing pace of
democratization iﬁ Taiwan and South Korea in recent years is evidence that the
gap with other parts of the West is shrinking and the tension betweern differential
rates of change in economic and political systems is easing. ‘Fcr similar reasons,
but with ve.ry different éffect, it might even be suggested that as the Japanese
- economy matures and grows more slowly, the old Japanese colitical order is
cracking and more political pluralism is on its way. China too will fin-d that its rapid
economic reform will ensure that political liberalism follows, even though the East
- Europeans put political reform ahead of its economic sibling.

Either way, the unsettling process of political change in East Asia, as in
Eastern Europe, must be a cause of concern abolut regional stability. Few can

doubt that major political adjustments are necessary as economic growth

23 On these differences in the business world see Bill

Emmott, Japan’s Global Reach (Londen: Century Business, 1992) and
Tim Jackson, Turning Japanese (London: Harper\Collins, 1993).

H For variations on these issues see the ever-

controversial Lester Thurow, Head to Head (N.Y.: William Morrow,
1992) . i
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continues. In China this will be complicated by leadership succession in an
essentially authoritarian state.? In Japan and the NICs the political adjustment

may come as economic growth begins to slow, thereby restricting the amount of
wealth available to buy off dissent.?® And what if the Confucian values of hard-

" work, thrift and consensual politics begins to break down? Will East Asians develop
a taste for nationalism as a refuge, or even just a greater tendency to adopt
protectionist trade measures? Unlike the Europeans who at least have an alphabet
soup of multilaferal organizations for coping with such nafionalism_, East Asians are

virtually home alone.

Why Don't East Asians Cooperate?

Many of the problems identified above would matter far Iess_ if there was
extensive evidence that East Asians had a mechanism for cc;ping with uncertainty -
and change. Europeans have variations on many of the problems but they also
have a well-established habit of dialogue, arms control, and even collective
security. East Asians have no significant multilateral cooperation in security and
only the barest of signs that a form of cooperation might be developing on

economic and political issues.?

25 Michael Swaine, The Militarvy and Political Succession

in China (Santa Monica: RAND Corp, 1992}).

26 On these wider sociological issues see a special of The

Pacific Review on "The New Rich in Asia", Vol.5 No.4, 1992,

7 For a comprehensive review of the economic and security

efforts see Geoffrey Wiseman, "Common Security in the Asia-
Pacific Region" in The Pacific Review Vol.5 No.l, 1992 and
Richard Higgott, "Rethinking Pacific Economic Cooperation"™ in The
Pacific Review Vol.6 No.2, 19%3. *
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The reasons for the failure to develop a multilateral approach are numerous.
Because the United States was keen to keep control of its allies and keep the
Soviet Union and China at bay, it served as the hub of a network of bilateral
alliances. Another factor is the absence of any tradition of multilateralism, except
that imposed through Chinese or Japanese hegemony. Political culture is also a
powerful explanatory force in that the absence of a law-based tradition makes it
harder to develop and use international institutions. With a political culture that is
averse to facing unpleasant realities in a direct fashion in-order to_ resolve
problems, bilateralism is preferred to multilateralism. Some havé also suggested
that the relative absence of like-mi_nded policy communities in the region is a major
problem, although this seems to be more derived from the deeper explanations.

In short, there is little fertite soil in which multilateralism might grow. There is
also a concern about who might lead such a process. Now t["lat the one country
that might have done so, the United States, is drawing-down its presence in the
region, especially in security policy, it is both more necessary and less likely that
the United States will assume that leadership role. China and Japan would certainly
_oppose each other taking on such a role. Talk of a Yen Bloc, an East Asian answer
to NAFTA or even the EC, have been-much mooted but seem to drift further from
reality as time goes by. Not only is Japan less in a position to lead than it once
was, it is also increasingly ciear that the main issues confronting East Asians a}e
really global in nature. Completing the GATT round will be far more useful to East
Asians than the establishment of a Yen Bloc, especially as Japan and many of the
NICs expand their investment in Europe faster than in East Asia. Japan invested

more in Britain alone in 13390 than in all of Asia.
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Those determined to be optimistic can fool themselves into being cheered by
recent events. Japan, South Korea and the United States have now begun
muitilateral talks about the Korean peninsula. The ASEAN states are now willing to
talk about security at their summits and at their "bilateral” post-ministerial meetings
. with interested outsiders. APEC has not died although it has failed to tackle any
significant issue apart from squabbles over mem.bership. Indeed, the problem is
that none of these efforts have coree to grips with any of the important issues
threatening prosperity and stability in East Asia. Worst of'all,‘this nearly invisible
snail’'s pace of multilateralism is taking place at a time of such rapid international
‘change as to make it irrelevant to the real world. It can be seen as worse than
useless because it provides an illusion of activity at a time when real action is
fequired.

This is not to say that East Asia needs a CSCA equivelent to a CSCE or
even an EAU equivalent to the WEU. The hopes for an EAC equivalent to the EC
are nothing near credible. The European and even the NAFTA experience suggests
the need to start siowly and on a smaller scale to build habits of dialogue on
common interests. Events in the EC in 1992 demonstrate the folly_of building
, mstltutlons and hoping that the sense of common interest and pohtlcal support w1|[
follow when it is time to buy the furn:ture Unless East As:ans demonstrate for
example, that cooperatlon in a version of a 2+4 arrangement for Korea or an
effective confidence building regime in the South China Sea can be created, there
is littie hope of building real muiltilateral security more broadly in the region. The a
la carte approach might also be applied to economic cooperation, but it is hard to
see how it would be more effective than putting energy into such tasks as

completing the GATT round. It is all very well for ASEAN to remove tariffs on snow-
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ploughs, but it is an act that suggests the poverty of the process of cooperation
rather than its good prospects.

In the end, one worries about the fate of East Asia in part because East
Asians do not seem to worry enough together about their own fate. There is a
- palpable sense of people closing their eyes in the hdpe that all will be well in the
end. This passivity is derived from multiple sdurces. It comes from a recent

tradition of relying on outsiders to order their international affairs. It is enhanced by

a cultural predilection to. avoid open conflict. It is supported by outsiders such as
the United States and the EC who do not want to see real regional cooperation. It
is sustained by a sense that the region has done so well in recent decades tha;
there is no need to rock the boat. Perhaps the notion of "market forces” has been
adopted in this passive sense, even if it is less observed in the way in which
economies are run.

it may also be that Japan and China--the two local powers essential to any
real effort to come to grips with uncertainties in the region--have for their own
reasons, blocked real multilateralism. Japan may have been playing a long game in
the past, waiting for the death of the Soviet Union and the retreat of the United
- States. But it is now realizing that it missed the oppprtunity to shape the region to
its own liking as China rapidly riséé on the horizon. Perhaps Japan never had the
domestic system that might have made such leadership possible. But the upshot is
that as China rises to fill the vacuum of power, it oo has little reason to allow
regional cooperation that might only _hamper its freedom of manoeuvre. Perhaps, if
non-Chinese East Asians wake up soon enough, they will realize that they have

both the need and the ability to build real multilateralism before China imposes it on
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them. East Asians may well find that both the United States and the EC might be

happier to support this kind of multilateralism.
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Introduction

Last year, we have witnessed drastic changes in international trade and ﬁnance.. Attempts
to ratify the Maastricht treaty have met an unexpected defeat in Denmark and have resulted in
only a marginal victory in France. Turmoils in the European currency markets resulted in
devaluations of several currencies and forced U.K, Sterling and Italian Lira out of the European
Rate Mechanism (ERM), These events put the prospect of a single currency under the
Maastricht treaty in serious doubt. Despite the setback in the monetary unification attempt, EC
has achieved a common market on January 1, 1993.

Also in 1992, the United States, Canada, and Mexico signed the North America Free
Trade Agreement (NAFTA). This agreement potentially create a large free trade area which
rivals the EC common market. |

With the EC and NAFTA in place, Japan and Asia, and also Australia, seem to be left
behind in the wake of regionalism. If NAFTA free trade zone turns out to become a

protectionist fortress, despite its pledge 1o be an open zone, then Japan and Asian ¢ountries will



feel immediate impacts. Fearing this possibility, Japan and countries in Asia are wondering the
future of the trading regime,

The world trading regime is coming to a dangerous turning point, as the EC, the US, and
Japan cannot agree on the road toward free trade and a drive toward the Uruguay Round has

stalled.

&Q;ug,gtionism

The EC has kept various protectionist measures against Japanese electronics and
automobiles, which has attracted less attention in Japan than automobile VER and semiconductor
agreement with the United States. |

The EC and the US have complained to Japan about Japan's large trade surpluses, which
reached a record high in 1992, Although the yen has been appreciating in the last two months,
it would take a more drastic change, both the exchange rate and domestic stimulation, to shrink
Japan's large surpluses.

A Japanese view on thé US administration is mixed. Its focus on the domestic economy
is seen by the Japanese as good, because finally the right agenda will be pursued by' the US
Administration. The iapancse economic ministries should welcome the fact that the new U.S.
Administration appears to be following Japanese advice put forward in the SH, which was.
mutu#lly agreed.

A worse scenario for Japan would be if the US threatened to put up import barriers
unilaterally in order to obtain a guarantee of market shares of various products in Japan, as was
in the semiconductor agreement.

Both the EC and Japan have a fear that the US administration may turn to protectionism,



as apparent signals of this direction are abundant from steel dumping duties, threats issued to

the EC over farm subsidies and airbus subsidies.
These fears and complaints may be summarized as the following table,

Complaints Matrix

“ \to EC Japan us
from\
EC Large trade surpluses | Unilataeral action
Cloaed market US-Japan colusion
US-Japan coluaion :
Japan Protactionist Unilateral action I
[t neasures (VER) Auto VER
us Parm subsldies Large trade surpluses
Airbus subsidies Clecsed market
L Dumping{steel, etc) | Dumping(ateel, etg)
— — . . — - . ]

I still remain hopeful about the new Administration’s policy toward Japan and Asia,
despite strong worries in the region. My optimism is two-fold. First, this is the first time since
the late 1970s that the White House, the Sena;e, and the House have been occupied by the same
party, With cooperaﬁon, there is little need for a scapegoat. Second, if White House-Congress
cooperation works well, economic policy measures will be targeted on the domesticr economy,
which is at the heart of the matter.

Protection does not help domestic industries in the long run. Putting ﬁp import barriers
not only hurts American consﬁmers but alse downstream industries. The experience of
~ Voluntary Export Restrains (VERSs) showed that they help the survival of domestic compeﬁtors,

but they do not really revive the protected industry, There is little evidence, if any, that U.S.



companies in the automobiles, textile, and steel industries used the extra rents earned by VERs
into innovations or for research and development.

The US has been right in calling for the lifting of import bans, for lower tariffs, and for
a change in governmenf procurement procedures in Japan., However, the new managed trade
approach exemplified in the semiconductor agreement woﬁld only increase the tension between
America and Asia. It has already produced a strong anti-American sentiment in Japan. The loss
of public support for pan-Pacific cooperation will be detrimental in the long run.

High saving and investment together with a budget balanced by higher taxes (a small
‘sacrifice for future generations) are the engines of growth, When modern machines are
combined with trained workers, exports follow. Priority should be placed on a ﬁackage of
incentives for saving and investment and then some kind of revenue enhancing measures to fill

the fiscal gap. This is what many Asian countries have practiced.

NAF d regionaligmi
Regionalism is another worry. Japan and Asian countries are fearful that Europe and
North America will become fortresses and that Asia will be left out.
EC effectively became a single market, with many transition clauses and safeguards, on

.January 1, this year. However, its full impact on the world trade, or any difference from the

o

- past, is unclear, . It is also unclear whether EC will expand to Eastern Europe. rAn extension
to EFTA countries, with contributions from those countries to the infrastructure funds -
essentjally an access charge to the common market -- is also a significant development.
Surprisingly, these developments have attracted less attention in Japan than the formation and

implication of NAFTA. Probably, it is a reflection of less importance in Japan’s trades with

4



Europe than North America.

Although NAFTA (North American Free Trade Agreement) is said to be gpen to nations
in other regions, it is not clear how this might work. Inviting a small number of countries from
Asia into NAFTA would be a mistake as it further increase a suspicion that NAFTA is cz;eated
for the benefit of the US and that Asia is to be divided and left out. Although not many Asian
policy makers subscribe to the proposal by Prime Minister Mahatir of Malaysia to to form a
regibnal economic grouping excluding the United States and Australia, the strong opposition
issued by the United States left peéple in Asia puzzled: how could the US, an archifect of
NAFTA, object to movement toward an Asian free trade zone?

The economic links among the three economic regions, EC, North America and Asia,
is a key to dynamic economic growth in the world. Trades among the three regions should not
be disturbed by political rifts. One of the rationale behind regionalism is the apparent failure
of the GATT. It would be far more desirable to push vigorously to conclude the Uruguay
Round (and Japan should have been more active in this regard rather than hiding under the table
hoping that the US and Europe would fail to reach an agreement). Japan, which stands to gain
most from wider free trade, did not show enough willingness to sacrifice a small number of rice
fields for bigger gains i:i_ the v;orld system. Japan, which often criticizes the unilateral
imposition of managed trade by the US, should have put much mmore effort into multilateral

trade negotiations.

3. Global Security
Although the Cold War is over in Europe, it is not in Asia. Germany is united but the

two Koreas are still apart and uﬁfriendly. China and Vietnam are still totalitarian regimes,



although the market ecohomy seems to be spreading and flourishing. Russia and Japan ¢annot
even sign peace treaty to end the Second World War, because of the disputes over the four
Kurile islands. Territorial disputés in Asia are not limited to these four islands. As the
regional fights continue in the former Yugoslavia, and the political power struggle continues in
Russia, the three economic powers -- EC, Japan and the US -- also share the burden of obtaining
political stability in the world. A reform in the United Nations, such as additional seats in the
Security Council and formation of the permanent UN troops and their greater role, should be
considered.

In the mean time, the U.S. troops in Asia and several bilateral treaties have been an
anchor for peace in Asia. Until 2 new framework for security in Asia is created, U.S. troop are
essential. Any major pull-back which is not requested by the host country would Se a great
mistake. The Japanese government pays more than $3 billion annually to support U.S. troops
* stationed in Japan. There may be budgetary pressure to to scale down US forces in the world,

but the Asian region should not have to bear the brunt of this,

4. Conclugion

What is needed badly is a EC-US-Japan yigion of how world trade and security should

' be maintained and enhanced. GATT should not be abandoned for regionalism or unilaﬁéralism.
EC _ana Japan share a common interest in seeking a global mechanism to support free and
expanding trade, They also would benefit to strengthen GATT, or creating an international
organization for arbitration of international trade disputes, especially frequent U.S. charges
against dumping and subsidies, |

We should not make a mistake in building a new world order, so that a history does not



repear itself. Lessons from the past (the tragidy of Sarajevo), 1930s (protectionism after the
worldwide recessions), and 1940s (a cold war, and failure of ratifying International Trade
Organization which would have strengthened GATT) should be learnt and we should procesd
carefully in the 1990s.

It is all too clear that the three economic regions will gain by promoting more trades,
by overcoming domestic pré:blems, such as farmers and some ailing manufacturing sectors,The
wor..ld trading regime and financial intergration should be enhanced with a clear vision of where
we should be heading, and should not be hampered By policial convenience to cater domestic
pressure groups. 1 hope that both EC and Japan, in cooperation with the United States, take

political initiatives to build a new world oreder.
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Prerre Jacquet, 1FRY, March 1993

Draft paper prepared for the XVth European-Japanese Conference on "Building

Cooperation in a Troubled World", Brussels, March 30-Apnl 1, 1993,

A major monetary crisis has erupted in Furope in September 1993 and threatens the
process of European monetary cooperation, with larger potential implications on
European tegration itself. It may seein a paradox that this crisis ocours at a time
when the twelve have achieved two major successes: first, the advent of the Single
European Market on schedule; second, the preparation of a new treaty of European
Union, whose centerpiece is a European economic and monetary union (EMU), to be
achicved at the latest by January 1, 1999, While that treaty still needs ratification and
before it even gets a chance of starting to be implemented, it already looks obsolete

and has lost almost all credibility.

Crises have been a constant featare of Europcan integration. A crisis plays an
important pedagogical role, becausc 1t reveals that the former pre-crisis apparatus for
cooperation was inadequate, and highlights that more 1s nceded. It also increases the
costs of non-cooperation to the point when govemments feel a strong common interest
in rescuing the spirit and letter of cooperation. It therefore may play a much positive
role in promoting further European integration. Yet, it is a dangerous course of action,
because there is no guarantee that the crisis will not escalate and get out of hand before
it can be solved through increased cooperation. It may therefore signal an abrupt
change of regime. The dangers today appear all the Jarger that by historical standards
this is the worst European crisis since the creation of the Furopean Community in
1957. Two major-countries, including one of the original signatories of the Rome
treaty, have opted out of the Exchange rate mechanism-(ERM‘) of the European

maonetary system (EMS). Seldom has the temptation to resort to economic and
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mnnsany nanonalian 0 sobve collecin s soeblems been so large. Nor 1s it @ purely
European problem. The end of the cold war in fact put a renewed, uncontained
emphasis on the extent of economic conflicts and nivalry among former allics, A
central question for the European Community has to be whether the Maastncht
conception is appropriate to face the new intermational challenges of the post Cold-war
era, both in the economic and political as well as military sphere. The EC today faces
explosive forces, due to the economic conjuncture, the difficulty of organizing

mternational relations among triad members, and the challenge of Central and Eastemn

Europe transition.

This paper first argues that the current EMS 1s bound to be mcreasingly unstable and
open to speculative pressures, and, 1f lefl unattended, will either collapse or be very
costly to maintain. Tt draws in a second scction the imphcations for exchange rate
management in the Community. in a third section, the paper further suggests that the
French economic policy, based on maintaining the French franc-D-Mark link, may
well have to be abandoned shortly. This would signal the demise of the EMS
altogether and throw the objective of EMU by the year 1999 into oblivion. The paper
emphasizes the joint French and German yesponsibility in preserving the achievements
of Curopean integration, The concluding section sums up the paper and looks at the

future of European integration.

The EMS in crisis.

Textbook economics suggests that a system of guasi-fixed but adjustable exchange

rates is bound to be unstable when capital is very mobile. The reason 1s that national
monctary autonomy is not compatible with both cxchange rate fixity and perfect
capital mobility. It opens the possibility of a change in monetary and exchange rate

policy and invites speculation. Declarations of intent, even backed by years of “wise”
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hehievion, are not bkely wobe sutficient 0 ule out speculative attacks on the currency:.
The point is that even if authorities did not have in mind any change of policy, heavy
speculation may increase for them the cost of not changimg policy, and therefore
increase the hkelihood of an originally undesived change. Hence, speculation is bound
time and again to "test” in this way the resolve of governments. This 1s apparently a
zero sum game, in which the speculators either win the day, or lose their shirts. In both
cases, however, the social costs are high, whether speculation is successfully countered
or not. Stabilizing such a system in the face of recurrent speculative crises or
fikelihood of crises involves a high cost. The short term interest rate differential that
has opened between France and Germany since September, 1993 gives an illustration

of such cost.

Up to September, 1993, this analysis was largely discounted outside the economics
profession (and, actually, even sometimes within the profession), because the EMS had
proved increasingly stable. After a period of repeated realignments in the early 1980s,
the EMS had indeed in the later part of the decade come to function as a monetary
union before the date, a system of adjustable rates whose implicit rule was that they
should never be adjusted. This cven came as the US dollar entered a period of
prolonged weakness, from 1985 on, thus creating strains within the EMS!, A major
reason for stability was that governments had shown through clear action that they
were ready to subordinate economic policy to the maintenance of exchange rates. That
determination looked all the more credible that it brought undisputable results in terms
of convergence toward low inflation in most member countries, and that the general
climate in ferms of economic growth looked relatively favorable. Later, the Delors
Report in 1989, the actual beginning of phasc one of EMU on July 1st, 1990,
sanctionned by a complete freedom of capital movements among Member States, and

the preparation of the International Governmental Confercnce on EMU, further

I A weak dollar used 10 tend to weaken morc against the D-mark than it did against weaker currcncics of the
Exhange rate mechanism, thus tending to strengthen the D-mark against these currencies.
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anchored the credibility of the EMS and made it appear as a nafural stage towards
ultimate EMU. While, in principle, exchange rates still could be changed, the implicit
rule was that they would only be modificd under extreme circumstances, and these

were not expected to matenialize.

This approach collapsed with the Danish "no" and the French lack of enthusiasim when
the referendum toward the ratification of the Maastricht treaty was held on September
21, 1993, It was realized that the costs of maintaining the cutrent level of exchange
rates, while Germany was experiencing the high {iscal costs of unification, and other
countries had to suffer higher interest rates than their economic situation would
warrant, could soon be judged intolerable in some countries, including France.
Suddenly, the Maastricht process and timing looked overly optimistic. Convergence
criteria were judged inappropriate given the deterioration of the economic and fiscal
situation 1n many countries, Doubts are the best invitation to speculation, and, indeed,

speculation took place on a large scale.

The September crisis forcefully validates the textbook case made above. It is simply
naive to belicve that a viclory over speculation today would rule out speculation
tomorrow. And yet, this is what governments have embarked on believing or
pretending to believe. In March, 1993, the crisis is not yet over. It may be surmounted,
depending on whether interest rates will go down far enough and fast enough in
Germany; but even if respite comes, it will be temporary only: lower interest rates are
a necessary, but not a sufficient, condition, to improve the economic situation in
Member countries. Structural problems crucially need to be addressed, and, as long as
exchange rates still can be changed and structural problems persist, the possibility will
remain that a change in the exchange rate might be preferred to costly structural action.
The only qualification to that assessment would be that the return of a high rate of
growth and of employment would restore confidence and hide the structural problems.

But this may be too much to hope for in the current circumstances,




The September crisis 1s also often said to suggest that it was a mistake to stick to
misaligned exchange rates, Had the Pound and the Lira been devalued earber, the story
says, there would have been no reason to speculate against them and a major crisis
could have been avoided. This is logically impeccable, but may in fact be too simple.
First, there is a problem of credibility. A devalvation gives an indication to markets
that the country remains ready fo resoit to exchange rate changes rather than pursue
other adjustment policies. This is likely to increase the frequency of speculative crises,
Second, the UK had entered the EMS specifically to allow the external constraint to
help restore domestic policy credibility and fight inflation. The basic idea there is that
the currency 1s likely to be overvalued, because. inflation is higher domestically than
abroad, but that this overvaluation will be corrected not through a nominal exchange
rate change, but by a decline in the rate of domestic inflation. A devaluation signals
both a defeat and an abandonment of that strategy. The defect in the UK strategy was
that price inflation indeed went down, but wages still increased too much. As a result,
companies' profils were squeezed and they had to lay off. Hence, the sizeable
reduction in inflation was accompanied by a dramatic increasc in unemployment, This
is why the Pound remained blatantly overvalued. It remains to be secn whether the
response to the September crisis, namely to float the Pound, will lead to better results.
Recent wage moderation is likely to help defuse the inflationary pressures coming

from a much depreciated currency.
European monetary cooperation at a crossroads

If ane accepts that the EMS is inherently unstable in the face of {rec capital mobility,
then the logical conclusion is that European countries must give up something: either
frec capital mobility, or fixed exchange rate, or national monetary autonomy. Capital
controls are a feature of the past, and would not resist technological sophistication, In

addition, capital mobility is crucial to the free cross-border trade in financial services
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and to the ability of European financial institutions to compete worldwide. It is a
central part of the Single European market, and the likelihood is that it will not be
undone. Abandoning national monetary autonomy comresponds to EMU, while
abandoning fixed exchange rates corresponds to generalized floating among Member
States. As a half-way house, the EMS is not a valid, stable option. Europe therefore
faces a choice between floating on the one hand, and monetary union on the other. The
Delors Report and the Maastricht treaty clearly chose to preserve exchange rate fixity
and capital mobility, dehiberately abandonimg the pretense to national monetary
sovereignty. Sticking to national monetary autonomy will imply floating : this also
applies to Germany. Promoting monetary union in Europe will 1mply for Germany the
abandonment of monctary sovereignty, The country will have to accept that it 1s no
longer German inflationary pressures but European inflationary pressures that ought to
shape European monetary policy. It is understandable that the Bundesbank would
resist that change as long as it can. But there is a pood political case for arguing that
the German government should move faster, with a limited group of countries,
including France, toward a joint, non-inflationary determination of European monetary

policy.

What would be the consequences of floating? They should not be underestimated.
Floating opens the door to competitive depreciations, to the use of the exchange rate to
export unemployment or inflation. As such, it is a source of conflict and it also
obfurscates price signals among the countries that float against each other. As a result,
and especially in a group of countries so tightly integrated as the EC countries are, the
Jikely impact would be a decrease in mvestment spending, and a rise in protectionnist
pressures. This could be the experience of the 1930s all over again, and, indeed, the

debate over monetary nationalism in the 1930s was partly cast in these terms?. It is

2 Sce, for example, Friedrich A, von Hayek, "Monctary Nationalism and International Stability”, Publications
of the Graduate Institute of International Studics, Geneva, N° 18, 1937,
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hara 1o belleve that this would have ne conseguence on i Sinpie Luropean marker i

might indeed open a protracted process of European dis-integration.

The likelithood that the Maastricht process can now unfold as scheduled secms very
small. Tt would rest on an interest rate reduction in Germany that would come fast
enough and be sufficiently large, and on a resumption of economic growth and job
creation. Even then, respecting the criteria set out by the treaty, notably in terms of
budget deficits (which must be less than 3 % of GDP) would still be a tall order. If the
demise of the EMS and floating is to be avoided, a new initiative is needed. The statu

quo s not hkely to deliver lasting monetary étability tn Europe.

A call for leadership

Such an initiative must involve France and Germany, possibly in cooperation with

other countries. Is feasibility looks, however, limited at best.

A new, overwhelming, majorit)f has just becn elected at the French parliament. 1t finds
itself in a peculiar political and economic situation, On the political front, because
presidential elections will come in 1995 at the latest, it has at most two years to
convince the electorate that their choice was the right one. The presidential campaign
15 already open, and an economic policy that relies on a slow, gradual, process of
improvement may well elicit strong opposition from within the majority itself. The
new majority was able to play down its divisions on economic policy during the
electoral campaign. It now has no obvious incentive to hide them any further and they

might well come out into the open.

Potential divisions will be strengthened by the dismal economic conjuncture. While

France was largely able to regain cconomic policy credibility, unemployment has
ECly g P 3 ’ PLOY

reached a high level, and its structure 15 & source of deep concem, with a high rate of
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youth unemploymeni and a 1se in ihe poponion of fong-term unemployea, Ths
threatens to create social difficulties and mcreased exclusion of several categories of
pcople. Job creation depends on a high rate of economic growth, which s simply not
there. While a reduction in interest rates would by itself not be sufficient, it is certainly
called for, since real interest rates in France, which are about 8 % are unsustainably

high.

Given this situation, the temptation will increase to argue that France (and the
countries that stick to a tight link with the D-mark), should not be alone to pay the
costs of maintaining the EMS, especially when these costs are born by a weak
economy in which unemployment is the nimber one problem. Without a political sign
that Germany is also willing to contribute, floating might increasingly appear as a wise
option. This is well known to investors worldwide, and increases the likehhood of
disruptive speculation. The natural outcome would be the demise of the EMS, and the

opening of a new era of high uncertainty over European cooperation.

Floating allows countries to choose the level of their short-term interest rate, and
would have the advantage of immediately delivering much lower domestic short term
rates. For a country like France, there should be no real Joss of credibility; who else in
Europe today is more "credible"? Inflationary préssures from a weakencd currency
would be there, but could be dealt with by an appropriate economic policy based on
medium-term deficit reduction. They are not an issu¢ in the short tcrm because the
economy is so weak. Besides, France could and should deal with this potential risk by
first changing the statutes of the Central Bank, giving it full independence and a clear
priority in the fight against inflation. Hence, properly managed, floating may

increasingly appear as a politically and economically potent option.

As argued above, the risk to the fabric of European cooperation would be high.

Something needs to be done very early to defuse that risk and save what can be saved
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By move to
give independence to its Central Bank, so that it can respectably turn to Gennany and
request cooperation. This implies, for Germany, a political determination to promote
monctary cooperation, probably against the Bundesbank will (as was the case when the
EMS was created). The aim should be to exercise monctary policy jointly through a
strengthened monetary comunitted mvolving the Banque de France, the Bundesbank,
and possibly the central banks of Benelux countries. Exchange rates should be
irevocably fixed, and margins of fluctuation disposed of (or at least substantially
reduced). Such a move would (1) defuse the risk of speculation; (2) allow interest rates
in Euvrope to better reflect the economic situation of member countries, without
endangering the European inflation target; (3) restore confidence and promote
economic growth, even though sttuctural adjustment, and an improvement in the
flexibility of labor markets would still be called for; (4) preserve and strengthen
monetary cooperation in Europe, and revive the prospect of a single cutrency by the

end of the decade.

Such an initiative could be made compatible with the Maasétricht treaty, Without i, the
treaty would soon be dead. With it, the process of EMU would receive a new impetus,
and be put back on track by leading countries. The fear of a "two-speed" Europe is
widely misplaced. First, there are already several speeds in terms of cconomic
development and living standards within the Community. 1s it not illusory to believe
that these inequalities would be bridged more easily if monetary union docs not take
place at all? The demise of monetary cooperation in Europe would arguably lead to
much more inequality than a situation in which the close monetary cooperation of a
sinall number of countries restores the basis for a successful economic cooperation
among all member states. Second, the idea that EMU should be done at 12 or not be
done at all is not convincing: some countries would suffer much by entering a
monetary union with low inflation countries, but to wait until inflation rates have

_converged rests on wishful thinking. Convergence takes place within a framework. The
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FERS was such a framework, with Germany at the center, [t s today 1in danger, and
must be replaced by an equivalent system with a core group of countries at the center,
that have achieved de facto monetary union among thet, and will help promote anti-
inflationay discipline and cooperation within the whole Community. It is, however, a
lacuna of the Maasiricht treaty that monetary relations between EMU countries and
non-EMU EC Member States are not clearly specified. But the EMU-part of the
Maastricht treaty can still provide the main thrust of a monetary constitution for

Europe.
Concluding remarks

There is an urgent need for political leadership to restore the spirit of European
monetary cooperation. The likelihood that the EMS can survive the current tensjons,
and survive until Germany- has unilaterally found its way out of its current problems,
looks increasingly small. Even if the starw guo was finally working out, with
substantial, gradual interest rate reductions in Germany bringing relief to the country's
partners within the EMS before the situation is judged economically and politically
untenable in these countries, the credibility of the EMU process has been severely

damaged and needs close attention.

We have argucd here that a joint, bold French-Genman initiative was necded. It would
_amount fo effectively share monetary sovereignty, possibly with other Benelux
countries. This would not be to the Bundesbank to decide, but indeed to the German
government and parliament. The legitimate German fears about inflation would be
mitigated both by an early, if already belated, move toward central bank independence
in France, and by a clear mandate given to the joint monetary committee in charge of
managing monetary policy to deliver low average inflation among the members of the
agreement. This would calm speculation, make the current risk premia on interest rates

disappear, and provide immediate relicf in member countries. 1t would make the
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pereeived costs of moving toward EMU more palatable. Short of such an initiative,

another post-mortem on EMU might soon have to be written.

With hindsight, it is now clear that the Maasticht process can be interpreted as a
speculative bubble of European integrationism. REuropean integration should not be
allowed to become an ideology, resting on the recurrent invocation of union while the
actual content of union is never properly defined and the purpose in creating such
union is not clearly addressed. There are pragmatic reasons why Furope should move
toward EMU : stable exchange ratcs are needed to a proper functioning of the Smgle
market, not primarily for undisputable economic reasons because some cconomists
will argue that free trade is compatible with floating, but for political reasons, because
floating will lead to tensions, mistrust and protectionnist pressures; and the
combination of stable exchange rate and free capital mobility requires monetary union,
It is now necessary to recall these reasons and highlight the fact that EMU does not
require political union, however defined, and that wanting 1o achieve too much before

the reasons appear clearly enough may be counterproductive.

More globally, the Community will have to show increased flexibility in dealing with
the new problems of the post-cold-war world. The issue of widening, to EFTA
countries but also to Central and Eastern European countries, is already high on the
agenda. A clear signal must be given to Central and Eastern Europe that they will be
welcomed into the Community in a foreseeable future. Ultimate membcrship is the
source of hope that they need if they are to be able to undertake a costly and lengthy
reform process. A new initiative is needed to organize a credible process of ultimate
membership, involving reforms both in these countries and also in terms of market
opening in EC countries. But the belief that it is necessary to decpen at twelve before
enlargement has become largely obsolete. It was arguably valid when the EC was seen
as a bulwark against Soviet expansionnism and a European messenger of Western

ideology. Today, the central question is peaceful management of economic




interdependence. That calls for an ultmate deepening of economic cooperation
worldwide, but can best be undertaken first on a regional basis, and by separating the
different dimensions of economic cooperation, namely trade and money. Full
cooperation ultimately requires free trade (or at least highly predictable trade) and
stable exchange rates, but it must be accepted that all countries will not feel the need to
proceed at the same pace toward these objectives. Anchoring cooperation in Europe
requires a small number of countries to take leadership, to prove economic union
feasible and desirable. Now that the ultimate political meaning of the Western alliance
has been weakened, the economic objective is the most potent one to promote peace
and prosperity among European nations. Curopean economic integration 1s a learning

process about managing economic interdependence,
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EUROPEAN SECURITY: ]
UNFINISHED BUSINESS AND UNANSWERED QUESTIONS

The great American philosopher Orville Quine begins one of
his essays with the question "what exists?" and answers
"Everything"”. We might ask of European Security: "what has
changed?" The answer is the same: "Everything".

It was easier to write about European Security five or ten
years ago. Then one could discuss numbers of troops, tanks,
states of readiness, missilesg, their range and war heads.

We hear less of these subjects today: troop numbers are
discussed most often in the context of cuts or of withdrawals;
occasionally we hear about agreements to reduce numbers of
missiles or warheads. Usually, when we do so we yawn. Aand
yet, in spite of this unmilitary environment, in one corner of
Western Europe a horrifying and destructive war continues;

and European forces are deployed there, though in peace
keeping and humanitarian rather than combat roles.

Has Europe ever before experienced such a radical change in
such a short time? Perhaps the French Revolution offers the
only precedent.* At a time of such change, when almost
everything must change with the times, the first and greatest
challenge is the need for intellectual clarity. While we wait
for a new Burke we need to think everything through from first
principles: threats, security policies, institutions, the

role and purpose of armed forces.

* Some - eg. Professor Furet - might suggest that the
processes which dominated 1989 began, in some sense, in
1789: Nationalism and socialism being the twin legacies
of the French Revolution.



Threats

The first qguestion must be: what about the threat: the one
we spent forty years preparing against, containing and finally
eliminating. Has it gone or does a residual Russian threat
remain? Russia may be chaotic and unstable; it may still
have a considerable military capacity but the idea of a
‘Russian invasion of western Europe is now so distant that we
cannot reasonably base policies on it. Think what such a
threat would mean. If we want to imagine it we must think
first of Russia setting its internal house in order, probably
reorganising its forces (many of whom today spend more time
looking for food supplies than in military training). Then it
would have to conquer or form an alliance with Ukraine, and
then reconquer Eastern Europe - whose occupation for 40 years
turned out to be an unprofitable exercise and from which
Russian troops have only recently departed. And then it would
risk a nuclear war by invading western Europe. BAll of this is
difficult enough to imagine but, even more difficult, we also
have to imagine a reason why the Russians should ever want to
invade. Of course the world is full of surprises but one can
hardly base a policy on such a scenario. The fact that
western governments are willing to give economic assistance to
Russia suggests that they also do not regard that country

either as an enemy or even as a potential enemy.

Those who disagree with the thought in the paragraph above
should probably stop reading here. They will see no need for
change in forces, institutions or mind set. Before, however,
we go on to the massive consequences of this change we should
look at the other threats to Western European security.

First is the threat of proliferation. This requires an essay
in itself. Here only a few of the most salient points can be
noted. The first is the dangers consequent on proliferation:
the more countries that have nuclear weapons the greater is
the risk that they will be used. It took both sides in the
Cold War a number of years to evolve the stabilizing and even
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co—operative'strategies of the Cold War. It is said for
example that when US Marines landed in Lebanon, in 1958 the
only shells available in the US fleet for covering fire
(fortunately not employed) were nuclear tipped. If the US

in its early nuclear days could produce a Douglas MacArthur
or a Curtis LeMay, what should we expect of countries in the
Middle East? These are often despotic, unpredictable and
‘'secretive at the best of times. The possibility that one or
more might acquire nuclear capability is surely Europe’s
single biggest security concern. There seems no alternative
to a strengthened vigilance, reinforced by a stronger IAEA,
still more rigorous controls on nuclear materials, and a
continuation of the NPT regime. It should be remarked in
passing that the NPT regime has been in many respects a
notable success, and the recent accession of France, China,
and especially South Africa gives considerable hope for the
future. On the other hand, time is on the side of the
proliferators, and examples of Iraq and North Korea show that
loop holes remain to be closed. On the subject of loop holes
Europeans ought to be concerned about the large quantities of
fissile material in the Soviet Union, some part of which has a
weapons potential. For the time being all the stories about
fissile material being available for sale have proved false
but can we be sure this will always be so?

In a slightly different category come two other concerns:

The first is the ambiguous position of Ukraine with respect to
the nuclear weapons on its territory. This variant on
proliferation is also unacceptable in today’s world. The
second concern is that of the possibility of a Cherncbyl type
nuclear accident in Eastern Europe or the Soviet Union.
Although distant from the normal scope of security questions
such a possibility still poses a serious threat to Western
Europe. It has proved extremely difficult to overcome to the
many obstacles to implementing the G7 communigue on this
point.

T



Non proliferation concerns poses a challenge on several
fronts: we need to redirect our thinking on nuclear issues to
make this the central aim. The nuclear powers in particular
will have to re-examine some of the fundamentals of their
position. All countries may need to redirect resources in
quite radical ways towards this problem. There are some

hopeful signs that these changes are already slowly beginning.'\

A second new category of security concern for Western Europe
countries is that of instabili ¥—9Q~§3£923:EMES£EE£§L It
shows just how new this kind of security problem is that
analysts seem not yet to be sure whether or not it really is a
security threat. Some argue, for example, that Serbian
aggression mﬁst be stopped now just as Hitler should have been
stopped in 1938. Could a victorious Serbia pose a wider
threat? It is not impossible, though it does not seem likely.
Others argue that it is the example of aggression that is
dangerous and that by not taking military action in the
Balkans against it we are storing up trouble for ourselves
elsewhere, perhaps closer to home. 2And yet it is striking
that - so far at least - no one has been prepared to take this
sort of military action. Is this merely procrastination,
wishful thinking, cowardice? Or is it the case, that whatever
the newspaper columnists may argue, governments do not really b
see the war in Yugoslavia as a threat to their basic security.
If this is the case we must surely ask ourselves whether
instability on Europe’s borders really is a security concern -
after all one cannot get much more unstable than the former

Yugoslavia; or in what circumstances would instability become
a real threat.

And yet, even if (and I stress "if") instability such as that
in the former Yugoslavia does not pose a direct threat it
certainly poses large costs. Loss of production, loss of
trade, probable debt write offs are only the beginning.
‘Peace keeping and humanitarian relief do not come free, nor
does coping with refugee flows. And there is perhaps also a
sort of moral cost in sitting impotent while terrible
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violence takes place only a short distance from one’s
borders. What we should do to prevent further such problems

is surely a central policy concern.

Moreover it is in the nature of instability that one cannot be
sure what it will bring. The war in Yugoslavia may yet, in
guite unpredictable ways, bring real threats to Western
‘security. -So, in some unforeseeable fashion, might trouble in
Central Europe, perhaps related to Hungarian minorities. Such
problems do not look likely at the moment but if they did
arise the moral, financial and possibly, even security, costs
would be great. 1In comparison some modest expenditure of
effort on prevention would surely be worthwhile.

Security

The lack of military detail in discussions of security follows
from the fact that today most European countries conceive
their security primarily in political terms. The end of the
Cold war came about through political change rather than
military victory; and it is political consolidation in East
that is the most important item on the security agenda today.
Political change in this case means domestic political change

and the task of exerting influence from outside is not an easy
one.

Nevertheless, through the Cold War the West did exert an
influence, both on the external and on domestic politics in
the East. First it remained ready, and visibly ready, to
defend itself: the firmness displayed in the Berlin airlift
and the subsequent Berlin crises laid the basis for the long
haul of containment. Much later European willingness to
deploy new nuclear weapons (the Euro-missiles, twin track
decisions etc) in the face of a massive campaign against them
- a campaign which was at least partly orchestrated and paid
for by Moscow - was probably one of the decisive factors in
the timing of the end of the Cold War.



And yet, although this background of defensive robgstness was
important, it could not in itself bring about political change
in Eastern Europe and the Soviet Union. That could come about
only from within. But in that process also the West was
influential. What mattered however was less what the West did
than what the West was. Example may conguer where armies
fail. It was, first of all, economically successful: the
‘massive power of the American economy, the German and Japanese
economic miracles, the contrast between North and South Korea,
the dynamism of the Community’s single market programme - all
of these demonstrated the failure of State socialism and also
created a deepening fear in the East of being left out and
left behind. Secondly the West, with all its faults, provided
a model of a free scciety: Jjeans and pop music, which were
among the most popular Western cultural exports to the former
Soviet bloc are not necessarily the worst representatives of
that freedom. Other social trends such as the rise of
ecological concerns in the West also had an effect and in many
cases wWere closely associated with reform movements in the
East. The CSCE played a role in transmitting information and
legitimising the values of a free society; Thirdly the
example of the way the West conducted its foreign relations
may also have had some impact. Even if NATO was
misrepresented and misunderstood it was clearly different from
the Warsaw pact; and among neighbouring European states the
European Community was attractive as a model of co-operation
without coercion.*

* A second point, not immediately relevant to the subject of
this paper but perhaps of interest to Japanese participants
is the thought that, in the Pacific, the example of Japan
as an economic success and a civilian power has also
exercised a profound and lasting influence. What Japan is
may also be more influential than what it does.



These points about the past contain lessons for the future.
Foreign relations (and so security policy too) {E_EEEEEEEES//
which plays on the surface of domestic politics. For Western
NEET6§é5ﬁ#ESG;E?Tes’§éEE;IE;‘;;I;%;;;;;aﬂgggzggzﬂaea1 on what
sort of states emerge from the transition in the East.
Security must therefore be conceived primarily in political
terms - ie. the first safeguard of'security is good
‘political relations; but those political relations will also
depend on the nature of the states we are dealing with. (In
the long run democracies cannot have good political relations
with authoritarian regimes).

The greater salience of political relationships over military
hardware is also reflected within the Atlantic Alliance. Here
three things are striking: first the rapid reduction of |
American force levels in Europe. Most observers expect US
f\force levels to go down to a level roughly a quarter of the
;)P\ {é1350'000 man Cold War deployment. This is a dramatic change
V but no one appears to be taking it tog tragically: what -
tﬁl? matters is the United States{:égiiEiE;;:Bbmmitment to European
y |, Ssecurity rather than any precise number of troops. All the
’ 59 consegquences of changes'such as these, happening as they do
with dazzling rapidity, are hard to foresee: but it is
;}J difficult to believe that the Alliance will remain guite the

same in the way it works with such a great alteration in the .
balance between Europe and America.

The second striking development is the growth of purely
European security institutions. So far not all of them are
very convincing. The WEU does not yet look like a major force
in the security field. It is equally true that many
uncertainties surround the Franco-German Corps; likewise the
commitment of the Maastricht Treaty to an eventual Common
Defence Policy, together with the more distant possibility of
a Common Defence. What is surely not in doubt however is the
long term wish of all European countries that the political
and economic integration brought about by the European
Community should also be expressed in defence relationships.
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ecretary of State James Baker is reported to have asked of

ﬁ?

the WEU "yes, but will it fight?" The same question might be

put of the other creations of the European éﬁzz}nation. In
i1 ~be "Not

yet". That does not mean however that these institutions are

many, if not all cases, the realistic answer

useless or a mistake, only that their development remains
incomplete.

The third demonstration that security in Europe is now
conceived first of all in political terms is in NATO’s
outreach programme. The NACC has become a major centre of
NATO activity and is the Alliance’s contribution to reducing
tension, to military reform and to co-operation among former

enemies: in short, a massive confidence building measure.

These examples of the more political focus of security
institutions are only a part of the picture and perhaps not
the most important part. The other side of the coin is the
security focus of political institutions. Leading these is
the European Community which has a clear security motivation
in its Association Agreements with Eastern Europe, and in its
rather more ambiguous promises of membership for some Central
European states. The establishment of the EBRD, bilateral,
and multi-lateral aid programmes (including those through the
IMF and IBRD) all have at least a partial security motivation.
So does the constant round of visits to and from capitals
especially Moscow. In many cases the security motivation is
not explicit, but the priority given by all West European
countries and the United States to establishing good political
relations with former communist countries speaks for itself.
Governments are following instinct but that instinct is based
above all on security concerns.

It seems paradoxical that this paper - like many others on the
subject of European security - focuses on institutional
dilemmas, and talks about good political relations as a way to
achieve security. And yet at this time a horrifying war is
underway in the former Yugoslavia. But institutions and
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political relations have also played an important part in the
way European countries have responded to the Yugoslav problem.
In particular, for better or for worse, EC members have done
their best to keep roughly together in their response. This
has not always been easy: different members of the EC have
been subject to very different pressures from domestic
opinion. The result has never been elegant and has sometimes
‘been obviously unsuccessful. Nevertheless - to return my
theme - today security presents itself above all in political
terms. If, in military terms, the first priority is to defend
your home base in political terms the first priority must be
to maintain your own institutions and to maintain good
political relations with neighbours and partners. 1In that
sense the European Community’s response may be said to have
gone to heart of its security concerns. In that sense also
the apparently tedious debate about the shape of European and
Atlantic institutions lies at the core of European security.
The miracles of the post war period have been created and
fostered by multilateral institutions. Keeping these in good
repair, the EC NATQ, the UN, the GATT, the IMF, the CSCE -
making sure they adapt to changed circumstances is the key to
the future as well as to the past.

Institutions

Hence dilemma at the back of everyone’s mind. Is an alliance
without a threat sustainable in the long term? For all the
talk about the Alliance being based on common values and
principles - which are certainly of great importance - it is
hard to believe that NATO would have been so durable, so
important, so central to all its members’ defence policies if
there had been no threat. A common threat created common
interests and a structure for common security. The absence of
a common threat seems likely to lead to different dreams and
different worries. Different emphases and different
priorities will surely develop according to the geographical
situation and the political disposition of each country.

The paradox is, that everyone wants to keep the Alliance but

2!
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everyone also wonders if it will survive as an active and
important institution, in the absence of a threat. Nobody
wishes to return to the days of "every nation for itself and
God for all of us"#*, or to American isolation from Europe.
But when we are faced, not with the simple all or nothing
question which the Soviet threat posed, but instead with the
more ambiguous dilemmas of Yugoslavia we react to them
-differently. Each of us has our own particular perspectives,
our own historical memories and our own separate foreign
policy making processes. Out of this come reactions which are
unpredictable and are most unlikely to be identical. Can an
Alliance survive a series of such dilemmas?

One answer to this problem is the answer of European Union:

to provide an internal logic for an alliance, based on common
interests, common objectives - ultimately a common Foreign
Policy. This internal cement would substitute for the
external unifying force provided earlier by the Soviet threat.
We have to ask ourselves, however, whether this will do the
trick: first, even under the CFSP regime of the Maastricht
treaty foreign policies will remain essentially separate - and
both the Gulf and the Yugoslav crises have shown that European
countries are still capable of defining their interests and
objectives in different ways. Perhaps in the long run a full
Political Union with a single foreign policy will be achieved,
but for the moment that seems distant and it is not clear that
all the voters of Europe are yet ready for it. Secondly the
European answer to the problem of an Alliance without an eﬁemy
does not explain {(or at least not clearly) how the
transatlantic nature of the alliance will be maintained.

* Lord Canning following the Congress of Verona, 1822
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And yet strangely, although its central Ccld War rationale has
gone the Alliance has never been more useful. Alliance
infrastructure, Alliance equipment, Alliance operating
procedures and Alliance habits played a vital role in the Gulf
War. 1In Yugoslavia General Morillon commands what is in
reality a NATO headquarters team, modified and transported

to Yugoslavia; NATO AWACs monitor aircraft activity over

"Yugoslavia feeding information direct to UN Headquarters. .

These two operations may in fact give us some clues about the
future. First it is striking that both operations are
cocalition operations - though countries contributing forces
are not the same. Second, as noted above, both make

some use of NATO software (procedures) etc though neither is
a NATO operation. Thirdly both are conducted under the
authority of the United Nations though the nature of the
operations and their objectives are very different.

The first and last of these points are related in that both
are answers to the problem of legitimising foreign military
activity. For most countries (even for the United States) it
is probably important to be seen to be acting in good company.
Coalitions themselves help legitimise foreign military
activity abroad. If a country acts on its own its motives are
much more likely to be gquestioned abroad; and at home
politicians will ask why others are not sharing the burden.
There is good reason to suppose therefore that future wars or
peace keeping operations (whether under UN authority or not)
will be coalition operations. But for cocalitions to work
effectively they need the experience of training together and
they need the ability to operate a joinf command.

So far NATO has played a vital role in this but - as
experience already shows - the making of coalitions for
particular contingencies is unpredictable. It may be useful
in the future to have a range of options and a range of
experience available: the WEU and the Franco-German Corps may
be relevant in this context. But perhaps we should also look
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more widely: an ability to operate smoothly with contingents
from the (former) neutral countries of Europe and the

former Warsaw Pact countries could also be useful. And now
that Japan is going to involve itself in UN peace Keeping
operations perhaps there will alsc be a case for some joint
activity between European and Japanese forces in this field.
It may strengthen NATO if we see it not as a single supreme
‘defence organisation but as the centre of a network
fécilitating defence co-operation; in this context NATO’s
outreach programme is particularly important. Should it not

consider reaching out both further and deeper?

This leads to another dilemma that NATO will some day have to
confront: whether it should accept new members. The dilemma
is that, if the Alliance is about common values and principles
- democracy, free markets and the rule of law should it not
welcome new members who accept those principles. If nothing
else the fact that the European Community - which has defence
aspirations - is likely to enlarge to include non members of
NATO, will raise this gqguestion. The other side of this
dilemma is that security - as I argued above - depends first
on good political relations: these could well be damaged by
extending the Alliance in a way that seemed obviously to
exclude some states, even implying a hostility towards them.
Indeed the right approach for the future may well be to-aim to
make both the Alliance and the EC less exclusive,

Finally it is worth asking ourselves where the institutional
centre of gravity on security questions will lie in the
future. 1In the past it has lain above all in Washington and
Brussels (NATO). Will it in the future be in Brussels
(EC/WEU), Brussels (NATQO) or elsewhere? NATO will certainly
have a role but it may increasingly be more a technical/
military one with less of a political focus. The EC will also
have a role but the condition of its being an important one is
that it should find mechanisms to achieve real transatlantic
co-operation. However I would prefer to propose two other
possibilities: one a near certainty, the other a hope. The

,o
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near certainty is that the UN will have an important role. It
may not be too much to say that the UN is already a major
centre for transatlantic consultation on security issues, one
that helpfully brings the Russians in too. Since the UN is
one of few remaining pre-Cold War institutions in existence it
is perhaps not surprising that it should suddenly shine in a
post Cold War world.

The hope is that the CSCE will increasingly play an effective
role in European security. Now endowed with some more useful
structures - a Secretary General and a Commissioner for
Minorities - the CSCE is tackling some difficult, thankless
but wilful problems on the Former Soviet Union. In Europe
where security is seen primarily in political terms it would
be appropriate if Vienna joined New York as one of the focal
points for security activity.

The Armed Forces

One way of focusing the security debate is to ask what the
armed forces are for today. 1In the past this gquestion was
easy to answer: we faced a clearly defined threat which
itself helped define the size and shape of our armed forces as
well as their centrél pdrpose. But having thought for so long
about defence as the main purpose of our armed forces we are
now at something of a loss: National (or.perhaps one day
community) defence remains a role for our armed forces but it
is by no means the most likely role. The first line of
defence used to be the armed forces: now it is the promotion
of stability and good political relations. We need therefore
to give more thought to the other ways in which the armed
forces may be employed.

At the same time we have to ask ourselves the fundamental
guestion of when, in any case, they ought to be employed.
Previously this has been easy to answer: the forces were
primarily for self defence. That needed no justification and
s0 the forces themselves need no justification. The use of
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armed forces for purposes other than the defence of national
territory is much more problematic and needs much more
careful thought: and if today such use may become the main
employment for the armed forces that prompts some much more
fundamental questioning.

The size of the mental leap required probably varies from
‘country to country: for Britain perhaps the change is not so
great as for some other European countries. In British
defence policy the defence of national territory has always
been an objective at one remove. The preservation of balance
in Europe, achieved sometimes by militéry intervention
sometimes by financial subsidy sometimes by alliances has
always been at the heart of British policy: the notion that
defending national interest and national security is something
that can take place far away is something that people in
Britain may be more accustomed to than people elsewhere. In
Germany for example, a country which has been on the Alliance
front line for forty years the ideas of National self defence
and alliance defence coincided. Sending troops abroad is
associated in Germany with aggression rather than with
defence. 1In France for other, different reasons the idea of
natiocnal defence has played a prominent part in thinking over
the last forty years. Today we see some move to substitute
the idea of European defence: . this does nothing to solve the
problems of force planning since Western Europe as a whole 1is

no more under threat than individual states are.

Meanwhile that lack of a clear definition of the role of the
armed forces is bringing abut a series of defence cuts across
the Alliance. These are paradoxical in that in almost every
case the decisions are taken nationally with little or no real
discussion of how the resulting forces will fit into an
Alliance strategy (The Alliance does have a strategy: but in
the absence of a threat it is not clear that many really
believe in it.) This might be taken as evidence of a
renationalisation of defence: however, if it is
renationalisation (which is doubtful since joint force
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planning was always more an inspiration than a reality) it is
little to do with defence since in many caiff_zgsfggggiginng
forces would hardly be capable of national defence. In fact
to perform any useful role at all they will have to operate
with others. Both political and practical imperatives
therefore point to the fact that future military actions will
almost always be in coalitions.

The often incoherent process of reductions make it all the
more important that we return to the original guestion posed
above: in what circumstances is it legitimate to use armed
force? One answer comes easily enough: in the defence of
National territory. This can be extended to include the
“téffffgg§_gg—gziies. But for the moment no alliance territory

seems likely to come under threat.

A second answer 1is that forces can be used to defend things
other than territory: they may for example be used to defend
interests. Essentially that is what cocalition forces were
doing in the Gulf. 1In this case admittedly these were also
operating under the legal authority of the UN Security
Council, and they were defending important principles as well
as National interests: but does anyone doubt that the war
would have taken place even if there had been no Security
Council Resolution? It can be necessary. and legitimate to
defend interests abroad, though the occasions are not frequent
and judgements about them have to be made carefully

Thirdly forces could be used to defend principles: that is
what is suggested for example in the case of the former
Yugoslavia where there are calls for the use of force to

prevent or reverse "ethnic cleansing" to punish or deter the

acquisition of territory by force. Normally such a use of
force should be supported by a Security Council Resolution:
it would be paradoxical to defend international legal
principles without the backing of international law; but
perhaps in extreme cases - 1if the Security Council was for

some reason blocked - a group of nations might decide to act

"J
15



on their own. Like the defence of interest the defence of
principle is also something that should be considered
carefully - most aggression in history has been justified in
the name of some spurious principle or other. This case also
remains, for the most part, theoretical since there seem to be
no historical examples of force being used for the defence of

principle in such a purely altruistic way.

Finally force, or at least the armed forces, may be used for
the purposes of peace keeping and for the facilitation_.or—
ihcreasingly freguent and cover a wide variety of cases from
the small presence on the Iran/Irag border, the multi-national
forces in the Sinai, UNIFIL in the Lebanon, UNFICYP in Cyprus.
These are mostly classical peace keeping operations policing
an agreed line. 1In Cambodia we have a larger scale operation
with more complex objectives; in Yugoslavia troops are
deployed on both peace keeping and humanitarian relief. In
Somalia we find another variant and in Northern and Southern
Irag yet another. The variety of such deployments seems
infinite and the political military and moral complexities
involved are also considerable. 1In particular the gquestion of

when such forces should be withdrawn rarely receives a clear

answer: both success and failure_can prevent withdrawal:
\____w_ i —r—

Success becéuse,.once peace is estéblishéawwith-thé help of a
peace keeping forbe, who will take the risk of removing it:
Failure because unless the failure is total withdrawal would
almost certainly make things worse. But if we are to maintain
a willingness to continue peace keeping operations we will
surely have, sometimes, to accept failure.

This is only one of the questions about peace keeping: the
problems of financing, timing, rules of engagement, the
composition of forces, organisation of headgquarters, to name
only a few also need attention. In fact a whole body of
doctrine needs to be created.

16



Among these main possible uses of armed forces today:
territorial defence, defence of National interests abroad,
defence of International principles, humanitarian and

peace keeping roles we need to decide which are likely to
be the most important, and what sorts of troops and
equipment we need for them. Territorial defence would call
for an emphasis on heavy divisions, defence of interests

. (or principles) abroad for heavy lift. Peace Kkeeping
forces are likely to be lighter with a large logistics and
communications component. They might also require a higher
ratio of officers to men. The gquestion "what sort of
forces?" can also be asked in a second way: it is reasonable
to ask conscripts to defend their motherland, but for the
long range defence of interest a professional army appears
more appropriate; and for peace Kkeeping or the defence of
principles might volunteer not be most suitable?

Conclusicn

The intention of this paper was to invite questions rather
than to answer them. It is worth noting in conclusion
however that many of the problems and policy questions that
Europe confronts may find an echo in Japan.

Japan also facing the same absence of threat as Western
Europe. Ratherwin advance of Europe it has placed good
political relations with its largest neighbour (China) at the
forefront of its security policy. Some of the questions about
alliances that Europe is grappling with may also be reflected
in different ways in Japanese alliance policies in the next
decade. And finally Japan has to deal with the same dilemmas
as Europe over legitimacy of the use of force and the sort of
armed forces it wants. There is much to be said for

maintaining dialogue on all these issues.
ROBERT COOPER
March 1993
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EUROPEAN SECURITY PROBLEMS: A JAPANESE PERSPECTIVE

Yutaka Akino, Tsukuba University and
Institute for EastWest Studies

1. PROBLEMS OF EUROPEAN SECURITY

Integrating the East

The most pressing problem for Europe is to overcome the Sovietization of the Eastern
European states and all that implies: economic misdevelopment, cultural isolation,
militarization, and distortion/ideclogization of their foreign policies. The task is to help
their systemic transition and to give a favorable external environment. Short-term
affiliation with, and long-term integration into, the West’s political, economic and
security structures is often referred in short-hand simply as the normalization of inter-
state relations in Europe. The disciplinary functions of blocs has made way for
competition by the East European states in seeking integration with the West and jostling
among themselves as they redefine their national interests, a process complicated by

competition among Western institutions to organize future inter-state relations in Europe.

The process of regime consolidation and state-building has'iEﬁotionai reverberations,
especially in the foreign and security policy spheres, which must be taken into account.
New possibilities for self-determination and national sovereigﬁty require symbolic
behavior, to which populations are very sensitive. National sovereignties have sometimes
been fought for, sometimes just delivered by the stork. Slovenian and Croatian secession

may be read as a radical solution to frustration at Yugoslavia’s inability to reform itself



economically. Thus national self-determination was invoked in order to be able to
compete for Europe’s resources. But Byelorussia or Moldova had their sovereignty
handed to them overnight How they persuade their populations of the need for

integration into the West will be very different.

Coping with new threats

Organized state-sponsored violence is less likely than sheer break-down and chaos,
especially in the East. Even if Russia goes autocratic, the main security concern for the
West could remain threats not emanating from overtly antagonistic powers. Following

is a list of possible threats facing the West:

1) Nuclear weapons in the former USSR: (under lock and key or dubious
cormnand-and-confrol, verification regimes needed, and cash to help dismantle
warheads)

2) Long-range missiles capable of hitting Europe from the Middle East or the
Maghreb states, used for nuclear, chemical or biological blackmail:

3) Proliferation of missile technology and the Russian scientific brain-drain:
(remedies are inspections, observance of NPT, a better future for Russian scientists)

4) Terrorism, especially advertising ethnic grievances of would-be secessionists: /

(the weapons of the weak and the desperate, which paradoxically threaten Europe more

than strong states do)
5) The blocking of Europe’s extra-continental supply routes, especially the oil sea- /

lanes; or regional instability in the Middle East: R o

6) Ethnic conflicts in Eastern Europe: (the Baltic States, Ulifainé, Molddya, especially
centering around Hungarian minorities) 7) Ethnic and religious v_vérs in Central
Asia belonging to CSCE; (especially Uzbekistan) o '7 8) Mass
migrations from the East, or from North Africa: (this needs a coordinated European
refugee and asylum policy; distinctions between political and economic refugees will

become blurred if the FSU situation gets worse; the farther East you go, the more



problematic border controls become, since the historical legitimacy of those borders

becomes increasingly problematic)

Respositioning institutions

The most common argument in favor of NATO is that it is needed to prevent the
renationalization of defence planning. The coordination of task specialization, under an
integrated military command, was supposed to save money and streamline defence.
However, countries like Germany or Belgium have already abandoned alliance discipline
by announcing unilateral troop reductions in line with domestic budgetary concerns. But
NATO’s credibility should not rest mainly on a political integrative function. As long as
NATO is NATOQ, it is a cannon, and it still needs muscle as well as a central nervous

system.

NATO has to revamp itself. The "Strategic Review" at the July 1990 London Summit
called for a rapid reaction corps of lighter units for "out-of-area." The North Atlantic
Cooperation Council (NACC) was formed. The December 1992 Oslo summit offered
NATO expertise and material for peacekeeping if mandated by CSCE. Will NATO be the
"secular arm" of CSCE? This might be a useful combination between what is still old

muscle and a new brain. Will this brain transplant be possible and ethical?

WEU is supposed to become, perhaps after 1996, the defense component of the EC. Its
membership should define the EC core members, especially if there is a multi-track EC.
It is meant to be built up from the Franco-German Corps of 35, 000 which is still a ghost.
It will almost certainly remain a hollow corps, :since it ‘has no agreed doctrine or
interoperable equipment. Nevertheless, it is supposed to be the base on which the build
WEU multinational forces, although enthusiasm for it dropped when peaple realized that
to transfer WEU from paper to reality would cost money. The French and Germans
disagree on the WEU. The Elysée wants it to replace NATO, while Bonn calls it "the
European pillar of NATO," a "bridge" between NATO and EC -- whatever that may
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mean. Possibly the Euro-Atlantic Treaty could be renegotiated in 1995 between North
America and WEU, under a NATO roof.

The problem is that the Treaty of Maastricht envisages a 'common foreign and security

policy," to which WEU would be a servant, [ think this is a mirage. JEuropean security

and defence identity" is taking a blow as the i gree on policy towards ex- ~°

Yugoslavian republics, including Macedonia.

European security has been evolving from 1) antagonistic or military security (NATO
vs WP), through 2) common security (CSBMs) to 3) collective security (partnership
against common threats) and 4) comprehensive security, according to Michael Lucas’s
formula.!

Yet tremendous efforts are the price for securing the stages of 3) and 4). In order to
maintain and promote these main pillars of the European security except 1), the creative
integration of the existent institutions or at least a clearer division of labor among them

is necessary.

2. HOW TO COPE WITH RUSSIA AND ITS "NEAR ABROAD"

The biggest post-Cold War challenge to the new European security is still to come from
what used to be the Soviet Union. The creation of a new security system when Russia
recedes from European politics provides both a plus and a minus; it is easy to create a

new one, but this may also be easily ephemeral after the hibernation of Russia.

Yeltsin’s task is made harder by the fact that his struggle to’build the critical mass for
transition is being played out against a backdrop of huge changes in Russia. The Yeltsin-

Khasbulatov drama is only part of a larger drama on the Russian stage. At the same

' Michael R. Lucas, “The Challenges of Helsinki IT” in ed. Jan M. Cuthbertson, Redefining
the CSCE: Challenges and Opportunities in the New Europe (Special Report/Institute for

EastWest Studies, 1992), pp. 259-260.



time Russia is undergoing two other processes: state-building, in the face of a possible
break-up of the Federation; and nation-building, in the face of a widespread loss of
identity in Russia, with no dearly distinct neighbors among the Newly-Independent .
States (NIS) to provide a strong contrast by which Russia can easily distinguish and
define itself. Successful transition could only be possible if accompanied by successful
state-building and the establishment of clear boundaries by which Russia’s national

identity can differentiate itself from the outside world.

While the year of 1992 was the culmination of rampant nationalism, 1993 will probably
witness the comeback of integrating forces in the former USSR. Therefore the correlations
between centrifugal power and centripetal power will be “precariously" dynamic in 1993.
The struggle between forces for integration and forces for disintegration might be
heightened particularly in the vast areas between Russia on the one hand and the NIS,
Eastern Europe, the Middle East and South Asia on the other. This could be a
"dangerous belt" not only for Moscow but also for the whole world. The pdssible turmoil
could be easily beyond Moscow’s containment capabilities. The West's support and even

guidance for Moscow in this area is very much needed.

1941 Analogy
We know that the internal and external difficulties Russia faces today are tremendous

and appalling. In October, November and December 1941, the Red Army stood with
Moscow af its back and fought off Hitler’s tanks. Their orders, direct from Stalin, were
famous: Don’t retreat an inch -- behind you is Moscow. 51 years later exactly, Stalin’s
words were consciously echoed by Sergei Shakhrai, Deputy Prime Minister in charge of
nationality problems, speaking in North Ossetia last December. The ot:casiQQ was when
Yeltsin made his last-ditch efforts to fend off a spill-over of th& Caucasian éivil war into
Russia. Shakhrai, sent to rule under a state of emergency, put his foot down, and his

words struck a chord with everyday Russians: We are not going to retreat an inch --
behind us is Russia.

The enemy is not in the form of tanks or snipers, but the perception that Russia as a



state is evaporating. This enemy is deadly contagious. Yet "assistance from the Allies"
has been virtually non-existent. Russia is under siege as was Moscow in 1941. Today
reformist Russia needs help from "the Allies" very badly. To help Yeltsin requires real,
visible commitment and a sense of partnership in warding off impending evil. Russo-
Allied relations in the latter half of 1941 is in retrospect a crucial period which
influenced the Stalin’s perception of the outside environment thereafter. Due to the
political struggle in Moscow between the two branches of state power Russia has
substantially lost glory (Superpower status) and ideas (ideology), has been unsuccessful
in forging her national identity, and is losing her body power as a state. In a nutshell,
Moscow is cornered. This means Moscow is seeing the outside world through a
distorting prism, which narrows its criteria for judging the seriousness of help from

abroad.

The most interventionist option in 1941 was to send allied forces into Russia, for which
Stalin asked Churchill. By sending their own forces into Russia to fight shoulder-to-
shoulder with the Red Army, the allies would create a spirit of partnership and
demonstrate a level of commitment which would augur well for cooperation after the
evil days were past. Great Britain did not, however, support this level of commitment.
As long as Russia was able to tie down German soldiers in the East, Great Britain
favored supplying Russia with weapons and heavy armaments to conduct the struggle
alone. When Stalin learnt this, his view of the British as fair-weather friends hardened.

Experiences such as these built up Stalin’s Cold War vision of the world.

These two stances are analogous to assistance strategies to Russia today. The first is a
commitment to engagement in Yeltsin's struggle, a constructive Mtervé;‘}tiéﬁ which
requires financing and even sacrifice but which pays handéomely 'ml the future. The
second is a more luke-warm form of support for Russia, whoever is in pbwer. Token
measures will be mef with token aid. If Yeltsin is toppled from the power, -- to reprocess
an old communist joke -- Russia will pretend to reform, and the West will pretend to

help her.



Three Moscows

In thinking of how to cope with the former Soviet Union, there are two variables; the
course and character of leadership in Moscow (to be formulated after the late April
referendum, or after the Presidential as well as Parliament elections perhaps in this fall)
and the future institutional composition of the CIS (to be crystallized by the ratification
of the Minsk CIS Charter at the latest by 22/1/94). The possible outcomes of the current

power struggle in Moscow which would result from the referendum or elections are:

MOSCOW _1: continuation of radical reform and pro-Western diplomacy by
Yeltsin.

MOSOCW 2: the institutionalization of the current stymied situation -- a pro-

reformist President Yeltsin burdened with the task of taming a recalcitrant but legitimate
parliament (This time the leadership is most likely to have a salient corporatist
inclination and some sort of step-by-step orientation in the domestic reform arena, while
in the security and foreign policy sphere it could be more self-assertive, self-conscious
of being a great power, patriarchal or even patronizing towards its "near neigbors", and
if a particular environment is not favorable it could be easily tempted to resort to a tit-

for-tat type of responsive tactics.)

MOSCOW_3: a post-Yelfsin leadership with anti-reformist tenets and an
isolationist foreign policy outlook -- the image being a slightly lean bear having a

porcupine’s skin.

MOSCOW 1 might adopt a security policy of balancing against threat —'-l._’ghe perception
of hostile intentions. This is based upon the assumption that Russia faces no power
antagonistic towards her, but threat will certainly come to her from "Near Abroad" on

her western and southern borders.



There are indications that a policy of "sandwiching" the eastern part of the " dangerous
belt" between Russia and a more stable Central Europe may be developing, as for
example the newly éigned agreement between Hungary and Russia. As a security
strategy, if properly mediated politically, it holds great promise by way of minimizing
uncontrolled and unforseen outbreaks of violence in this part of the "dangerous belt".
In order to contain the southern part of the "dangerous belt" Moscow needs 1) its own
combat formations in the region 2) a series of countries with which Russia can
"sandwich" the "belt". Both 1) and 2) will, however, not be available to Moscow for some
time in the future. Moscow now is frantically searching for allies here; the West, Japan,
China, India, Pakistan, Syria, Israel, Saudi Arabia.

After 20 months of unflinching orientation towards political and economic reform, Russia

led by Moscow 1, far from being a country to be contained, is one to be brought out and

cultivated. Having ridden and mastered the dangerous waves of 1992, post-communist
Russia’s most dangérous year, she deserves a change of attitude from the West. If there
are international behavioral regimes to be instituted, their goal must be to stabilize the
dangerous belts around Russia. Russia must be the West’s partner in developing and

implementing these policies, and not the policies” object.

MOSCOW 2

Moscow 1 is the West’s best-scenario outcome, but Moscow 2 is the most likely, and the
West should be prepared for it. It requires essentially the same Western response as
Moscow 1. The schizophrenic domestic situation will lead to a mixture of perceptions
contributing to Russian foreign and security policy formulation. As a result, the policy
itself will be a mixture of power-balancing and threat-balancing, where powgr_fﬁeans the
perception of superior capabilities. Certainly some Great Power thmkmg wxll re-enter the
power-balancing equation, but the threat-balancing component means that the West, by
its actions, can still influence policy development in Moscow. To use its -iﬁﬂuence to the
greatest extent, the West should not differentiate its foreign policy strategy towards

Moscow 1 and Moscow 2, although they might represent different Russian domestic

scenarios.



Just before the current Congress of People’s Deputies, Yeltsin issued a statement
reaffirming that Russia should be recognized as the ex-USSR’s policing power. This was
a message to the CIS and leaders and conservative elements of parliament, but equally
one to the West. Without a viable security arrangement for the ex-USSR, Moscow 2 will

be forced to piay the role Yeltsin was outlining.

If Yeltsin’s domestic reform converges more with the centrist course, then in most of the
CIS capital cities forces in line with the Civic Union will be much more influential than
in Moscow. The CIS summit will likely be a place where Yeltsin is pressurized further
to the policy of economic gradualism. In return, non-Russian CIS countries would have
to demonstrate sensitivity to Russian sensibilities about her strategically "vital interests"
and respect for the Russian diaspora. Otherwise, Russia could cut the CIS off, especially
by demanding world prices for oil and by stopping sending rubles. The former USSR
might at least temporarily be stabilized. But I don’t think that Russia with

this Moscow 2 can support herself and its entrouges without the serious attempt at

continued radical reform.

The West must not overract to the increasingly assertive policy towards its "Near
Abroad" and "Distant Abroad" by Moscow 2. It should work constructively with Russia
to reduce threat perception. It should support legitimate regime creation in Central Asia,
and retain the aim of incorporating East Central Europe into the West, beginning with
the Visegrad 4 and keeping open to Baltic participation. But with Moscow 2 there must
be formulae not to antagonize Russia, which means perhaps the promotion of three-way
dialogue -- Russia, the West and East Central Europe — on non-provocative ways of
extending these countries substantial security coverage. Unilateral Ruséi%n "‘I.)olicing,
however, is not acceptable. CSCE, which has envisaged mandating CIS peacekeeping
(however inefficient that has been so far), remains the best forum to come to some sort
of cooperative arrangement. Bearing in mind that Moscow 2 will be in a dyﬁarnic stymie,

the West’s prompt, visible help and involvement is vitally important.



MOSCOW 3

A Russia led by Moscow 3, besieged at home by domestic inter-ethnic problems and

religious antagonisms, severe economic depression and emerging social and financial
inequalities, would perhaps all too easily allow its fears to spill over into the
international sphere, to perceive threat and a hostile environment outside. Moscow 3 will
adopt a military doctrine of balancing against power instead of against threats. Then the
West will be forced to return to its Containment thinking -- the call for a coordinated
Western approach, introducing comprehensive behavioral regimes towards Russia -- will

be appropriate after all.

Certainly the relations of Moscow 3 with the "Near Abroad" will deteriorate. Especially.
Baltic States, Ukraine, Moldova will move in the direction of "full" independence from
the former USSR. But they will surely suffer daunting political instabilities and economic
free-fall, their transition from a socialist system will be easily halted without proper
Western assistance to and involvement in them. The problems emanating from Russian
minorities, Russian troops stationing in their territories, energy supply and non-existent

defence-security alliance systems for them are the most pressing problems.

While the problem of coping with "the independent' country-group of the "Near
Abroad" ("Distant Abroad" to the West) is too untenable for the West to solve
mﬁlaferally, the problem of a possible total collapse of a Russia with Mescow 3_and the
countries remaining in CIS might be far beyond the West's ability to contain.
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