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AGENDA (tentative)

October 31, Tuesday
8:45~ Welcoming breakfast hosted by IIPS President Yoshio Okawara

(Aries Room, 37F)
10:00~12:30 Session 1 (Aurora Room, BIF)

Security and Global Governance
Chaired by IIPS Research Counselor Koji Kakizawa (former Minister of Foreign Affairs)
Introductory presentations (15 to 20 minutes per person) by:

Professor Yoshinobu Yamamoto (Aoyama Gakuin University)

Mr. Frank S. Jannuzi (U.S. Senate, Foreign Relations Committee)

Dr. Dan Oberg (Swedish National Defence College)

12:30~ Lunch (Aries Room, 37F)

14:00~17:00 Session 2 (Aurora Room, BIF)
Global Environment and Global Governance
Chaired by IIPS Distinguished Research Fellow Shinzo Kobori
Introductory presentations (15 to 20 minutes per person) by:
Professor Seiji Ikkatai (Kyoto University)
Ms. Joyce Rabens (U.S. Embassy Tokyo)
Mr. Mozaharul Alam (Bangladesh Centre for Advanced Studies)

18:00~19:30 Reception Party hosted by IIPS Chairman Yasuhiro Nakasone (Former Prime Minister)
(Aries Room, 37F)

November 1, Wednesday

10:00~12:30 Session 3 (Aurora Room, BIF)
Energy and Global Governance
Chaired by IIPS Research Director Taizo Yakushiji
Introductory presentations (15 to 20 minutes per person) by:
Mr. Yasuo Tanabe (The Ministry of Foreign Affairs of Japan)
Dr. Fatih Birol (International Energy Agency)
Associate Professor Li Zhidong (Nagaoka University of Technology)

12:30~ Lunch (Aries Room, 37F)
13:45 Preparation meeting for Public Symposium (between chairman and panelists)
14:00~16:30 Public Symposium (Galaxy Room, BIF)

The Role of International Institutions, Regional Communities,
Nations and NGOs in Establishing Global Governance
Chaired by IIPS President Yoshio Okawara

Prof. Yamamoto, Ms. Rabens, Dr. Birol, Associate Prof. Li
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Security and Global Governance

Yoshinobu Yamamoto
Aoyama Gakuin University

The aim of this article is to consider the relationship between security and global governance,
first from the theoretical angle, and then in relation to Japan’s policies and the world today.

1. National Security and International Security

Regarding the international community since the Cold War—and in particular at the
present time—both security and global governance can be thought as being broadly
divided into two categories. In the realm of security, one of these categories is known
as “national defense” (or “national security”), which typically refers to defending a
country’s territory and protecting its citizens’ lives and assets in the event of a
military attack by another country in which the nation’s independence and
sovereignty are threatened. During the Cold War, there was intense confrontation
between East and West, and the security focus was firmly on national defense. It has
been said that after the Cold War the issue of conflict between the world’s principal
states—especially military conflict—was less pressing and that national defense was
downgraded as a security issue. However, national defense is potentially vital, and in
some regions comprises the central focus of security in many cases. Northeast Asia is
one such example. Moreover, although national defense ordinarily envisages the
opponent as a state, since 9/11 it has become readily apparent that an attack on the
state in the form of international terrorism by non-state actors has become a focus of
national defense.

The other type of security is referred to as “international security” and refers not
to an attack or direct threat against a particular country, but relates to threats to the
safety of other people. Suppose, for example, that there is civil war in another country
and that large numbers of people have been killed. Further suppose that in this case
the international community becomes involved, despite the fact that no direct attack
from this country is envisaged. Normally this is labeled using a term such as
“peace-keeping operations” or “humanitarian intervention.” The reason why this kind
of situation represents a problem in the security context is that, particularly since the
end of the Cold War, unrest and humanitarian problems

in other countries and regions have come to represent a problem for the entire
world (for example, as humanitarian standards have become more global). By
extension, issues of human security and natural disasters would also seem to be
included in this classification. Countries and regions targeted by this brand of
international security are thus the so-called peripheral regions, the Third World.

Naturally it is not possible to draw a clear distinction between national security
and international security.' For example, even though no direct attack may be
forthcoming from a country targeted by international security, such targeting
contributes indirectly to national security, as the country in question might for
instance become a breeding ground for terrorism. In more general terms, the
promotion of international security can create a favorable international environment,
which is greatly conducive to national security. It is, however, necessary to first draw

! Regarding this distinction between national security and international security, see Thomas P.M.
Barnett. The Pentagon’s New Map.: War and Peace in the Twenty-First Century. New York: G.P.
Putnam’s Sons, 2004.
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a tentative distinction between national security and international security, since their
objectives, mechanisms, means of achieving their ends, and other characteristics
differ in nature.

2. Two Types of Global Governance

Global governance might be defined as resolving common problems in the areas of
economics (such as trade and currency issues), the environment, and security,
maintaining a stable system, and conducting global administration. Hence, global
governance can be broadly divided into two types. The first type is global governance
by a hegemonic nation; the second can be termed ‘“cooperative global governance”
and aims to resolve global problems and conduct administration with the participation
of numerous actors using numerous methods.” Global governance by a hegemonic
nation involves the hegemonic nation using its overwhelming power to work for
global stability and attempt to resolve problems in the areas of economics and security.
For example, in the economic sphere it will provide free markets and a key currency
(international public goods), maintain stability in the international economy, and grant
other countries the scope to operate smoothly within the international economy and
expand economic welfare. In the security sphere it will maintain order based on
security and assure the security of the countries within the system, backed up by its
overwhelming military power. The concept of global governance by hegemonic
nations can be traced back to the Theory of Hegemonic Stability, which flourished in
the 1970s and 1980s, and is still espoused today by authors such as Michael
Mandelbaum.>* In the context of the international system of today, the hegemonic
nation is of course the USA, and thus the concept of global governance by a
hegemonic nation is focused on US leadership and policies.

While there was this theory of global governance by a hegemonic nation
promulgated by the so-called realists, the more widely known form of global
governance has been what might be termed “liberal cooperative global governance,”
which gained currency after the Cold War.” To reiterate, the aim of cooperative global
governance is for multiple actors using a variety of methods to resolve global
problems through cooperation and agreement, avoiding coercion as far as possible.
The multiple actors referred to are not only the various nations involved but also
include international organizations, NGOs, and other groups. This variety of methods
would include international systems (the so-called international regime), policy
coordination, action programs or any combination of these considered appropriate for
resolving specific problems. (As such, it includes, but is more wide-ranging than, the
international regime, which is intended to set rules between states). It also addresses a
wide range of problems, including development, environmental, and human rights
issues, and attempts to take into consideration the complex interplay between them.

2 The existence of two types of global governance—hegemonic governance and cooperative
governance—was identified in Japan some time ago. Governance and Japan, edited by Masatsugu
Naya and David Wessels, Keisoshobo, 1997. Global Governance: New Threats, the UN and USA,
edited by NIRA et al., Nihon Keizai Hyoronsha, 2006.

? Exemplified by Robert Gilpin, War and Change in World Politics. Cambridge: Cambridge University
Press, 1981.

* Michael Mandelbaum, The Case for Goliath. New York: Public Affairs, 2005.

> As an introduction to this theory of global governance, Our Global Neighborhood: the Report of the
Commission on Global Governance. New York: Oxford University Press, 1995.”
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3. The Combination of Security and Global Governance

The preceding two sections presented a broad overview that clearly shows how both security and
global governance are classified into two types. Figure 1 illustrates how these are combined.

Global Governance
Global governance by hegemonic Cooperative global governance
nations
A C
National security ensured by a Collective security
National security hegemonic nation (through alliance, | [pternational systems for maintaining
Securi deterrence etc.) security among states, such as the NPT
ecurity Control by the hegemonic nation
B D
International security The war against terrorism Peace-keeping activities
Peace-building

Figure 1 Security and Global Governance Matrix
Source: the author

The first point to note is that Figure 1 depicts security from the point of view of global
governance and does not include management of security (especially national
security) that does not fall within the purview of global governance. For example,
Figure 1 does not depict Cold War era US-Soviet mutual nuclear deterrence or the
balance of power in a time of multipolarity.°®

Figure 1 shows four types of systems. In system A, a hegemonic nation maintains
the global security order and ensures the national security of other nations. For
example, the USA ensures the security of its allies, controls the behavior of other
major powers, and takes strong action to clamp down on international misconduct. On
the one hand this type of global governance, which is rooted in the power of the
hegemonic nation, is probably effective in many ways. However, choice of policy will
often be at the sole discretion of the hegemonic nation and there is a certain lack of
legitimacy. In addition, it will give rise to the phenomenon of soft balancing, whereby
countries harboring suspicion of the hegemonic nation’s overwhelming force (and the
use thereof) use diplomacy to constrain its power.’

Type B is a system in which a hegemonic nation takes the initiative and resolves
international security problems such as terrorism, civil war, and genocide. This
probably also includes cases where the hegemonic nation takes up humanitarian and
human rights problems in “rogue states” in sustained involvement and intervention.
The war against terrorism that the USA is waging would seem to fall into this
category. Probably also coming under this heading is, as described by Robert Kaplan,
US deployment of special forces and others (albeit in small numbers) to every corner
of the world in an attempt to establish public order and stability in all regions while
spreading democratic values.® However, in reality the extent to which the USA will
involve itself in the world’s various international security problems is limited. For
example, it is not always so enthusiastic about peace-building and nation-building

% Mutual deterrence and the balance of power can probably also be considered under the rubric of
global governance with a view to security in its broadest sense. Reflecting current reality, Figure 1
presupposes the existing global unipolarity, which could be said to be unique in historical terms.

7 “Soft balancing” stands in contrast to balance achieved by military power (hard balancing). See T.V.
Paul, James J. Wirtz, and Michel Fortmann, eds., Balance of Power: Theory and Practice in the 21st
Century. Stanford: Stanford University Press, 2004, (especially the Introduction).

¥ Robert D. Kaplan. Imperial Grunts: the American Military on the Ground. New York: Random
House, 2005.
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(when intervening alone)—except of course when it relates directly to national
security, as in the case of terrorism.

Types C and D come under the heading of cooperative global governance. In the
case of type C, multiple nations cooperate in an effort to protect the national security
of each country. UN collective security represents an example of this system. A
further example would be an organization like NATO that seeks to ensure the national
security of its member states by means of a multi-faceted security framework.
Institutions like the Proliferation Security Initiative (PSI) would also seem to belong
in this category. In the Gulf War of 1991, which took place after the end of the Cold
War, an attack was launched against Iraq, and Kuwait’s sovereignty was ultimately
restored in accordance with a UN Security Council resolution. In 1999, NATO carried
out an attack on Yugoslavia in retaliation for the mass killing of Kosovar Albanians,
despite the fact that it had not obtained a UN resolution. However, this attack was
pursuant to a NATO accord. Consequently, this brand of cooperative global
governance is endowed with the legitimacy of agreement and legality (although the
legality of the Kosovo action is disputed). However, it is not always possible to obtain
agreement. Furthermore, in order to put a decision by the UN or NATO into effect,
countries such as the USA that possess the capability to do so normally put together a
coalition of the willing and carry it out. As mentioned previously, international
systems such as those for non-proliferation of weapons of mass destruction, for
various other forms of non-proliferation, and for combating piracy can also be
considered as belonging to type C.

System D involves dealing with international security problems such as civil war,
humanitarian problems, terrorism, nation-building, and peace-building by means of
cooperative global governance. Under this model, many countries, many
multinational organizations, military and civilian elements, NGOs, and other groups
cooperate in appropriate combinations. Policies for resolving problems are sought
through dialogue and agreement. Activities to prevent civil war, peace enforcement,
peace-keeping, and peace-building represent specific examples of this. Thus, in
addition to cease-fire monitoring, numerous types of operations are envisaged, such as
election monitoring, maintenance of public order, construction of administrative
organizations, and development. This is because the type of international security
problems that system D targets include complex crises and failed states. Aside from
the argument that, in regard to the countries at which it is directed, cooperative global
governance with a view to international security violates the principle of
non-intervention in the affairs of other nations, its legitimacy is widely recognized
within the international community (that is, by the UN).”

After the end of the Cold War, D-type cooperative global governance with a view
to international security leapt to prominence (for both the frequency with which it was
used and the scale on which it was applied) and was regarded as a basic area of
post-Cold War security. In the first half of the 1990s, UN peace-keeping operations
were greatly expanded, and in the latter half of the 1990s over 80,000 peace-keeping
troops were deployed. Subsequently, however, this number leveled off (as did the
frequency of civil war) and appears to be unchanged. Now, however, in the latter half
of the 2000s, large-scale peace-keeping deployments are planned for Lebanon and

? Naturally it is argued that entering another country and tackling issues such as public order and the
construction of administrative agencies bear similarities to the actions of the old imperialist powers—
even when it involves the UN. However, since the intention is to deal with situations such as complex
crises and failed states, there is little alternative.
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Darfur, and it is said that the total number of UN peace-keeping troops will exceed
100,000. It could be said that this represents a new lease on life for type D.

The new D-type phenomenon involves intervention by the international
community in response to rogue states that are collapsing (or are being caused to
collapse), large-scale civil war, instability, failing states, and similar situations. For
example, in the wake of 9/11, the USA launched attacks on Afghanistan and Iraq
(which would probably qualify as type B in Figure 1). In Afghanistan the US military
and NATO (ISAF) subsequently took the lead in successfully establishing the Karzai
administration, staging elections, maintaining public order, and building the peace.
The role of the military was the maintenance of public order, and in that respect they
were remarkable. Today there is still a lack of stability in terms of public order in
Afghanistan. In May 2006 a permanent government was inaugurated in Iraq; however,
since February 2006, sectarian conflict has been intensifying and the country is
extremely unstable in terms of public order. Although there are more than 100,000 US
and coalition troops deployed in Iraq, it is a long way from stability and a state of
civil war persists.

With regard to type D, it is essential to be wary of what this author terms “states
rendered chaotic by international involvement.” This is where the international
community—whether the UN, NATO, or individual countries—intervenes and
becomes involved in a civil war in a particular country (and in the prevention of the
accompanying humanitarian damage), plays a role in improving public order and
stability, but does not completely finish the job. If it subsequently withdraws, even
greater chaos will ensue, which will become permanent. Although it varies from
situation to situation, this concept of a “state rendered chaotic by international
involvement” is widely apparent in places such as East Timor, Bosnia, and Kosovo,
as well in Afghanistan and Iraq.

4. Appraisal

It has been said that the nature of security changed enormously after the Cold War. To
spell this out in detail, the role of the UN and other organizations in cooperative
global governance geared to international security expanded; at the same time
international security issues such as civil war and humanitarian problems were
recognized as important security problems, and it was naturally thought that they
should be dealt with through cooperative global governance. However, although it
enjoyed a high degree of legitimacy, cooperative global governance by the UN and
others relating to national security seemed likely in many ways to be poorly executed
and ineffective. Even if agreement is obtained, an effective coalition of willing
nations has to be assembled to implement the specific details of the agreement.
Alternatively, if no agreement is obtained, either nothing is done or a certain group of
countries will act without an agreement (using military force), in which case the
action will have little legitimacy. In 1999 NATO acted independently and used
military force in Kosovo without having obtained a resolution at the UN. In 2003 the
USA (along with the UK and other nations) used military force without the agreement
of either the UN or NATO (a shift from type C to type A in Figure 1). This was
probably due to a recognition that international systems do not function effectively in
the face of a situation regarded as urgent, such as this one from the viewpoint of the
USA. This could be said to be at the margins of cooperative global governance for
international security. However, independent action by the USA (whether type A or
type B) lacks legitimacy. Its type B action in Iraq is not going well, and a reversion to
type D operations could be in the works.
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As can be seen from the preceding discussion, there is a tension between global
governance by a hegemonic nation and cooperative global governance. However,
there are probably also ways in which they complement one another. In terms of their
respective specializations, for example, a hegemonic nation will play a fundamental
role in national security while international security is the province of cooperative
global governance. Furthermore, international security issues especially must
basically be dealt with by means of cooperative global governance—regardless of
national security issues. There would seem to be no alternative.

5. Japan

The foregoing discussion relates to the international system as a whole. Attitudes and
policies regarding global governance for security probably vary from country to
country. For example, since 9/11 the USA-—particularly the current Bush
administration—has displayed an extremely strong bias towards hegemonic global
governance. The Clinton administration in contrast developed policies geared to
cooperative global governance. The direction of US policy probably depends on the
nature of the administration and on the international security environment. Many
European countries (dubbed “Old Europe” by Secretary of Defense Rumsfeld) appear
to be thinking in terms of cooperative global governance in regard to both national
security and international security.

In terms of national security, Japan is essentially reliant on global governance by
a hegemonic nation (type A in Figure 1). Naturally, Japan attaches importance to the
UN and various international security institutions; however, it is the US-Japan
Security Treaty that forms the core of Japan’s national security. In terms of
international security, Japan is actively attempting to become involved in type-D
cooperative global governance. Japan’s Self-Defense Forces are of course
constitutionally restricted to carrying out peace-keeping and peace enforcement
operations, Japanese NGOs are not as yet so well developed, and there are heavy
restrictions on police participation in peace-keeping operations. Japan must, however,
begin to overcome these types of restrictions. The stability of the international system
(particularly the stability of neighboring countries) is essential to Japan’s long-term
national security.

Although the theme of this paper is “security and global governance,” the
coverage of both topics has been incomplete and inadequate. However, it may provide
some insights into the global security situation as well as into Japan’s future course.
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“The U.S.-Japan Alliance in the Era of Globalization:

Extended Bilateralism and Creating Public Goods”
By Frank Jannuzi, Visiting Scholar, 1IPS

Abstract

Since the end of the Cold War, the U.S.-dapan Alliance has been evolving,
even as the overall security environment in Northeast Asia has also been
in transition. Much of the attention from Tokyo and Washington has been
focused on re-orienting the alliance to better cope not only with traditional
security threats, but also with a variety of newly emerging transnational
and unconventional challenges to international peace and security. The
aim of this short paper is to describe how the alliance partners have
responded to the post Cold War (and post-9/11) environment, and to
propose that as the U.S.-Japan alliance evolves, it is possible for it to pay
dividends — to create “public goods” — in accounts other than those we
might ordinarily expect to profit from our enhanced bilateral cooperation.
These public goods are the fruits of a truly mature alliance, and they can
be enjoyed not only by the United States and Japan, but also by nations
outside the alliance. Finally, | will touch on some of the conditions that
likely must be met to realize these dividends."

The U.S.-Japan Alliance in the era of Globalization

Despite the demise of the Soviet Union and the end of the Cold War, the
dominant analytical framework used to assess the future of the Northeast
Asia region and to re-orient the U.S.-Japan Alliance remains the balance-
of-power theory. As a consequence, many recent studies of the U.S.-
Japan Alliance and government efforts to modernize that alliance have a
decidedly Cold War “feel” about them. They have often failed adequately
to take into account the growing economic interdependence and political
interaction that are the dominant characteristics of the era of globalization.
Indeed, many analysts studying the alliance, and policy-makers seeking to
strengthen the relationship, have predicated their policy prescriptions on
traditional zero-sum terms. As Aaron Friedberg, adviser to Vice President
Cheney, putitin 2001, “Asia’s future will resemble Europe’s past; that it

! The author owes a great debt to Charles Perry and James Schoff, who edited Alliance
Diversification & the Future of the U.S.-Korean Security Relationship (Institute of
Foreign Policy Analysis, 2004), which provided the analytic model used here to examine
the future of the U.S.-Japan Alliance.
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will be marked, in other words, by competitive great power politics, shifting
alliances, costly arms races, periodic crises, and occasional wars.” Even
those scholars or government officials emphasizing the trends toward
regional integration — trends visible in the growing web of free trade
agreements, the creation of the East Asia Summit, and the Six Party talks
on the North Korean nuclear crisis — usually concede that real-politic and
balance-of-power theory will best predict the complex patterns of interstate
behavior in Northeast Asia.’

It is not surprising that post-Cold War adjustments to the alliance have
largely relied upon real-politic and balance of power thinking. After all,
alliances are often thought to exist more as a counterpart or alternative to
efforts at global governance than as a complement to those efforts. Some
supporters of traditional alliances doubt the utility of multilateral institutions.
In fact, attempts to advance global peace and security by negotiating new
treaties or developing new international norms to be implemented by
networks of multilateral institutions have been roundly criticized by
scholars and practitioners who doubt the existence of international law.

These critics question the efficacy of any organization or treaty regime that
is not backed by a sovereign state wielding the threat of force. They place
little stock in the World Trade Organization (WTO), the United Nations
(UN), the International Monetary Fund (IMF), the International Atomic
Energy Agency (IAEA), or other multilateral organizations that comprise
the “alphabet soup” of the international arena. Those who rely on
unilateral state action or ad hoc coalitions bound together by necessity
typically have little confidence that an anarchic world can be brought into
line by toothless treaties or consensus-based multilateral organizations.
The former United States Ambassador to the UN John Bolton must surely
be counted among these skeptics, but he is hardly alone. It is this
skepticism about the value of multilateral institutions in the era of
globalization that helps exclaim why the Bush Administration had no
qualms about walking away from the Comprehensive Test Ban Treaty, the
Kyoto Protocol, and the International Criminal Court — all agreements or
institutions that supporters hope might address gaps in the international
order accentuated (or at least revealed) by the demise of the bipolar world
order.

2 Aaron L. Friedberg, “Introduction,” in Richard J. Ellings and Aaron L. Friedberg, eds.,
(Seattle: National Bureau of Asian Research, 2001), 7.

? Amitav Acharya, “A Concert of Asia?” Survival 41, no. 3 (autumn 1999): 84-101; and
Josh Kurlantzik, “Is East Asia Integrating?” Washington Quarterly 24, no. 4 (autumn
2001).
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The U.S.-Japan Alliance as a public good

Surprisingly, adjustments to the U.S.-Japan alliance over the past decade
— rooted as they were in balance of power thinking and the hub-and-spoke
alliance structure upon which the United States has long relied in Asia —
appear to have led to the creation of a new U.S.-Japan Alliance that is
paying dividends into both traditional and non-traditional alliance accounts.
These dividends appear to defy the expectations of scholars such as Raj
Menon, who forecast in 2003 what he considered to be an inevitable
outcome of the post-Cold War era: the obsolescence of U.S.-led alliances
in the absence of a clear organizing principle from which nations forge
security partnerships.* In fact, the adaptability of the alliance to new
challenges and trends toward regionalism seems to confirm the view of
Robert Scalapino. Scalipino has argued that effective management of the
security and other challenges of East Asia will require a blend of balance
of power and concert of power approaches — embracing both traditional
bilateral alliances and new multilateral ad hoc arrangements.

Far from becoming obsolete, the U.S.-Japan alliance appears to be
enjoying new life in new areas. The broad set of alliance diversification
principles first enunciated in the U.S.-Japan Joint Declaration on Security
(signed by President Bill Clinton and Prime Minister Hashimoto Ryutaro in
1996) have gradually evolved to encompass activities beyond the scope of
traditional defensive military alliances. The Clinton-Hashimoto document
set the stage for a review and revision of the Guidelines for Japan-U.S.
Defense Cooperation (Defense Guidelines). The Guidelines eventually
allowed for such unforeseen developments as the provision of Japanese
logistical support for operation Enduring Freedom (Afghanistan) and the
application of the allies’ acquisition and cross-servicing agreement to U.S.
and Japanese troops serving in lraq or responding to the tsunami of
December 2004. The declaration set in motion this transformation by
providing strategic direction for the alliance and by placing the political
weight of the two leaders behind the basic roadmap for alliance
diversification.

Thus, although the changes in the alliance have been motivated more by
classic international relations theory than by a spirit of innovation, it is
undeniable that the alliance has evolved. lIts legal and policy legs have
been strengthened to cope with the shifting geo-strategic landscape of
East Asia. The Alliance is today better positioned to address shared global
concerns and respond to non-traditional security threats such as piracy or

4 Rajan Menon, The End of Alliances,” World Policy Journal 20, no. 2 (summer 2003).
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environmental degradation. We see evidence of this not only in the Indian
Ocean or in Iraq, but also on the Korean Peninsula and in the allied efforts
to combat Islamic terrorists or to enhance maritime security.

Japan as “Global Citizen” — From bilateralism to something more...

What will it take for the U.S.-Japan Alliance to remain resilient in the face
of changing regional power realities and the newly emerging challenges to
global peace discussed by scholars such as Dan Oberg at the IIPS
symposium on global governance?® What kinds of “public goods” might
the alliance produce outside the traditional realm of alliances? Can the
alliance encourage democratic reform, help inspire good governance,
promote careful environmental stewardship, ease energy insecurity, and
promote greater adherence to international norms in the areas of human
rights and trade? Can the very existence of the alliance constitute a public
good — setting an example for cooperation that will encourage other states
to join synergistically with each other and in concert with the U.S.-Japan
alliance to tackle common problems as diverse as Avian Flu to the
depletion of fishing stocks? And what are the conditions required for these
dividends to be fully realized?

| believe there are two fundamental requirements for the alliance to realize
its full post-Cold War potential. The first is that it must not be aligned in
opposition to multilateral structures, but rather must complement them.
The second is that Japan must successfully conduct a process of
reconciliation with its neighbors — a process that will necessarily include a
domestic debate about Japan’s laws, its identity, and its place in the world,
as well as a foreign policy component.

As for the first requirement, William Tow writes that the “exclusive
bilateralism” that has underwritten the hub and spoke security
arrangements between the United States and its East Asian allies is
increasingly out of step with regional realities. He argues that it must give
way to the growth of multilateral institutions and a tightening web of
interdependence.® Tow argues that as alliances are transformed from

> The challenges listed by Dr. Oberg include transnational organized crime, terrorism,
asymmetric warfare, poverty, environmental degradation, pandemics, and corrosive
forms of international media.

6 William Tow, “Assessing Bilateralism as a Security Phenomenon: Problems of Under-
Assessment and Application,” working paper for the Hawaii International Conference on
Social Sciences, June, 2003, cited in Alliance Diversification & the Future of the U.S.-
Korean Security Relationship.
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threat-based arrangements to interest-based partnerships, they should
adopt a new approach he coins “extended bilateralism.” In essence, the
U.S. network of bilateral alliances would be extended and integrated,
building on common values to complement and supplement multilateral
institutions. Rather than compete with the institutions of global governance
that are a response to, “...the vacuum of power that occurs with increased
interdependence and interaction among political communities,”” these new
bilateral alliances “version 2.0” would accommodate a range of interests
among the various regional players in East Asia and provide structure
where there is no obvious supranational governing body or region-wide
security architecture.

Admiral Dennis Blair, former combatant commander of U.S. Pacific
Command, concurs with this shift away from a zero-sum balance of power
mentality, arguing for “enriched bilateralism” that involves other regional
powers as active participants. Blair sees these enriched bilateral alliances
as stepping-stones to genuine, effective multilateral institutions.® The T-
COG (Trilateral Coordinating Group) process and the Six Party Talks
themselves are examples of the enriched bilateralism contemplated by
Blair. Former Assistant Secretary of State James Kelly has testified that
the Bush Administration hopes the Six Party talks might someday evolve
into an effective multilateral security forum for East Asia.

The vision of bilateral alliances becoming less exclusive is intriguing
because it appears to offer a way for America’s alliances to remain
relevant to the challenges of the era of globalization without conjuring Cold
War imagery or fostering Cold War style suspicions. This adaptation
would allow the U.S.-ROK alliance to remain vital after unification of the
Korean Peninsula, and it provides purpose for the U.S.-Japan alliance
even in a world where the North Korean threat has evaporated.
Specifically, Blair's game plan is calculated to make the U.S.-Japan
alliance more acceptable to China and more relevant to a world in which
China is increasingly integrated into the community of nations. Until
recently, China was convinced that the U.S.-Japan alliance was a relic of
the Cold War and that Asia would probably be better off without it.
Convincing China otherwise may require the alliance to demonstrate its
usefulness in areas other than “hedging” against the emergence of a
belligerent China.

7
Oberg.

® Dennis Blair and John Hanley, “From Wheels to Webs: Reconstructing Asia-Pacific

Security Arrangements,” Washington Quarterly 24, no. 1 (Winter 2001).
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The second condition for Japan to emerge as a true “Global Citizen” — a
nation able and willing to shoulder security burdens commensurate to its
economic clout — will be met once Japan adapts its laws and governing
structures to new missions and then reaches out to its neighbors with a
spirit of reconciliation so that they might embrace Japan’s new roles. The
domestic legal adjustments were advocated in the Armitage Report,
accelerated by Prime Minister Koizumi, and are still underway under the
direction of Prime Minister Abe. These reforms include strengthening the
Prime Minister’s authority, establishing a national security council, and
revising Japan’s constitution and laws as necessary to provide for the
possibility of collective self-defense.

Prime Minister Abe has also made a commitment improving Japan’s
relations with both China and South Korea. His first two summits were
with Hu Jin-tao of China and Roh Moo-hyun of the Republic of Korea.
Prime Minister Abe moved swiftly to improve the tenor of Japan’s relations
with China, adopting a posture of “neither confirm nor deny” with regards to
whether he will visit the controversial Yasukuni Shrine as prime minister.
He has emphasized the growing opportunities for functional cooperation
with China — on trade, energy, and the environment.

Less certain is whether Japan will have a fulsome debate about its history,
its identity and its future place in Asia. As U.S. State Department official
Ted Osius notes in his monograph on the U.S.-Japan alliance, “Japan has
not succeeded in coming to terms with its prewar and wartime history.”
Osius identifies the textbook controversy and Prime Minister Koizumi’'s
visits to the Yasukuni Shrine as two cases in point. With regard to
animosities having their roots in history, Osius asserts, “Japan needs an
open, forthright argument.” That argument, like arguments about the
value of bilateral alliances in the era of globalization, is one that supporters
of the U.S.-Japan Alliance should welcome in the interest of preserving
and strengthening the alliance for the future benefit of East Asia and the
world.

? Ted Osius. The U.S.-Japan Security Alliance: Why It Matters and How to Strengthen It.
Foreword by Watanabe Akio. The Washington Papers Series, vol. 181. Praeger, 2002.
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Dan Oberg, “Security Studies, Globalization and Global Governance”

Abstract: This presentation discusses the following four topics: globalization, global governance, post-cold
war security problems, and security studies. The aim of this text is to describe the main tendencies in
today’s globalized world and how various strands of theory are trying to deal with them. In so doing it
focuses on two theoretical traditions in security studies: Realism and Constructivism and argues that both
can contribute to this but also that both traditions need to change to do this efficiently.

1) Globalization

What is globalization? It might be difficult to establish exactly what globalization
“is” since it is term that can be used in many different contexts. | will discuss
some tendencies of globalization, global governance and security studies — not to
establish definitely what these terms mean or should mean — but to provide a
backdrop for discussion. This backdrop, albeit general, shows how the world has
changed and is changing, and how theory tries to catch up with, anticipate and
shape this change.

Globalization is generally considered to have both positive and negative effects
on the international political system. Two effects are the growinginterdepe
ndenceandinteractio n ofthe main actors in the international political
system.

Increased interdependence is discernible in numerous areas. The financial
markets, environmental problems and solutions, and large scale migration all
make different areas of the globe highly interdependent. This means that what
happens “there” might also happen “here” simultaneously. One example might
suffice to illustrate the point; the East Asian financial crisis originating in Thailand
in 1997 quickly had global effects, especially in Eastern Europe and in Brazil.

There is also an increase in interaction through of various types of technology
(such as IT). The advancement in technology has led to increased contact and
interaction between actors and has given rise to a plethora of new networks.
One example of this is how tele-technology enables direct communication in
virtual milieus. Thereby it transgresses spatial demarcations (there/here) and
makes immediacy rather than delayed time the norm of interaction.

Let us therefore conclude hastily, that globalization manifests itself mainly as
increased political, social, financial and cultural interdependence and increased
interaction between key actors and communities. This has created a context that
in many ways poses new security challenges for the international community and
for the theory of Security Studies. One way of dealing with this is of course what
is commonly known as global governance.
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2) Global Governance

What is global governance then? Among other things, global governance can be
seen as an attempt to deal with the effects of globalization since growing
interdependence and interaction often leads to vacuums of power. In other
words, global governance strives to, inter alia, fill these vacuums “in-between”
established patterns of state or regional powers, especially in those cases when
there are no formal established institutions that can enforce decisions.

The governing of “in-between” spaces is especially important after the cold war
and the breakdown of the bipolar system. Arguably the end of the cold war has
been followed by what we might call the rise of a new internationalism that to
some extent goes beyond national interest or ideology. Thomas Schoenbaum
claims that:

“a key to establishing this new internationalism is the concept of global governance as a
supplement to the state system of political organization. Global governance recognizes the
legitimacy and essential need for international institutions and regimes and their role in
reconciling and accommodating diverse interests and organizing cooperative action to deal with
international problems. There is no single form of global governance, it is a broad, dynamic,
complex process of interactive decision making that varies according to the circumstances and
issues being addressed.” (Schoenbaum, 2006: 55)

Hence, global governance can be viewed as a broad, dynamic, and complex
global process of decision making in the absence of global government. Mainly it
addresses those problems that are beyond the capacity of individual states to
solve. It often involves legal institutions, ad-hoc coalitions, or networks of various
actors — can be unilateral or multilateral and consist of everything from states,
multilateral economic institutions (MEI) such as IMF, the World Bank, and WTO,
and global social movements (GSM) especially with regard to labour, the
environment and women's rights.

Furthermore, when spaces “in-between” established actors are opened up there
is a competition between different actors on the strategies to be used to conduct
global governance, for example between unilateral measures and multilateral
measures. Morten Kelstrup writes with regard to the situation in the Middle-East
that:

“The traditional UN-based strategy for global governance seems challenged by a new, US-based
strategy which rests on a combination of unilateralism and securitization” (Kelstrup, 2004: 115).

According to this view powerful nation states are competing with institutions over
how to exert global governance.

In short then, we might say that global governance is a response to the vacuum
of power that occurs with increased interdependence and interaction among
political communities. Especially in those cases where there is no supra-national
organization that has the responsibility to deal with it. It signifies inter alia the
political, legal, military, and financial interaction that is required to solve problems
that are transnational in scope and demands novel solutions.
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3) Security Problems

What security problems does globalization contain? In the previous part it was
argued that global governance refers to attempts to deal with the space in-
between established patterns of state or regional powers. If this is the case then
the security problems that global governance deals with are above all else those
that occur beyond the established — domestic or international - ways of enforcing
cooperation.

The following are some of the most important security threats that have to be
dealt with through global governance. Please notice that these threats are
generally transnational in nature and comes out of the increased
interdependence and interaction that globalization entails:

e Transnational organized crime - examples: illegal smuggling of
weapons and drugs and trafficking of women

e Transnational terrorism -example: Al Quaida

e Transformation of organized violence: regional conflicts and civil wars
but also what is called “asymmetric warfare, counterinsurgency or 4"
Generation Warfare”. Example: The current wars in Iraq and in Chechnya.

e Poverty -examples: increased gaps between rich and poor countries as
well as rich and poor within countries

e Environmental problems -example: Global warming
e Diseases -examples: SARS, HIV/AIDS, Avian flu

e Virtual technology and Media -example: The cartoon caricatures of
Mohammed that were printed in Jyllands-Posten (a newspaper in
Denmark) had political and financial consequences all over the world.

Finally, let us now look at the various means to deal with this from a theoretical
point of view. To address security problems theoretically we must turn to
Security Studies, a discipline that deals with how to explain and understand the
issue of security.
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4) Security Studies

This final part discusses the role of theory and how theory relates to the global
security problems previously mentioned. What is theory with regards to
globalization or global governance? Theory is generally considered to be a
means by which we can help to explain or understand social phenomena.
Theory can be described as a map by which we can orient ourselves in the
everyday chaos that is reality.

| have separated Security Studies into two areas: Realism and Constructivism
and | will discuss both. Both are highly active schools of thought and they
arguably dominate the canon of Security Studies.*

The typical Realist way of situating theory is as a way of explaining political,
military, cultural and economic patterns and structures. The typical Constructivist
way of situating theory is as a means by which to understand and criticize
social phenomena. Realism views theory as a means to observe objective facts
while Constructivism views often uses theory to induce social change.

A) Realism

Realist theory was the dominant strain of thought from the time after the Second
World War to the end of the cold war. In the realist paradigm (as well as various
offshoots such as neorealism) the main actor in international politics is the state.
Important realist concepts are survival (that each state acts to ensure its own
survival) and self-help (that it might cooperate when need be, but its normal
agenda is to maximize its own power).

Realism creates a view of security in which the most pressing security problem is
the states protection of territorial boundaries from external military threats.
Security takes on a very narrow and geopolitical meaning since it becomes about
securing states (or individuals) against external threats. The threats are mainly
military threats to regional and international order and to state borders and they
are solved mainly through the military or diplomacy. In this worldview insecurity is
an objective fact that is known from experience.

The aim of realist theory is to focus on how entities can be secured through state
actors international institutions. End resultis a conceptof—national sec
urity.

! It would be possible to use other dichotomies to label this divide, for example realism/idealism or
modernism/postmodernism. One could also add other schools such as liberalism, the English school or the
Copenhagen school. Furthermore, it would also be possible to describe Security Studies, not as a dichotomy
between two fields, but rather as a multitude of theoretical frameworks. | have chosen the labels realism and
constructivism out of convenience rather than out of a conviction that they summarize the field of security
studies perfectly.
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Merits: Realism is clear, precise and narrow. The countermeasures to security
problems are usually solved through mechanisms that are highly functional
and/or well established.

Flaws: The realist concept of security misses many of the areas that are the most
important to global governance, also it fails to solve the security problems that
globalization entails or that the nation-state creates towards its own citizens.

B) Constructivism

It has been argued by some constructivists that the end of the cold war was a
highly embarrassing moment for realist thought since realists were unable to
understand the transition from a bipolar world to a multipolar or globalized world.
It is probably true that realism did not anticipate this event, however so did very
few others.

Constructivism aims to rethink the main concepts of security studies such as
state sovereignty, anarchy, and national interest. In so doing it also rethinks the
concept of security. Constructivism is often articulated as a criticism of realism.
Through rethinking — or deconstructing — concepts such as security,
constructivists argue that social insecurities are culturally produced and not
objective facts. This does not mean that danger is a subjective condition. But
rather that it strikes differently depending on class, race, and gender. Danger is
also interpreted differently depending upon cultural norms (compare why a North
Korean nuclear weapon is considered a threat to world security rather than, say,
a Swiss nuclear weapon). The perception of threats depends on power relations
that are global, regional, national, and local.

| stated earlier that the aim of realist theory is to focus on how entities can be
secured through states or international institutions and that the result of this is a
concept called national security. Constructivists instead tend to argue that
threats are not related to the national arena and not necessarily best solved
through states. Examples of threats are poverty, health, human rights
infringements and so forth. One end result of this is the conceptofhuman se
curity.

Human security differs from national security in that it is not a matter of
maximizing power in a zero-sum game. It is about inclusion (food, shelter,
education, and healthcare) and it addresses dalily life issues: job security, income
security, health security, environmental security, security from crime and so forth.
It points out the fact that the state might be a threat to its own members rather
than a provider of security. Consider North Korea once more, is it really
providing security for its own citizens by developing nuclear weapons?

Constructivism tends to focus on culture and norms as important to our
understanding of security. Furthermore it argues that theory participates in
creating a context that regulates how various actors think of security. In fact,
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many constructivists does not see theorists as disinterested observers but rather
as participants in a highly normative practice in which political realities are
constructed. The aim of constructivism is to highlight this construction and (in the
words of Jutta Weldes) to “denaturalize dominant constructions, offer guidelines
for the transformation of common sense, and facilitate the imagining of
alternative life-worlds” (Weldes et. al. 1999:13).

Merits: Constructivism tries to take into account how the world has changed
through globalization and tries to tackle the new security problems with new
methods. It opens up to new sectors such as economic, environmental and
gendered security and has new referents such as societies, non-state actors and
humans.

Flaws: Constructivism is imprecise and at times abstract. It is good at providing
criticism of what is done but less apt at coming with suggestions to what should
be done. It is one thing to criticise the actors of global governance and another
to provide something that works instead.

To summarize, we have a situation in security studies where realists tend to
claim that Constructivism is normative and idealistic and sets the stage for global
social movements. In turn, constructivists claim that Realism is equally
normative and idealistic and that it only purports a different kind of normative
framework in which ultimate legitimacy is given to the state. It is not within the
scope of this presentation to state which theory is correct. However consider the
following two topics below.

Possible topics for reflection:

e Which school is right and which can provide actors of global governance with
best concepts? | think that both constructivism and realism are relevant schools
for this. However, | would argue that due to a globalized environment there is a
need to expand security to areas beyond the state. Constructivism works well as
a motor of change. However, it needs to put forward ideas that are positive for all
actors that do global governance.

e Do the actors and networks that practice global governance represent a global

citizen? If so, what kind of citizen is that? Who can identify with this citizen? How
does Realism and Constructivism relate the global citizen to security?
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Combating Global Warming—Choices and Roles for Citizens,
Business, and Administration

By Professor Seiji Ikkatai

Institute of Economic Research

Kyoto University

Introduction

The international community is currently basing its efforts to counteract global warming
on the Kyoto Protocol, which was adopted in Kyoto in 1997 and came into force in
2005. However, the USA, the world’s largest emitter of greenhouse gases, withdrew
from the Kyoto Protocol, and the efforts of Japan have not always produced the desired
results. This paper surveys a new economic system which integrates economic activity
with the environment, and considers what direction Japan should take with regard to

political challenges and measures to combat global warming.
1. The Kyoto Protocol and the progress of global warming

(1) The spread of abnormal weather conditions and their effects on society

In 2004 the Japanese archipelago was battered by 10 typhoons, the largest number ever
observed in a single year. These typhoons caused major damage across Japan. The USA
was also struck by a number of giant hurricanes in 2004, and in 2005 New Orleans
suffered a direct hit from Hurricane Katrina, which caused record levels of damage.
Although a causal relationship between global warming and the increasing incidence
and strength of these hurricanes and typhoons has yet to be scientifically established,
many worry that these phenomena are one manifestation of the onset of global
warming.

In 2004 the insurance paid out to cover damage due to natural disasters such as
typhoons and severe rain in Japan exceeded 550 billion yen—more than ten times the
amount paid out in a normal year. Moreover, it is estimated that hurricane Katrina did
over 14 trillion yen’s worth of damage. According to the United Nations Environment
Programme, payments on insurance claims worldwide for damage caused by abnormal

weather in the 1990s were over 14 times the amount paid in the 1960s.

(2) Causes of disruption in the near future
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Although global warming will affect people in a variety of ways, it is forecast that one
of the most significant effects will be on world food production. According to
predictions made using the AIM model developed by researchers in Japan, by 2100
advances in global warming will cut production of winter wheat in India (which is a
major producer) by 55 percent. Predictions such as this are making it increasingly
obvious that it will not be possible to avoid drastic effects on food supply and demand.

Furthermore, joint research by the University of Tokyo and the National Institute
for Environmental Studies predicts that if current trends continue there will be a rise in
the number of days per year with temperatures exceeding 30 degrees Celsius from the
current level of around 50 to approximately 100 by 2060. This will bring with it serious
problems both for peoples’ health and for the ecosystem.

(3) Civilization and the environment as seen in the collapse of the culture of Easter Island

The Easter Island civilization flourished on a single island in the South Pacific from the
fifth century AD onwards. This culture, known for its unique giant stone statues,
reached its peak in the mid-sixteenth century, at which time the population is estimated
to have numbered around 7,000. Research by archeologists has clearly established that
loss of trees and deterioration in the soil due to deforestation brought about by the rise
of the civilization on Easter Island brought with it a serious food shortage. Violent tribal

warfare ensued and within 150 years society collapsed.

In historical terms Easter Island was not an exceptional case. Research has shown that
one of the oldest cultures, the Sumerian civilization in Mesopotamia, and the succession
of the so-called Mediterranean civilizations of Crete, Greece, and Rome all experienced
degradation of the environment in which they grew up, which partially contributed to
their decline. In all the examples given, except for Easter Island, civilizations rose again
when people moved to other areas that were rich in resources. In the case of Easter
Island, however, these events occurred on a single island surrounded by sea, which
threw the collapse of the civilization into sharp relief.

This example demonstrates both that degradation of the environment fundamental to
human existence is a potential factor in the collapse of civilizations and that
constructing social systems to prevent such occurrences is exceedingly difficult. If one
thinks of global warming as it is occurring on an Earth that can be likened to an island
floating in space, one cannot fail to become profoundly aware that there are few

grounds for optimism over the situation confronting modern society.

(4) Japan’s achievements with regard to the objectives of the Kyoto Protocol

30/ 193



What of the emissions reduction commitment Japan has made to the international
community? Japan committed to achieve a 6 percent reduction in emissions compared

to 1990 levels over the course of the Kyoto Protocol’s first target period, 2008—-2012.
Despite the fact that Japan should be approaching a 6 percent reduction in fiscal 2004, it

has actually experienced an increase of 8 percent. When the various sectors are
examined separately, it becomes apparent that industry is moving sideways, while the
commercial and residential spheres continue to see increases, even now. If these trends
continue, Japan will have to face up to the fact that meeting the targets set by the Kyoto

Protocol will be very difficult.
2. The road to an economic system unifying the economy and the environment

(1) Constructing a system based on administration

Prompted by the movement towards solving environmental problems that emerged at
the 1992 Earth Summit in Rio de Janeiro, in 1993 Japan repealed the Environmental
Pollution Prevention Act, which had been at the core of its environmental
administration, and enacted the new Basic Environmental Law. The goal of this law was
to create a healthy economy with minimal impact on the environment, and it made clear
that environmental administration should fundamentally be carried out with a view to
unifying environmental and economic needs. This basic law also formed the foundation
for the enactment of a number of other laws, including the Law Concerning the

Promotion of Measures to Cope with Global Warming.
(2) Fundamental understanding and efforts by industry

In the industrial arena, the Japan Business Federation was formed in 2002, and
immediately announced its new vision: “Japan as it Should Be in the Twenty-First
Century.” On the economic front, there were three main aspects to this vision. The first,
the “Environmental Nation,” proposed the transfer of environmental technologies and
business models around the world, and the creation of global standards. This was in
accord with the thinking behind the Basic Environmental Law, and was regarded as

highly innovative.

Japan has more organizations that have received certification under the ISO14001
environmental management system than any other country, and deserves praise for the
many businesses that are making considerable efforts in the areas of water, waste, and

atmospheric environmental controls.

(3) China’s efforts towards construction of a recycling economy
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With its economy growing rapidly, China has experienced a sharp rise in ISO14001
certification in recent years. The background to this trend is that the Chinese
government recognizes that the construction of a recycling economy that features
energy conservation and the efficient use of resources is essential if it is to catch up with
other nations that have enjoyed sustained economic growth. Thus, it is beginning to
search in earnest for ways to achieve this. China’s leaders are aware of the change in
patterns of economic expansion away from previous patterns of increased investment in
resources and energy, as occurred in developed countries. New patterns of expansion
must rely on greater resource and energy efficiency and be more in harmony with the
flow of natural ecosystems. Although the results cannot yet be said to be sufficient,
trends in China such as this one will have a large effect on global sustainability and may
lead to further initiatives in the future.

(4) Four-point plan for unifying economic and environmental needs

What kind of society would it be if economic and environmental needs were aligned?
Unfortunately, it appears that at present, no one has a complete and clear vision of how
such a society would look, or of how to attain such a social structure. However, the
book Natural Capitalism, by Paul Hawkins, Amory Lovins and L. Hunter Lovins, which
was published in 1999 and appeared in Japanese in 2001, presents an idea of how such a
society would appear overall. This book sums up the basis for such a society in four
areas: fundamental improvements in resource productivity, imitation of natural
mechanisms (bio-mimicry), an economy based on the consumption of value through
services, and re-investment in natural capital. The book introduces many examples of
business initiatives that have been successful, both in terms of economic returns and in
terms of environmental protection through activities in accord with the four points
mentioned.

The wonderful thing about this concept is that in a society where economic and
environmental needs are unified, the more the economy grows, the better the
environment becomes. Moreover, in such circumstances improvements to the
environment stimulate economic growth, raising the prospect of a positive cycle of
reinforcement between the economy and the environment. The construction of such a
society will for the first time enable humanity to overcome its history of breakdowns in
civilization in the manner of Easter Island, allowing us to claim that we have achieved a

social system that has averted human disaster on a global scale.

(5) The role of citizens, businesses, and administration in transforming socio-economics
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Nevertheless, a conscious effort is required if we are to make the transition to the
society mentioned above from our current socio-economic system. The author believes
that there are three major facets to this transition: (1) a change in consciousness and
values, (2) the development and spread of innovative technology, and (3) a change in
social systems. The change in consciousness and values referred to in (1) requires a
change in the value system that dictates, for example, that the rich and powerful should
ride in large cars that consume a great deal of energy. The technological innovation
referred to in (2) requires the mass production of advanced technologies such as the
Toyota Prius and other hybrid vehicles, which inspire people. Lastly, the changes in the
social system referred to in (3) require the implementation of new rules and systems,
such as tax structures that genuinely influence market economics.

NGOs and the general public should take the lead in instigating the changes in social
consciousness and values in (1), with industry assuming a similar role in technological
innovation in (2), and administration taking responsibility for the change in social
systems described in (3). It is to be hoped that these three areas will affect each other

positively as progress is made.

3. Choices for the international community in pursuit of the goals of the Kyoto
Protocol

(1) The state of goal-oriented initiatives in each country

At the beginning of this paper it was stated that Japan’s measures to counteract global
warming have not always produced the expected results. How do Japan’s efforts
measure up against initiatives in other countries? One current initiative aimed at
achieving the goals of the Kyoto Protocol is the full-blown attempt being made by the
EU to operate a carbon dioxide emissions trading system, which commenced in January
2005. In Europe in the early 1990s, the Netherlands and Scandinavian countries
introduced the first carbon taxes in the world. Recently, other leading nations such as
Germany and the UK introduced various carbon taxes and other collaborative
agreements between government and industry. At present, the EU is adding an
emissions trading system to these efforts, and initiatives are proceeding based on a mix
of policies. Each of these initiatives is characterized by the fact that it is geared to the
workings of market mechanisms.

Kyoto Protocol-related initiatives in Japan include efficiencies in energy use
achieved through the enactment of energy conservation laws, and the application of
methods such as the Top Runner System to develop more energy-efficient products.

However, Japan has yet to follow Europe’s lead in implementing full-blown initiatives
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that make use of market mechanisms. Despite all the attempts that have been made over
the past two years to introduce a system of carbon taxes in Japan, they have yet to come

to fruition.

(2) The current state of Japanese industry and its slow progress to come up with

measures to combat global warming

According to the Kyoto Protocol Target Achievement Plan, sectors such as the
manufacturing industry must cut carbon dioxide emissions by an additional 8 percent in
order for Japan to meet its targets. However, is this really possible at a time when Japan
harbors genuine expectations of an economic recovery? Aware of these issues, in 2005
the author and other researchers carried out research into the economic aspects of
measures to combat global warming. The results showed that although many businesses,
including smaller enterprises, have implemented measures to reduce emissions of
carbon dioxide, only 20 percent of these businesses have actually set targets and
attempted to cut emissions in a controlled manner. Furthermore, while some businesses
have implemented energy-conservation measures of some description, most of these
attempts have been limited to initiatives that enable the business to recover its
investment within a comparatively short time. Moreover, few businesses are aware of
factors such as the cost of cutting emissions, and even among organizations that keep
track of the cost of cutting emissions, few organizations understand strictly defined
marginal abatement costs.

In some ways, this is a logical and almost natural state for corporate activity in Japan,
which has not placed an explicit cost on carbon dioxide emissions. It is predicted that if
the current situation continues it will be difficult for industry as a whole to achieve any
further reductions in greenhouse gas emissions. The author and others believe that these
circumstances indicate that the time has come to implement real economic measures
that utilize market mechanisms. Steps such as these may be expected as
countermeasures in the consumer sector, which is experiencing a steady rise in
greenhouse gas emissions, as well as in the industrial sector.

The author is among those who believe that implementing such measures will require
bold schemes like Germany’s tax reforms, which use carbon tax revenues to reimburse

business for part of its share of social security payments.
(3) Two schools of thought on measures to combat global warming

With regard to initiatives aimed at halting global warming, two schools of thought have

emerged, adherence to which appears to depend significantly on national and industrial
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affiliation. One regards countermeasures as an opportunity, while the other regards them

as a burden that must be shouldered.

For the former, the implementation of economic measures such as an environmental tax
(carbon taxes) and a domestic emissions cap-and-trade system actively stimulate
technological innovation and the move to a “de-carbonized” lifestyle. In addition to
making it possible to achieve the goals of the Kyoto Protocol, such measures strengthen
the international competitiveness of the country in the medium-to-long term. The latter
school of thought sees major changes to the current social system and manufacturing
and consumption frameworks as undesirable. Its thinking is that it is better to maintain
the status quo, spending as little as possible on the reduction of greenhouse gas
emissions and purchasing emissions rights as cheaply as possible from foreign nations
when one’s own allocations are insufficient. To clarify, the author believes that the
current stance of the EU is comparatively close to the first school of thought, and that
recently attitudes in China have also come to approximate to this position. Conversely,
the stance of the USA appears to be close to the second school of thought. It is the
opinion of the author that, in light of predictions for a move to a future society that is
not dependent on oil, Japan must take the position that measures to combat global

warming represent a chance for a transition to a new social economy.

(4) Global governance and moving beyond the Kyoto Protocol

The COP/MOP conference saw the beginning of discussion on a post-Kyoto Protocol
framework; however, progress has been exceedingly difficult. Systems are being created
that will average the costs of reducing greenhouse gas emissions for each country in a
manner similar to the mechanisms of the Kyoto Protocol. The current methods
employed involve allocating clearly defined reductions in greenhouse gas emissions to
each country and region, and then attempting to achieve them. It will probably be very
difficult politically to gain consent for such methods from any nation—including
developing countries—for the planned second period, which begins in 2013.

Regardless of the method used, it is naturally vital that all countries act together to
solve problems by implementing measures in a unified and systematic manner, working
under a shared set of rules for the international community established with the
cooperation and formal diplomatic consent of each country involved. The future efforts
needed to achieve such integration must not be neglected. Nevertheless, as mentioned
previously, in addition to implementing these kinds of changes in our social systems
and rules, we must also change our consciousness and values, and achieve new

advances in technology if we are to change society as it is today. On this front,
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innovative activities carried out by citizens, NGOs, and business have used means such
as the Internet and the marketplace to circumvent national boundaries, and performed as
a new element in a form of global governance that shows significant promise as a way
to lead the world to the creation of a new social economy in which the needs of the

environment are aligned with those of the economy.
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Remarks on U.S. Climate Policy at ITPS International Symposium
Tuesday, October 31, 2006
By
Joyce Rabens
Minister-Counselor for Environment, Science and Technology Affairs
American Embassy, Tokyo, Japan

I am honored to have the opportunity to explain the United States’ position on climate
change, one of the most important issues facing the world today. The United States
participates actively in the United Nations Framework Convention on Climate Change
(UNFCCC). Although we are not party to the Kyoto Protocol, we are committed to
cooperation with our international partners. While we sometimes differ on the best way
to address climate change, we do not question the need to address it - as the examples I
will provide make clear.

The U.S. government’s climate strategy is based on the premise that the marketplace will
be an essential part of the solution to global warming. Efforts to combat climate change
must go hand in hand with steps to reduce global poverty and advance economic growth
throughout the world. Our approach is to encourage industry, research institutes, NGOs
and others to develop new clean energy technologies. The U.S. invests $3 billion
annually on research and development for renewable energy.

DOMESTIC EFFORTS

So, how does this approach translate into actions that the United States is taking
domestically? Our domestic activities on controlling greenhouse gas emissions have
been guided by a comprehensive national strategy since 2002, but we continue to
supplement it with initiatives like the Energy Policy Act of 2005, and this year’s
Advanced Energy Initiative.

The Energy Policy Act of 2005 is a landmark law that will strengthen America's
electrical infrastructure, reduce its dependence on foreign sources of energy, increase
conservation, and expand the use of clean renewable energy. It will also provide tax
credits for hybrid and fuel cell vehicles, for residential solar heating, and for alternative
energy sources like wind and biomass, along with other incentive programs to help
Americans generate less greenhouse gas emissions in their daily lives. These incentives
will amount to over $11.5 billion through the year 2015.

The Advanced Energy Initiative, introduced in January, focuses mainly on energy
security — specifically, breaking America’s dependence on foreign oil. But it will also
speed the development of clean energy technologies to cut back greenhouse gas
emissions from our homes and our businesses, and especially our automobiles. The
Advanced Energy Initiative will accelerate research in clean coal technology, clean and
safe nuclear energy, revolutionary solar and wind technology, and a host of auto fuel
technologies to move us beyond the petroleum economy.
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Additionally, the U.S. is now seeing significant climate change efforts at the state and
local level. In late 2005, seven states in the northeastern U.S. established the Regional
Greenhouse Gas Initiative, a market-based program for curbing emissions with a "cap
and trade" system which is designed to cut power plant emissions 10% by 2019. And
California, which has a long history of environmental leadership, has now passed
legislation to cut all greenhouse gasses 25% by 2020, and 80% below 1990 levels by
2050.

INTERNATIONAL EFFORTS

In addition to our domestic efforts on global warming, the United States is also active
internationally. Even though we are not part of the Kyoto Protocol, we are very much a
participant, and a leader, in international cooperative efforts on climate change. Last year
witnessed two landmark events: the 2005 G8 Summit in Scotland, and the Montreal
Conference of Parties to the UNFCCC. In July, President Bush, Prime Minister Koizumi,
and the other G8 Leaders agreed on a far-reaching "Gleneagles Plan of Action" to speed
the development and deployment of clean energy technologies to address climate change.
This will be an important element in a new phase of global cooperation on climate that
puts debate over the Kyoto Protocol behind us.

We are also pleased with the success of the UN climate conference last December in
Montreal. There, the U.S. played a leading role in shaping outcomes on adaptation,
science, and technology transfer. We worked productively with other delegations to
advance cooperation and place climate change actions into a broad sustainable
development context, as called for at the 2002 World Summit in Johannesburg. We
believe the goals of poverty reduction, energy security, and climate change are
inextricably connected. Energy is a key force behind economic development, and new
clean energy technology is essential for that development to be sustainable. As we
develop new technologies, we must also find ways to transfer them to the developing
world for them to be effective.

The foundations of our international efforts on climate change are 15 bilateral
partnerships and six multilateral partnerships that we have initiated. I would like to
mention a few of them briefly.

The goal of the International Partnership for a Hydrogen Economy (IPHE) is to work
with 16 partner countries and industry to move towards a clean, hydrogen economy. The
U.S. is providing $1.7 billion over five years to this effort.

Given the reality that we will still depend on fossil fuels for some time, we are also
leading the Carbon Sequestration Leadership Forum (CSLF). This 20-nation
partnership will develop cost-effective technologies to separate and capture carbon at the
power plant or other source, and then store it safely in geologic formations or elsewhere.

And the Methane to Markets Partnership, which we launched with 15 other countries
(including European Union members) in November 2004, will cooperate to find methods
to capture methane and use it as an energy source, rather than release it into the
atmosphere.

39 /193



The two latest international partnerships we have initiated are the Asia Pacific
Partnership on Clean Development and Climate and the Global Nuclear Energy
Partnership.

The Asia-Pacific Partnership on Clean Development and Climate (or APP) is a
multilateral public-private partnership to enhance energy security, promote economic
growth, and reduce greenhouse gasses. The six member countries (the U.S., Japan,
Australia, China, India, and South Korea) account for about half the world’s economy,
consume about half the world’s energy, and so produce about half the world’s greenhouse
gas emissions. The APP is not an alternative to the Kyoto Protocol. Indeed, it
complements the Protocol by focusing on voluntary, practical measures we can take to
create investment opportunities, build local capacity, and remove barriers to the transfer
of cleaner, more efficient technologies. As a founding member, Japan has technical
expertise that will be great benefit to the APP, and especially to China and India. And
Japan has already shown great leadership through its chairing of the APP’s steel and
cement taskforces, whose practical, project-oriented action plans were accepted at the
APP meeting in Seoul just this month. The Bush Administration is very excited about the
potential of the APP, and has asked the Congress for $52 million for fiscal 2007 to
support its work.

The last partnership I want to mention is the Global Nuclear Energy Partnership. Itis
a comprehensive strategy to expand emissions-free nuclear energy worldwide by
demonstrating and deploying new technologies to recycle nuclear fuel and minimize
waste. Nuclear energy can be safe, environmentally clean, reliable, and affordable.
Through this Partnership, the United States will work with other nations possessing
advanced nuclear technology to develop and spread new recycling methods so that
developing countries can reap its benefits.

Before concluding, I want to stress the importance of Japan-United States cooperation on
climate. The U.S. and Japan have one of the largest and most active cooperative climate
science and clean energy technology programs in the world. Our scientists have fruitful
collaborations with Japanese researchers on earth observations, climate modeling, and
species and eco-system response to changing climate. Japan and the United States
continue to lead the world in developing new technologies for a more climate friendly
future and in monitoring global change. We look forward to continued close cooperation
with Japan on a long-term, global solution to climate change.

CONCLUSION

In closing, I would like to reiterate that the United States takes climate change seriously,
and is working hard to address it. We are reaching out internationally, especially to key
partners like Japan. Achieving a meaningful solution requires policies and programs that
reduce pollution and improve energy security, doing so in a way that promotes economic
development. A healthy climate, a growing world economy, and a steady reduction in
poverty are goals that are mutually reinforcing, rather than mutually exclusive. We will
stay committed to advancing the science of climate change, and to developing the new
science and technology needed to solve the problem. Thank you again.

4
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Global Climate Change: Science and Negotiation®
By
Mozaharul Alam
Research Fellow, Bangladesh Centre for Advanced Studies (BCAS), and
International Fellow, International Institute for Environment and
Development (IIED)

Increasing scientific evidence of human interference with the climatic system coupled
with growing public concern over global environmental issues pushed climate change
onto the higher political agenda in the mid-1980s. Scientific assessment of climate
change science, impacts, adaptation and vulnerability has played important role in
framing convention on climate change and established different scientific groups
under convention and protocol. Scientific assessment is broadening area of activities
and plying significant role in climate change negotiations while also receiving request
from parties to do more scientific analysis and assessment to facilitate negotiation.

The United Nations Framework Convention on Climate Change (UNFCCC) and Kyoto
Protocol (KP) have recognized both mitigation and adaptation as response measures
to the problem of anthropogenic climate change. Reduction of greenhouse gases
which known as "“mitigation” is the key measure to address the root cause of
anthropogenic climate change where scientific knowledge and technologies of north
are dominating. Activities related to cope with adverse effect of climate change
including variability and extreme events known as “adaptation” is context specific
and therefore same approach and technology will not be applicable for all. This is
gradually being accepted both by scientific and negotiating communities. It is
expected that the Forth Assessment Report will bring more evidence of climate
change impacts and adaptation will get more prominence in the negotiations.

The Framework Convention and Kyoto Protocol have established a series of
institutions and bodies to govern, manage and support negotiations on climate
change. There are number of areas and issues of governance under the United
Nations Framework Convention of Climate Change and Kyoto Protocol such as
capacity of negotiating blocks, transfer of technologies, equity, funding, fund
management etc. This paper gave an overview of the convention, protocol, different
negotiating blocks as well as role of scientific assessment and information in framing
negations of climate convention and protocol as well as how negotiation facilitates
broadening scientific assessment and methodology development.

This Paper is Prepared Based on "A Guide to the Climate Change Process” Prepared by Joanna
Depledge, Published by UNFCCC Secretariat, and Different Decisions of the Conference of the
Parties.
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1. Introduction

Climate of the World has always varied naturally. It has experienced warm and ice
ages in the past but concentration of carbon dioxide in the atmosphere was never
above 300 ppmv. The vast majority of the scientists now believe that rising
concentrations of greenhouse gases in the atmosphere overriding natural variability
and leading to irreversible climate change. Increasing scientific evidence of human
interference with the climatic system coupled with growing public concern over global
environmental issues pushed climate change onto the higher political agenda in the
mid-1980s. Recognizing the needs of policy-makers for authoritative and up-to-date
scientific information, the World Meteorological Organization (WMO) and the UN
Environment Programme (UNEP) established the Intergovernmental Panel on Climate
Change (IPCC) in 1988. Following a proposal by the Government of Malta, Climate
Change for the first taken by the UN General Assembly in 1988 and adopted
resolution 43/53 of 6 December 1988 on the “Protection of the Global Climate for
Present and Future Generation of Mankind”.

In response to the findings of IPCC First Assessment Report and Ministerial
Declaration of Second World Climate Conference, UN General Assembly adopted
resolution 45/212 of 21 December in 1990 and established an Intergovernmental
Negotiating Committee (INC) for negotiating a framework convention on climate
change. The Intergovernmental Negotiating Committee adopted by consensus the
United Nations Framework Convention on Climate Change on 9 May 1992. The
convention was opened for signature at the UN Conference on Environment and
Development (UNCED) in Rio de Janeiro, Brazil, on 4 June 1992 and came into force
on 21 March 1994. Today 186 governments are Parties to the Convention.

1.1. The Framework Convention on Climate Change

The “ultimate objective” of the UN Framework Convention on Climate Change
(UNFCCQ) is stabilization of greenhouse gas concentrations in the atmosphere at a
level that would prevent dangerous anthropogenic interference with the climate
system. Such a level should be achieved within a time-frame sufficient to allow
ecosystems to adapt naturally to climate change, to ensure that food production is
not threatened and to enable economic development to proceed in a sustainable
manner. The Framework Convention does not specify such “level of GHG
concentration” and “dangerous anthropogenic interference” is also undefined.
Timeframe for stabilization is also undefined in the convention. In order to achieve
ultimate objective of the convention, all countries have a general commitment to
address climate change, adapt to its effects, and report on the action they are taking
to implement the convention.

Considering historical emission of greenhouse gases, and financial and institutional
capacity to address climate change, parties are divided into two groups i.e. Annex-I
Country Parties (listed in the Annex-I of the convention) and other countries not
listed in the Annex-I, known as Non-Annex-I country Parties. The per capita emission
of the Annex-I Country Parties is higher than the developing country parties.
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1.2. Principles of the Convention

1. The Parties should protect the climate system for the benefit of present and future
generations of humankind, on the basis of equity and in accordance with their
common but differentiated responsibilities and respective capabilities. Accordingly,
the developed country Parties should take the lead in combating climate change and
the adverse effects thereof. This principle does not preclude developing country and
first growing economy not to take any measure in combating climate change.

2. The specific needs and special circumstances of developing country Parties,
especially those that are particularly vulnerable to the adverse effects of climate
change, and of those Parties, especially developing country Parties, that would have
to bear a disproportionate or abnormal burden under the Convention, should be
given full consideration. The special circumstances of developing country Parties is
defined under article 4.8 and 4.9.

3. The Parties should take precautionary measures to anticipate, prevent or minimize
the causes of climate change and mitigate its adverse effects. Where there are
threats of serious or irreversible damage, lack of full scientific certainty should not be
used as a reason for postponing such measures, taking into account that policies and
measures to deal with climate change should be cost-effective so as to ensure global
benefits at the lowest possible cost. To achieve this, such policies and measures
should take into account different socio-economic contexts, be comprehensive, cover
all relevant sources, sinks and reservoirs of greenhouse gases and adaptation, and
comprise all economic sectors. Efforts to address climate change may be carried out
cooperatively by interested Parties.

4. The Parties have a right to, and should, promote sustainable development. Policies
and measures to protect the climate system against human-induced change should
be appropriate for the specific conditions of each Party and should be integrated with
national development programmes, taking into account that economic development
is essential for adopting measures to address climate change. This principle is
leading the concept of mainstreaming, widely talked inside and outside the
convention, climate change into development activities.

5. The Parties should cooperate to promote a supportive and open international
economic system that would lead to sustainable economic growth and development
in all Parties, particularly developing country Parties, thus enabling them better to
address the problems of climate change. Measures taken to combat climate change,
including unilateral ones, should not constitute a means of arbitrary or unjustifiable
discrimination or a disguised restriction on international trade.

1.3. The Kyoto Protocol

The First Session of the Conference of the Parties to the United Nations Framework
Convention on Climate Change reviewed Article 4, paragraph 2(a) and (b), of the
Framework Convention on Climate Change and concluded that commitment of the
Annex-I Country Parties under these subparagraphs are not adequate. Decision
1/CP.1 entitled “The Berlin Mandate: Review of the adequacy of Article 4, paragraph
2(a) and (b), of the Convention, including proposals related to a protocol and
decisions on follow-up”, by which it agreed to begin a process to enable it to take
appropriate action for the period beyond 2000 through the adoption of a protocol or
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another legal instrument at its third session. After an intense negotiation, Third
Session of the Conference of the Parties to the UNFCCC has adopted Kyoto Protocol
which is legally binding target to limit or reduce greenhouse gas emission. It targets
to cut 5.2 percent from 1990 levels in the period 2008-2012, known as first
commitment period.

The Kyoto Protocol established three mechanisms to help Annex-I Country Parties to
fulfil their commitment in more cost effective manner. These are a) Joint
Implementation (JI), b) Clean Development Mechanism (CDM), and c) Emission
Trading (ET). Kyoto Protocol entered into force on February 16, 2005, which took
more than seven years of intense negotiations and compromise in its effectiveness.

2. The Institutions

The Framework Convention and Kyoto Protocol have established a series of
institutions and bodies to govern, manage and support negotiations on climate
change. Key bodies are a) Intergovernmental Negotiating Committee (INC),
Conference of the Parties, c) The Subsidiary Bodies, d) Bureaux, e) Financial
Mechanism, f) Intergovernmental Panel on Climate Change, e) Meeting of the Parties,

2.1. The Intergovernmental Negotiating Committee

The Intergovernmental Negotiating Committee (INC) met five times to negotiate
Framework Convention on Climate Change including a resumed fifth session in May
1992 at which the Framework Convention was adopted. The INC met a further six
times after the adoption of the Convention to prepare for the first session of the
Conference of the Parties (COP). The INC developed recommendations for decisions
on the implementation of the Convention to he taken at COP1, including on the
financial mechanism, reporting obligations and the adequacy of commitments. The
INC met for the last time in February 1995 before handing over the results of its
work to COP1.

2.2. The Conference of the Parties

The Conference of the Parties (COP) is the “Supreme Body” of the Convention having
highest level of decision making authority. It is an association of all the countries
that have ratified or acceded to the Convention. The COP is responsible for keeping
international efforts to address climate change on track. It reviews the
implementation of the Convention and examines the commitments of the Parties in
light of the Convention’s Objective, new scientific findings and experience gained in
implementing climate change policies. A key task for the COP is to review the
National Communications submitted by Parties.

The Conference of the Parties meets every year unless the parties decide otherwise.
So far twelve times including second part of the sixth session. The twelve session of
the Conference of the Parties will be held in Nairobi, Kenya during 6-17 November
2006. The convention COP will serve as the “Meeting of the Parties (MOP)” to the
Kyoto Protocol. This body known by the acronym COP/MOP and will meet during the
same period of the COP. The firs session of the COP/MOP held in Montreal in 2005
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and taken a number of very good decisions. The Second Session of the Meeting of
the Parties will be held in Nairobi, Kenya in November 2006.

2.3. The Subsidiary Bodies

The First Session of the Conference of the Parties to the UN Framework Convention
on Climate Change (UNFCCC) established two standing “subsidiary bodies” i.e.
Subsidiary Body for Scientific and Technical Advise (SBSTA) and the Subsidiary Body
for Implementation (SBI). These bodies give advice to the COP and each has specific
mandate.

The SBSTA serves as the link between the scientific information provided by the
expert sources such as Intergovernmental Panel on Climate Change (IPCC) as well as
policy oriented information needs of the parties. The SBSTA closely works with the
IPCC and sometimes requesting specific studies from it.

The SBI helps with the assessment and review of implementation of the Convention.
It plays a key role in examining the National Communications and Emission
Inventories submitted by the Parties and also provides advice to the COP on financial
mechanism. It also provides advice on administrative and budgetary matters.

The SBSTA and SBI work together on cross-cutting issues that touch on both their
area of expertise. These include different mechanisms under the Protocol,
compliance, capacity building and the vulnerability of the developing countries to
climate change and to mitigation measures.

The subsidiary bodies are open to participation by all Parties to the Convention, and
governments often send representatives who are experts in the fields of the
respective bodies. The SBSTA and SBI meet in parallel at least twice a year. The
Kyoto Protocol make use of the SBSTA and SBI of the convention but only Parties to
the Protocol has right to take decisions on Protocol Maters.

2.4. Ad-hoc Group on Berlin Mandate (AGBM)

The First Session of the Conference of the Parties to the UNFCCC established the Ad-
hoc Group on Berlin Mandate (AGBM) to conduct discussion that lead to the adoption
of a protocol or another legal instrument. It met eight times including a resumed
eight session on the eve of the COP3. Decision 1/CP.1, agrees to begin a process to
enable it to take appropriate action for the period beyond 2000, including the
strengthening of the commitments of the Parties included in Annex I to the
Convention (Annex I Parties) in Article 4, paragraph 2(a) and (b), through the
adoption of a protocol or another legal instrument.

2.5. Bureaux

The work of the COP and each Subsidiary body is guided by a Bureau, elected by
Parties to the Convention at the beginning of each session of the COP. To ensure
continuity, the elected Bureaux serve not only at sessions of the COP and subsidiary
bodies but during inter-sessional periods as well.
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The COP Bureau consists of 11 members: two are nominated by each of the five UN
regional groups and one place is reserved for a representative of small island
developing states. The members include the COP President, seven Vice-Presidents,
the Chairpersons of the two subsidiary bodies, and a Rapporteur. The position of COP
President is typically held at ministerial level. He or she is responsible for presiding
over the work of the COP and facilitating agreement among Parties. The Vice-
Presidents provide support to the President and may be called upon to consult on
specific issues. The Rapporteur is responsible for the report on the session.

The positions of the President and the Rapporteur are formally required to rotate
among the five UN regional groups, while the positions of the subsidiary body
Chairpersons are subject to an informal rotation. The Bureau is elected for one year,
although its members may be re-elected for a second term.

The Bureaux of the SBSTA and the SBI consist of a Chairperson, a Vice-Chairperson
and a Rapporteur, who perform similar functions to their counterparts on the COP
Bureau and usually serve for two years.

The COP, SBSTA and SBI Bureaux also serve the Protocol, but only members
representing Parties to the Protocol will be able to sit on the Bureaux when Protocol
issues are being discussed.

2.6. Consultative Group of Experts (CGE)

The Consultative Group of Experts on National Communications from Non-Annex I
Parties (CGE) was set up by COP 5 in 1999 to help improve the process of preparing
national communications from non-Annex I Parties under the Convention. It meets
twice a year, in conjunction with sessions of the subsidiary bodies, and also holds
workshops to gather regional expertise. It is composed of five experts from each of
the developing country UN regions (Africa, Asia, and Latin America and the
Caribbean), six experts from Annex I Parties, and three experts from organizations
with relevant experience.

At COP 7, the CGE was given an additional mandate to look at technical problems
and constraints that have affected the preparation of initial national communications
by those non-Annex I Parties that have not yet completed them. It was also asked to
provide input to the on-going review and improvement of the guidelines for the
preparation of non-Annex I Party national communications.

2.7. Least Developed Country Expert Group (LEG)

The objective of the least developed country expert group, established as part of the
Marrakesh Accords, is to provide advice to LDCs on the preparation and
implementation of national adaptation programmes of action. It is composed of 12
experts, including five from African LDC Parties, two from Asian LDC Parties, two
from small island LDC Parties, and three from Annex II Parties. In order to ensure
linkages between the LDC expert group and the CGE on adaptation issues, at least
one member of the LDC expert group from an LDC and one from an Annex II Party
are also members of the CGE. The LDC expert group meets twice a year.
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2.8. Expert Group on Technology Transfer (EGTT)

The central task of the expert group on technology transfer, launched by the
Marrakesh Accords, is to provide scientific and technical advice to advance the
development and transfer of environmentally friendly technologies under the
Convention. The expert group comprises 20 experts, including three developing
country members each from Africa, Asia and the Pacific, and Latin America and the
Caribbean, one member from the small island developing states, seven from Annex I
Parties and three from relevant international organizations. The expert group meets
twice a year, in conjunction with the subsidiary bodies, and reports to the SBSTA.

2.9. CDM Executive Board

The CDM executive board supervises the CDM under the Kyoto Protocol and prepares
decisions for the COP/MOP. It undertakes a variety of tasks relating to the day-to-
day operation of the CDM. The CDM’s executive board is made up of ten members,
including one from each of the five official UN regions, one from the small island
developing states, and two members each from Annex I and non-Annex I Parties.
When the Protocol enters into force, representatives from countries that have not
become Parties to the Kyoto Protocol will be replaced. Each member of the executive
board is accompanied by an alternate, from the same constituency. The executive
board was elected at COP 7, and held its first meeting after the close of the session
on 11 November 2001.

2.10. Compliance Committee

The Compliance Committee for the Kyoto Protocol established in COP/MOP1 held
Montreal in 2005. It functions through a plenary, a bureau, a facilitative branch and
an enforcement branch. The committee is made up of twenty members, with ten
serving in the facilitative branch and ten in the enforcement branch, each with an
alternate. The composition of each branch is the same as the CDM executive board,
that is, one member from each of the five official UN regions, one from the small
island developing states, and two members each from Annex I and non-Annex I
Parties.

2.11. Financial mechanism: Global Environment Facility

The Convention established a financial mechanism to provide funds on a grant or
concessional basis to help developing countries to implement the Convention and
address climate change. The Convention assigned the role of operating the financial
mechanism to the Global Environment Facility (GEF) on an interim basis and, in 1996,
COP2 adopted a memorandum of understanding with the GEF on their respective
roles and responsibilities.

The multi-billion-dollar GEF was established by the World Bank, UNEP and the UN
Development Programme (UNDP) in 1990 to fund certain developing country projects
that have global environmental benefits, not only in the area of climate change, but
also in biodiversity, protection of the ozone layer and international waters.
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2.12. Intergovernmental Panel on Climate Change

World Meteorological Organization (WMO) and UN Environment Programme (UNEP)
established the Intergovernmental Panel on Climate Change (IPCC) in 1988. It is not
an institution of the Convention but it provides important scientific input to the
climate change process. The current structure of the IPCC consists of three Working
Groups: Working Group I addresses the science of climate change; Working Group II
deals with impacts, vulnerability and adaptation; and Working Group III with
mitigation. The IPCC is best known for its comprehensive assessment reports,
incorporating findings from all three Working Groups, which are widely recognized as
the most credible sources of information on climate change.

The IPCC also carries out important work on methodologies for estimating and
reporting greenhouse gas emissions through its Task Force on Inventories. The IPCC
1996 Revised Guidelines for National Greenhouse Gas Inventories, for example, are
used by Parties to prepare their annual emission inventories. In addition, the IPCC
has developed “good practice guidance” to help Parties deal with data uncertainties
and support the use of good practice in the management of emission inventories.
Good practice guidance is currently being developed specifically for the LULUCF
sector. A contribution is made to the costs of the IPCC from the Convention’s
Programme Budget.

3. The Negotiating Blocks
3.1. The Parties

Each Party to the Convention is represented at sessions of the Convention bodies by
a national delegation consisting of one or more officials who are empowered to
represent and negotiate on behalf of their government.

Based on the tradition of the UN, Parties are organized into five regional groups,
mainly for the purposes of electing the Bureaux. These groups are: Africa, Asia,
Central and Eastern Europe, Latin America and the Caribbean states (GRULAC), and
the Western Europe and Others Group (WEOG) The “Others” in WEOG include
Australia, Canada, Iceland, New Zealand, Norway, Switzerland and the US, but not
Japan, which is in the Asian Group.

The five regional groups, however, are not usually used to present the substantive
interests of Parties and several other groupings are more important to the climate
negotiations.

Developing countries generally work through the Group of 77 and China to establish
common negotiating positions on issues of interest to them such as finance and
technology transfer. The G-77 was founded in 1964 in the context of the UN
Conference on Trade and Development (UNCTAD) and now functions throughout the
UN system, comprising over 130 members. The country holding the Chair of the G-
77 in New York (which rotates every year) often speaks for the G-77 and China as a
whole. However, because the G-77 and China is a diverse group with differing
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interests on climate change issues, individual developing countries also intervene in
debates, as do groups within the G-77, such as the African UN regional Group, the
Alliance of Small Island States and the group of Least Developed Countries.

The Alliance of Small Island States (AOSIS) is a coalition of some 43 low-lying and
small island countries, most of which are members of the G-77, that are particularly
vulnerable to sea-level rise. The AOSIS countries are united by the threat that
climate change poses to their survival, and frequently adopt a common stance in
negotiations. They were the first to propose a draft text during the Kyoto Protocol
negotiations, calling for cuts in carbon dioxide emissions of 20% from 1990 levels by
2005.

The 48 countries defined as Least Developed Countries by the UN regularly work
together in the wider UN system. They have now become increasingly active also in
the climate change process, often working together to defend their particular
interests, for example, with regard to vulnerability and adaptation to climate change.

The members of the European Union meet in private to agree on common positions
for the negotiations. The country that holds the EU Presidency - a position that
rotates every six months - then speaks for the European Community and its member
states. As a regional economic integration organization, the European Community
itself can be, and is, a Party to the Convention. However, it does not have a separate
vote from its members.

The Umbrella Group is a loose coalition of non-EU developed countries, which formed
following the adoption of the Kyoto Protocol. Although there is no formal list, the
Group is usually made up of Australia, Canada, Iceland, Japan, New Zealand, Norway,
the Russian Federation, Ukraine and the US. The Umbrella Group evolved from the
JUSSCANNZ group, which was active during the Kyoto Protocol negotiations
(JUSSCANNZ is an acronym for Japan, the US, Switzerland, Canada, Australia,
Norway and New Zealand).

Several other groups also work together in the climate change process, including
countries from the Organization of Petroleum Exporting Countries (OPEC). States
that are not Parties to the Convention (of which there are now only a few) may
attend sessions of the COP and subsidiary bodies as observers.

3.2. Observer organizations and Media

Several categories of observer organizations also attend sessions of the COP and its
subsidiary bodies. These include representatives of United Nations secretariat units
and bodies, such as UNDP, UNEP and UNCTAD, as well as its specialized agencies
and related organizations, such as the GEF and WMO. Observer organizations also
include intergovernmental organizations (IGOs), such as the OECD and its
International Energy Agency (IEA), along with non-governmental organizations
(NGOs). Accredited representatives of the media may also attend sessions of the
COP and subsidiary bodies as observers.
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4. Science and Negotiations

Scientific assessment of climate change science, impacts, adaptation and
vulnerability has played important role in framing convention on climate change and
established different scientific groups under convention and protocol. Scientific
assessment is broadening area of activities and plying significant role in climate
change negotiations while also receiving request from parties to do more scientific
analysis and assessment to facilitate negotiation.

4.1. What is Climate and Climate Change?

Climate refers to long term, generally 30 years or more, average condition of
weather (temperature, rainfall, humidity, sunshine hours etc.) over a region. Climate
change refers to changes in long-term trends in the average climate, such as
changes in average temperatures, rainfall etc. In IPCC usage, climate change refers
to any change in climate over time, whether due to natural variability or as a result
of human activity. In UNFCCC usage, climate change refers to a change in climate
that is attributable directly or indirectly to human activity that alters atmospheric
composition of the global atmosphere and which is in addition to natural climate
variability observed over comparable time periods.

"Adverse effects of climate change" means changes in the physical environment or
biota resulting from climate change which have significant deleterious effects on the
composition, resilience or productivity of natural and managed ecosystems or on the
operation of socio-economic systems or on human health and welfare.

"Climate change" means a change of climate which is attributed directly or indirectly
to human activity that alters the composition of the global atmosphere and which is
in addition to natural climate variability observed over comparable time periods.

4.2. Scientific Assessment and Decision Making

Increasing scientific evidence of human interference with the climatic system coupled
with growing public concern over global environmental issues pushed climate change
onto the higher political agenda in the mid-1980s. The First Assessment Report in
1990 helped launch negotiations on the Convention. The 1995 Second Assessment
Report, in particular its statement that “the balance of evidence suggests ... a
discernible human influence on global climate”, galvanized many governments into
intensifying negotiations on what was to become the Kyoto Protocol. The Third
Assessment Report, released in 2001, confirmed the findings of the Second
Assessment Report, providing new and stronger evidence of a warming world. A
Fourth Assessment Report is under preparation will be launched available in 2007.

The First Session of the Conference of the Parties (decision 1/CP.1) agrees to begin a
process to enable it to take appropriate action for the period beyond 2000 through
the adoption of a protocol or another legal instrument. It has also agreed that the
process will be carried out in the light of the best available scientific information and
assessment on climate change and its impacts, as well as relevant technical, social
and economic information including reports of the Intergovernmental Panel on
Climate Change.
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The protocol proposal of the Alliance of Small Island States (AOSIS), which contains
specific reduction targets and was formally submitted in accordance with Article 17 of
the Convention, along with other proposals and pertinent documents, should be
included for consideration in the process.

Decision 4/CP.1 also decided that the Guidelines for National Greenhouse Gas
Inventories and Technical Guidelines for Assessing Climate Change Impacts and
Adaptations adopted by the Intergovernmental Panel on Climate Change should be
used by Annex I Parties in preparing their national communications1/ pursuant to the
Convention. The same guideline and methodology should be used by non-Annex I
Parties, as appropriate and to the extent possible, in the fulfiiment of their
commitments under the Convention

The first session of the Conference of the Parties also invites the relevant
international organizations and bodies, including the Intergovernmental Panel on
Climate Change, to contribute to the work of the Subsidiary Body for Scientific and
Technological Advice, especially on the scientific aspects of methodologies,
particularly those relating to inventories of anthropogenic emissions by sources and
removals by sinks of all greenhouse gases not controlled by the Montreal Protocol on
Substances that Deplete the Ozone Layer, global warming potentials of those
greenhouse gases, vulnerability assessment and adaptation, projections of emissions
by sources and removals by sinks, the evaluation of the effects of measures
undertaken pursuant to the provisions of the Convention and the allocation and
control of emissions from international bunker fuels.

Decision 6/CP.1, decides that, subject to future reconsideration, the functions of the
SBSTA and the SBI. Key functions to be carried out by the Subsidiary Body for
Scientific and Technological Advice under the guidance of the Conference of the
Parties are:

e Ensure the collection and dissemination of information on appropriate
technologies for limiting emissions from sources, enhancing sinks of
greenhouse gases and adapting to climate change, and on related
international initiatives, cooperation and programmes, and the services they
offer;

e Provide advice on the latest, and future, technologies mentioned above, their
effects, their relative feasibility in different circumstances and their relevance
to programme priorities of the financial mechanism, taking into account
relevant advice to the Conference of the Parties from the Subsidiary Body for
Implementation;

e Provide advice on ideas on promoting international initiatives, programmes
and cooperation in the areas of technology development and transfer, as well
as on sharing of experience between Parties;

e Evaluate ongoing efforts in the area of development and/or transfer of

technologies to determine whether they fully meet the needs of the
Convention, and advise on possible improvements.
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Mostly mitigation related technologies and responsibility with a view to that by
mitigating greenhouse gas dangerous effect of human induced climate change can be
stopped. IPCC has been requested to provide data, information and methodological
support on many contexts.

Decision 5/CP.4, requests the Subsidiary Body for Implementation (SBI) and the
SBSTA to continue consideration of the implementation of Article 4.8 and 4.9 of the
Convention at their tenth and eleventh sessions and to report thereon to the
Conference of the Parties at its fifth session. It also invites the IPCC to provide, in its
Third Assessment Report, a further scientific and technical assessment on matters
related to Article 4.8 and 4.9 of the Convention.

4.3. Preparation of National Communication

Regarding national communication of the Annex-I country parties it is decided that
when reporting on policies and measures and projections, Parties may refer to the
"Methods for assessment of mitigation options" (chapter 27) and appendices 1-4,
contained in "Climate Change 1995: IPCC Second Assessment Report, Volume III,
Scientific-Technical Analyses of Impacts, Adaptations and Mitigation of Climate
Change: Contribution of Working Group II of the IPCC" (Decision 9/CP.2).

Vulnerability assessment and adaptation measures

Parties are encouraged to use the IPCC Technical Guidelines for Assessing Climate
Change Impacts and Adaptations. Parties could refer, inter alia, to integrated plans
for coastal zone management, water resources and agriculture. Parties are also
encouraged to report on specific results of scientific research in the field of
vulnerability assessment and adaptation.

Under Research and systematic observation, it suggested that Annex I Parties should
communicate information on their actions relating to research and systematic
observation. This could include, inter alia, information on:

(a) Research on the impacts of climate change;

(b) Modelling and prediction, including global circulation models;

(c) Climate process and climate system studies;

(d) Data collection, monitoring and systematic observation, including data banks;

(e) Socio-economic analysis, including analysis of both the impacts of climate
change and response options; and

(f) Technology research and development.

The communications could address both domestic programmes and international
programmes (for example, the World Climate Programme and the International
Geosphere-Biosphere Programme), and the IPCC. They should also reflect actions
taken to support related capacity-building in developing countries.
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Decision 10/CP.2 provided details guideline for preparing national communication by
non-annex-I country parties.

As recognized by the IPCC in its Second Assessment Report, there is still great
uncertainty associated with net anthropogenic emissions resulting from activities
other than combustion of fossil fuels. Such activities include, inter alia, methane
emissions from agriculture and waste sectors, coal mining, biomass burning; carbon
dioxide emissions from land use change and forestry; and nitrous oxide emissions
from all sectors. Since the emissions resulting from these activities depend on local
circumstances, and make up a large proportion of the national emissions of non-
Annex I Parties, such Parties should make efforts to obtain field observation data to
decrease the uncertainties associated with the inventory of these emissions, taking
into account the further development of the IPCC methodology. Same request has
been made for Annex-I country parties.

5. Challenges for South

The United Nations Framework Convention on Climate Change (UNFCCC) and Kyoto
Protocol (KP) have recognized both mitigation and adaptation as response measures
to the problem of anthropogenic climate change. Reduction of greenhouse gases
which known as "“mitigation” is the key measure to address the root cause of
anthropogenic climate change where northern scientific knowledge and technologies
are dominating. Activities related to cope with adverse effect of climate change
including variability and extreme events know as “adaptation” is context specific.
This is gradually being accepted both by scientific and negotiating communities. It is
necessary to bring more adaptation related issues in the scientific assessment. It is
expected that the Forth Assessment Report will bring more evidence of climate
change impacts and adaptation will get more prominence in the negotiations.

Development of context specific knowledge on coping and adaptation, and county
specific emission coefficient and data is necessary to prepare a comprehensive
national communication. National level impacts, adaptation and vulnerability
assessment is mostly based on global or regional scale models which can give an
indication on overall vulnerability but for adaptation it needs detail assessment
including social context of the vulnerable area.

Negotiation is an instrument through which various countries/ parties can reach a
compromise on the issues related to climate change. Negotiating on climate change
related matters have gained importance in the past years and is often used as a tool
for power play. The developing and least developed countries are new to
international negotiating processes of such complex nature. As a result, these
countries are often overlooked or their national priorities do not get the requisite
importance. Capacity building of the southern negotiators is necessary and need to
be supported by scientific assessment, analysis of data and information and
preparing policy document for them.
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Energy and Global Governance—Japanese Perspective

Yasuo Tanabe

Ministry of Foreign Affairs

First of all, let’s look into the energy challenges we face. We talk about the “three
Es,” which are identified as Energy Security, Economic Growth, and Environmental
Protection. So we have three different purposes which we need to serve at the same
time. This is probably a consensus that has developed through discussions and is well
known around the world. These are very complex issues, and there are several ways to
view them. One way is to consider them a political issue; another is as an economic
issue. Is it politics or economics? When I think of this issue, ultimately I think it will
be an attempt to achieve market resiliency. Of course, there are both successes and
failures in the market. When there are failures, we need to try to have systems in place
to cover for them. There is also the consumption and supply aspect, and many people
say that we have scarce resources here in Japan. But in terms of the high level of
energy efficiency we are able to obtain in Japan, we can regard ourselves a resource-
rich country. For instance, we are able to supply and make available energy
conversion of 500 million TOE (10 million b/d) which is the same level as the United
States or the OECD countries. So Japan is in special circumstances. In terms of the
energy and environment, we can consider them two sides of the same coin. We need
to look at issues from both the energy side and the environment side. In that respect,
energy and the environment should be viewed in a regionally integrated and global
economy.

Dr. Birol has already explained the international energy situation, so let me
provide just a short summary. The energy outlook is that there will be a growing
demand in Asia, and until about 2030, fossil fuels will be the main concern. On the
supply side there will be bottlenecks and requirements for further investment. And
there will also be growing concern over global climate change. So that is the
international energy perspective that we face. Let’s look at Figure ES.1 of the oil cost
curve. In Canada, for instance, there is 170 billion barrels of oil shale, and around
Japan there is methane hydrate that we might be able to utilize. Next is the chart of
access to conventional oil reserves produced by the IEA. It shows that the resources
are centered in the Middle East but that there is a limited development capability due
to lack of financial resources. This is an area in which we should think about global
governance.

Let’s consider the area of Japan’s performance. Of course we still have
challenges and the necessity for improving energy efficiency and energy policy
performance. With respect to the “3Es,” Japan’s energy policy performance has been
world-class because Japan has been able to obtain the highest energy efficiency and
also to diversify the energy mix, which is a measure to improve energy security
mechanisms. Further, with respect to the emergency preparedness, Japan is trying to
stockpile as much oil as possible and we have been able to perform in this respect as
well. The next slide shows Japan’s increase in energy efficiency since the oil crisis
from the latter half of the 1970s to the latter half of the 1980s. The elasticity figure
had been very low and sometimes fell to a minus level. The energy elasticity has been
improving and in terms of comparisons around the world, the breakdown of energy
consumption by GDP shows that Japan is at the top level in the world. Also, when we
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look into the energy mix, we see that there is diversification. After the oil crisis, 70%
of energy was oil-based, but now we have reduced this figure to 50%. Natural gas and
nuclear power generation have taken the place of oil. On the other hand, when we
look at the breakdown in the US, 46% of energy was oil-based, but now they have
slightly reduced this figure to 40%.

Now let’s look at international regimes and what kind of role Japan can play.
We can say that multi-layered and multi-faceted international energy regimes will be
required. That is my point of view. Most important would be the IEA which is of
course already an established organization and regime. We can also think about forms
of dialogue between oil producing and non-producing nations like the IEF. The
growing demand is particularly faced in Asian countries, so we have other Asian
organizations towards this purpose. Japan has been active in this area and we think
that it will be important to play a further role in this. We should aim for the evolution
of the market and there should be progress made in the way the market is organized.
One way of illustrating this is the “flying geese” model which is familiar here in Asia.
From now on, maybe we can think of the flying geese model of the “3Es” such that
Southeast Asia and Asia can follow. An environmental Kuznets curve could be raised
as an example, and the question is how we can challenge this curve. As economies
develop, environmental impact grows, so we have to think about that. Also, as
development progresses, there is a peaking out phenomenon and the impact on the
environment sometimes declines and the energy intensity pattern changes. An attempt
to lower the peaking out or increase the pace of peaking out may be possible by
various energy transfers can be made between the Asian countries. I do hope that that
kind of exchange would take place in the future. So we will be able to try to enhance
and expand the international regimes which are available at the moment for this
purpose.

Perhaps Professors Yamamoto and Yakushiji have already mentioned this
because they are experts in this area, but we would have a kind of epistemic
community, a knowledgeable community that is rounded up to think about what can
be done. This would be a possible approach in which various players can participate
actively in this epistemic community so that an international regime which is
desirable can emerge. The last slide shows possible multi-layered and multi-faceted
international energy regimes. It would be important for Japan to perform its role in
this arena.

The above contents are excerpts of the presentation given by Mr. Yasuo Tanabe at the
IIPS Symposium “The Role of International Institutions, Regional Communities,
Nations and NGOs in Establishing Global Governance.” His comments are his
personal views and do not represent those of his organization.
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Access to Oil Reserves
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WORLD ENERGY PROSPECTS AND CHALLENGES

Dr Fatih Birol
Chief Economist
International Energy Agency

The world is facing twin energy-related threats: that of not having adequate and
secure supplies of energy at affordable prices and that of environmental harm
caused by consuming too much of it. Soaring energy prices and recent
geopolitical events have reminded us of the essential role affordable energy
plays in economic growth and human development and of the vulnerability of the
global energy system to supply disruptions. Safeguarding energy supplies is once
again at the top of the international policy agenda. Yet the current pattern of
energy supply carries the threat of severe and irreversible environmental
damage — including changes in global climate. Reconciling the goals of energy
security and environmental protection requires strong and coordinated
government action and public support.

In recent years, demand for energy has surged. This unrelenting increase has
helped fuel global economic growth but placed considerable pressure on
suppliers buffeted by geopolitics, violent weather conditions and other
potentially disruptive factors. On the demand side, increased energy security and
environmental concerns may lead to changes in consuming countries’ energy
policies. These uncertainties have been reflected in the market through volatility
and high prices. Is the world running out of energy? Where will future supplies
come from? Will adequate investment be made to make available adequate
energy supplies to meet future demand? What role will governments play? The
oil and gas resources of the Middle East and North Africa region will be critical
to meeting the world’s growing appetite for energy. A large share of the world’s
remaining reserves lie in that region. They are relatively under-exploited and so
there is considerable potential for increasing production. But there is
considerable uncertainty about the pace at which investment in the region’s
upstream industry will actually occur, how quickly production capacity will
expand and, given rising domestic energy needs, how much of the expected
increase in supply will be available for export.

At the same time, the need to curb the growth in fossil-energy demand, to
increase geographic and fuel-supply diversity and to mitigate climate-
destabilising emissions is more urgent than ever. G8 leaders, meeting with the
leaders of several major developing countries and heads of international
organisations — including the International Energy Agency — at Gleneagles in
July 2005 and in St Petersburg in July 2006 called on the IEA to “advise on
alternative energy scenarios and strategies aimed at a clean, clever and
competitive energy future”. The World Energy Outlook 2006, which will be
published on 7 November 20006, responds to that request. It confirms that fossil-
fuel demand and trade flows, and greenhouse-gas emissions would follow their
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current unsustainable paths through to 2030 in the absence of new government
action — the underlying premise of our Reference Scenario. It also demonstrates,
in an Alternative Policy Scenario, that a package of policies and measures that
countries around the world are considering would, if implemented, significantly
reduce the rate of increase in demand and emissions. Importantly, the economic
cost of these policies would be more than outweighed by the economic benefits
that would come from using and producing energy more efficiently.

Global Energy Trends — Fossil energy will remain dominant to 2030

Global energy needs are likely to continue to grow steadily for at least the next
two-and-a-half decades. If governments stick with current policies — the
underlying premise of the World Energy Outlook’s Reference Scenario — the
world’s energy needs would expand by more than half between now and 2030."
More than two-thirds of the increase in demand over the projection period comes
from developing countries, in particular from China. Their economies and
population grow much faster than in the OECD, shifting the centre of gravity of
global energy demand.

Globally, fossil fuels will remain the dominant source of energy to 2030. The
share of oil drops, though oil remains the largest single fuel in the global energy
mix in 2030. Two-thirds of the increase in oil use comes from the transport
sector. Coal sees the increase in demand, driven mainly by power generation.
China and India account for most of the incremental demand for coal. Gas
demand grows faster than any other fossil fuels. Hydropower’s share of primary
energy use rises slightly, while that of nuclear power falls. The share of biomass
falls marginally, as developing countries increasingly switch to using modern
commercial energy, offsetting the growing use of biomass as feedstock for
biofuels production. Non-hydro renewables — including wind, solar and
geothermal — grow quickest, but from a small base.

The world’s energy resources are adequate to meet the projected growth in
energy demand in the Reference Scenario. With sufficient investment in
production and transportation capacity, international energy trade would grow
steadily over the Outlook period to accommodate the increasing mismatch
between the location of demand and that of production.

The exact cost of finding and exploiting energy resources over the coming
decades is uncertain, but will certainly be substantial. Cumulative investment in
energy-supply infrastructure amounts to around $17 trillion (in year-2004
dollars) over 2004-2030. About half of all the energy investment needed
worldwide is in developing countries, where demand and production are
projected to increase fastest. Financing the required investments in non-OECD
countries is one of the biggest challenges facing the energy industry.

! All the projections given in this article are based on IEA’s World Energy Outlook 2005. The forthcoming
World Energy Outlook 2006 will provide revised projections on energy demand, supply, trade, investment
and energy-related CO, emissions as well as in-depth analysis on the prospects for nuclear and biofuels and
the impact of higher energy prices.
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Growing Energy Security and Environmental Concerns

Rising oil and gas demand, if unchecked, would accentuate the consuming
countries’ vulnerability to a severe supply disruption and resulting price shock.
Over time, consuming countries will grow increasingly reliant on oil and gas
imports from an ever-smaller group of suppliers — notably Russia and the big
Middle East producers. OECD and developing Asian countries become
increasingly dependent on imports as their indigenous production fails to keep
pace with demand. Much of the additional imports come from the Middle East,
along vulnerable maritime routes. The concentration of oil production in a small
group of countries with large reserves — notably Middle East OPEC members
and Russia — will increase their market dominance and their ability to impose
higher prices. An increasing share of gas demand is also expected to be met by
imports, via pipeline or in the form of liquefied natural gas from increasingly
distant suppliers.

Expanding trade is to be welcomed as it binds suppliers and customers in
mutually beneficial relationships. But, at the same time, the risk of a major
supply disruption — whether from terrorism, piracy, accidents, severe weather,
political tensions or war — will undoubtedly increase. For example, Russia’s
decision to cut off gas supplies to Ukraine in early 2006 called into question its
reputation as a reliable supplier and raised doubts about how Europe would deal
with a more prolonged disruption. Further cause for concern is the growing
reliance on strategic transportation channels through which almost all the oil and
gas exported by Middle Eastern countries must flow. Consuming countries’
vulnerability to a disruption in supplies from that region will, therefore grow — as
will the risk that some producing countries may use their dominant market
position to raise prices or to withhold supplies for political reasons. Diversity of
sources, of suppliers and of routes is crucial.

The growing insensitivity of oil demand to price accentuates the potential impact
on international oil prices of a supply disruption. The share of transport demand
— which is price-inelastic relative to other energy services — in global oil
consumption is projected to rise in the Reference Scenario. As a result, oil
demand becomes less and less responsive to movements in international crude
oil prices. The corollary of this is that prices would fluctuate more than in the
past in response to future short-term shifts in demand and supply. The
cushioning effect of subsidies to oil consumers on demand contributes to the
insensitivity of global oil demand to changes in international prices.

Meeting the world’s growing hunger for energy requires massive investment in
energy-supply infrastructure but there is no guarantee that all of the investment
needed will be forthcoming. Government policies, geopolitical factors,
unexpected changes in unit costs and prices, and new technology could all affect
the opportunities and incentives for private and publicly-owned companies to
invest in different parts of the various energy-supply chains. The investment
decisions of the major oil and gas producing countries are of crucial importance,
as they will increasingly affect the volume and cost of imports in the consuming
countries. There are doubts, for example, about whether investment in Russia’s

76 / 193 4



gas industry will be sufficient even to maintain current export levels to Europe
and to start exporting to Asia.

Securing reliable and affordable energy will hinge on adequate investment. The
rate of investment in developing crude oil production capacity in the Middle East
is particularly important for world energy markets. Current rates of investment in
that region are not high enough to meet the gap that is expected to open up
between global oil demand and oil-production capacity in other parts the world.
Without urgent and sizable increases in Middle East investment, a shortfall in
production capacity will emerge and prices will rise and become more volatile —
to the long-term economic detriment of both producers and consumers. Under-
investment also carries short-term security risks. The relatively low level of
spare oil-production capacity currently available to counteract any unexpected
loss of supply has resulted from many years of under-investment. This increases
the likelihood that the sudden loss of even a modest volume of oil will lead to a
very sharp increase in prices.

A major shortfall in Middle East and North Africa (MENA) investment in
upstream oil would radically alter the global energy balance. Our Reference
Scenario projections involve a doubling of the rate of upstream investment in
MENA countries. It is far from certain that all that investment will be
forthcoming: MENA governments could choose deliberately to develop
production capacity more slowly than we project in our Reference Scenario. Or
external factors such as capital shortages could prevent producers from investing
as much in expanding capacity as they would like. The Deferred Investment
Scenario of World Energy Outlook 2005 analysed how energy markets might
evolve if upstream investment in each MENA country were to remain constant
as a share of GDP at the average level of the past decade. Lower investment on
this scale would cause MENA oil production to drop by almost a third by 2030
compared with the Reference Scenario. Production falls further than investment
by the end of the projection period because of the cumulative effect over the
projection period. The average IEA import price increases gradually over time
relative to the Reference Scenario and is almost one-third higher in 2030. The
prices of gas and coal also increase. Gas production in MENA countries also
falls significantly, due to lower global demand and lower output of associated
gas.

Uncertainty about future supply-side infrastructure investments is by no means
limited to the Middle East or to crude oil production. The prospects for urgently
needed investment in new refining capacity are clouded by environmental
restrictions and local opposition, especially in OECD countries. Under-
investment in gas-production facilities and transmission pipelines in Russia and
Central Asia threatens to create a supply crunch in the next few years. The lack
of competition in the Russian gas sector is an impediment to the efficient and
timely development of Russian and Central Asian gas resources. And current
capital flows to the electricity sector in many countries — notably in the poorest
developing regions — cannot even maintain system reliability, let alone meet the
increasing demands of economic and population growth.
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Consuming countries must identify policies and measures aimed at reducing the
risk of disruptions and higher prices, as well as mitigating their consequences.
They need to strengthen their ability to handle a supply emergency, including
maintaining adequate volumes of strategic stocks. Consuming-country
governments also need to consider long-term policies that promote further
diversification of their energy supplies as a means of both lowering their
vulnerability to supply disruptions and of addressing environmental challenges,
including rising greenhouse-gas emissions. Reducing dependence on oil and gas
through diversification of fuels and their geographic sources and more efficient
use of energy must be central to long-term policies aimed at enhancing energy
security.

Consumer country concerns are not limited to energy security. Because energy
consumption accounts for approximately 80% of global GHG emissions,
consumer governments are under increasing pressure to take steps to reduce or
mitigate the effects of domestic energy consumption. The G8 leaders, meeting
with leaders from several key developing countries at Gleneagles in July 2005,
acknowledged as much when they called for stronger action to combat rising
consumption of fossil fuels and related greenhouse-gas emissions.

Global energy-related carbon-dioxide (CO2) emissions increase by about 50%
between now and 2030 in the Reference Scenario. Power generation contributes
half of the increase in global emissions over the projection period. Developing
countries account for over three-quarters of the increase in global CO2 emissions
between 2004 and 2030 in this scenario. They overtake the OECD as the biggest
emitter after 2010.

Government Action can change Energy Future

The Reference Scenario trends described above are not set in stone. Indeed,
governments may well decide to take stronger action to steer the energy system
onto a more sustainable path. In the Alternative Policy Scenario, the policies and
measures that governments are currently considering aimed at curbing energy
use and reducing emissions are assumed to be implemented. This would result in
significantly slower growth in fossil-fuel demand, in oil and gas imports and in
emissions. These interventions include efforts to improve efficiency in energy
production and use, to increase indigenous output of fossil fuels in importing
countries, nuclear power and renewable energy sources, and to encourage the
development and deployment of other clean and more efficient energy-related
technologies.

There are formidable hurdles to the adoption and implementation of the policies
and measures in the Alternative Policy scenario. In practice, it will take
considerable political will to push these policies through, many of which are
bound to encounter resistance from some industry and consumer interests.
Politicians need to spell out clearly the benefits to the economy and to society as
a whole of the proposed measures. In most countries, the public is becoming
familiar with the energy-security and environmental advantages of action to
encourage more efficient energy use and to boost the role of renewables.
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Private-sector support and international cooperation will be needed for more
stringent government policy initiatives. While most energy-related investment
will have to come from the private sector, governments have a key role to play in
creating the appropriate investment environment. The industrialised countries
will need to help developing countries leapfrog to the most advanced
technologies and adopt efficient equipment and practices. This will require
programmes to promote technology transfer, capacity building and collaborative
research and development. A strong degree of co-operation between countries,
and between industry and government will be needed. Non-OECD countries can
seek help from multilateral lending institutions and other international
organisations in devising and implementing new policies. This may be
particularly critical for small developing countries which, unlike China and India,
may struggle to attract investment.

The policies of producing and consuming countries will change over time in
response to each other, to market developments and to shifts in market power. If
MENA upstream investment falters and prices rise, the more likely it becomes
that consuming countries will adopt additional policies to curb demand growth
and reliance on MENA. This would have the effect of tempering the long-term
impact on prices of lower MENA investment. It would also amplify the
depressive effect of higher prices on oil and gas demand. The more successful
the importing countries’ policies are, the more likely it is that the producing
countries will adopt policies to sustain their production and their global market
share. Lower prices would result. These interactions illustrate the case for
improving market transparency, for more effective mechanisms for exchanging
information between oil producers and consumers, and for a more profound
dialogue between them.

The uncertainty surrounding the outlook for global energy markets has rarely
been greater. For as long as the world economy continues to expand, we can be
sure that demand for oil and other forms of energy will increase commensurately.
But the rate of growth in primary energy needs and the mix of fuels will depend
on what action governments decide to take to curb demand and emissions and on
developments in energy technology. Other factors, including extreme weather,
natural disasters and geopolitics, will complicate our ability to anticipate near-
medium- and long-term energy-market developments with confidence. More
than ever, energy security is a matter of managing risk and coping with
uncertainty.

Deepening the dialogue between oil and gas producers and consumers would
help all energy players handle uncertainty and help industry mobilise much-
needed investment. The aim should be to improve market transparency, by
developing more effective ways of exchanging information, and co-operating on
policies to enhance the efficiency of the oil and gas sector. Producing countries
are as much concerned about security of demand as consuming countries are
about security of supply. Working together, consumer and producer governments
can improve the mechanisms by which we meet our common challenges and
achieve mutually beneficial outcomes. But they need to identify this objective as
a priority and take the first steps. And they should start now.
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Study of the Long-Term Energy Outlook for China
and Implications for Global Governance
By Dr. Li Zhidong

Associate professor, Nagaoka University of Technology

1. Introduction

In the 25 years leading up to 2005, China’s GDP grew by a factor of 10.3. However,
this has given rise to a number of problems: the fact that China has become a net
importer of energy, pollution of the domestic environment, ecological destruction,
cross-border pollution, and a rapid rise in carbon dioxide levels. According to the
Eleventh Five-Year Plan for 2006 to 2010, the government is targeting an average
annual economic growth rate of 7.5 % and is aiming to improve energy consumption
per unit GDP by 20% over 2005. In the medium-to-long term, by 2020 the
government plans to quadruple its GDP in 2000 and to improve energy consumption
per unit GDP by 43% compared with 2002. However, there is a fear that in the
medium-to-long term, China’s energy problems and environmental problems will
grow even more serious.

Meanwhile, the international community has several concerns regarding China’s
energy problems. There are fears that China’s increasing oil imports may well be
having an adverse effect on price stability in the global oil market, as demonstrated by
the fluctuations in global crude oil prices since mid-2004. There is also anxiety that
China has adopted a strategy of using summit-level diplomacy and economic
assistance as weapons in a struggle to secure overseas resources, before the basic
measures essential for energy security, such as energy conservation and stockpiling of
oil reserves, have yet been adopted enough, which might possibly redraw the world
energy map with adverse geopolitical consequences. A further fear is that energy
supply shortages (such as the electricity shortages that came to light at the end of
2002 and which have yet to be overcome) and escalating energy prices will arrest
China’s high economic growth and adversely affect the global economy. Finally,
there is the fear that the sharp rise in the consumption of coal and other fossil fuels
will further exacerbate problems such as air pollution, acid rain pollution, and global
warming, undermining the foundations for sustainable development—not only in
China but also throughout Northeast Asia and the rest of the world.

None of this anxiety is groundless. All these fears are born of real or potential
threats. However, it would be wrong to become obsessed solely with the threats. The
international community must now objectively identify energy problems as the source
of these threats, as is the reality, and address them head on with China under the
rubric of global governance.

This paper outlines an integrated future outlook for China’s economy, energy
situation, and environment, revealing problems and investigating countermeasures,
and goes on to consider the need for international cooperation in the shape of an
Asian community as an essential part of global governance.
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2. Worsening Energy and Environmental Problems

China achieved self-sufficiency in oil in the mid-1960s, and became a major oil-
exporter in 1980s. However, after peaked with 36.3 MTOE (million tons of oil
equivalents) in 1985, net oil exports decreased sharply due to the stagnation of
production and a rapid increase in demand. As a result, China became a net oil
importer in 1993, and just 11 years later in 2004, the net oil imports reached to 152
MTOE, ranking as the world’s third largest importer behind the US and Japan.
Despite a steep rise in the price of crude oil, China’s net oil imports in 2005 remained
at a high 136 MTOE. Triggered by this explosion in oil imports, China became a net
importer of primary energy in 1997. The era of energy self-sufficiency and net exports,
which lasted nearly three decades, has come to an end and energy security has
become a vital problem in the country.

China’s inefficient use of energy also constitutes a major problem. Measures of
this vary greatly according to the index used; however, based on exchange rate
conversion for GDP, China’s energy usage efficiency (energy consumption per unit of
GDP output) is no more than 16 percent of Japan’s. This is clearly an underestimate.
Based on a combination of GDP in purchasing power parity (PPP) term and
quantitative evaluation, China’s energy efficiency is between 60% and 80% that of
the advanced industrialized nations. In other words, the reality seems to be that
China’s energy efficiency is 20% to 40% lower than in those nations.

In addition, there are a number of other problems, including the following: there
are problems with the energy supply-demand structure, of which coal comprises 70%;
flue gas desulphurization facilities only have capacity for a mere 53 million kW, as
against current (2005) installed capacity for coal-fired thermal power generation of
approximately 370 million kW; and adoption of cleaner coal technology is lagging
across the board. There are also continuing electricity and coal supply shortage
problems, which have been looming over the past few years.

Meanwhile, the Eleventh Five-Year Plan, which was drawn up in March 2006,
summarized China’s environmental problems as follows: damage to the environment
is accelerating, ecological destruction is spreading, and environmental protection
targets such as the pollutant reduction targets in previous five-year plans have not
been achieved. As regards the air environment, China is the world’s largest pollutant
emitter with 25.49 million tons of SO, emission in 2005. Acid rain has been observed
in 51% of the cities where measurements have been taken, and the resulting pollution
extends to approximately 40 % of China’s total area as well as to the Korean
peninsula and Japan. With regard to the water environment, the amount of sewage
discharged has risen to 52.5 billion tons, many urban bodies of water are polluted, and
59% of rivers are polluted seriously enough to disturb marine animal reproduction.
Water shortages have grown more serious, particularly in northern China, and more
than 400 of China’s 668 cities have slipped into drought, with an annual water
shortfall of six billion tons. If rural areas are included, the annual water shortfall for
all of China amounts to 21.8 billion tons. There is also a serious desertification
problem, with sandstorm damage extending as far as Japan. A total of 18% of the
country’s area (approximately 1.75 million square kilometers) has undergone
desertification. Although the newly increased area of desertification has been reduced
from an average of 3,436 square kilometers per annum in the latter half of the 1990s
to an average of 1,283 square kilometers per annum since 2000, the number of spring
sandstorms has risen from 7 in 2003 to 15 in 2004. At the same time, arable land is
declining by between 300 to 600 thousand hectares per annum, and soil quality is
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progressively degrading. Furthermore, over the 23-year period since 1980, CO,
emissions have increased by a factor of 2.7, its share in the world total amounted to
16.4% from 8.2%, making China the world’s second-largest emitter of CO; just after
the US.

The conclusion that can be drawn is that China’s environmental problems have
already reached a state of crisis.

3. Future Outlook for Economy, Energy and Environment

The most important factors affecting energy supply and demand are energy policy and
macro-economic trends. The government set the goals of maintaining a high level of
economic growth, conserving energy, and stepping up the reduction of pollutants in
the Eleventh Five-Year Plan. The results of analysis using econometric method that
take these key factors into account are as follows.

China’s annual GDP growth rate to 2030 is expected to reach 6.6% in ‘Business
as usual’ (BAU) case, 7.7% in high growth case and 5.0% in low growth case. The
probability will be 60% for the BAU case, 30% for high growth case, but only 10%
for low growth case, respectively. This means that there is a strong likelihood of some
7% growth through 2030. The driving force behind this high growth is the improved
total factor productivity that results from technological progress, its contribution rate
will go up from 49% to 64%.

With regard to the industrial structure, it is anticipated that primary industry will
decline and tertiary industry will grow while secondary industry will remain virtually
unchanged.

Due to the high expansion of GDP and low increase of population, per capita
GDP in 2030 will go up rapidly, reaching to US$15 thousand in purchase power
parity terms (PPP) from the current US$ 4 thousand. Meanwhile, vehicle ownership
will skyrocket, driven by the continuation of high economic growth and the
increasingly improvement in living standards as well as the development of domestic
automobile industry and liberalization of car trade. In BAU case, the total vehicle
ownership will reach to 240 million vehicles by 2030, up from 38.1 million vehicles
in 2005, and the penetration rate to population is expected to rise from 2.4% in 2005
to 16.1% in 2030. At the same time it is envisaged that automobile production levels
will rapidly increase from 5.7 million vehicles in 2005 to 7.6 million vehicles in 2010,
16 million vehicles in 2020, and 32 million vehicles in 2030.

The BAU case simulation for energy-related are based on the assumption that the
current trends will continue and the basic countermeasures planned by the
government will be conducted. More specifically, it is assumed that energy use
efficiency will improve at an annual rate of 2.5% over the next 30 years; the adoption
of renewable energy will progress; coal self-sufficiency will be kept; crude oil
production will peak in 2020 and decline thereafter, and that natural gas production
will increase. As for nuclear energy, China is considering increasing its existing
installed capacity of 7.7 GW with 10 units by the end of September 2006 to 30 GW
with 32 units by 2020, and 50 GW with 52 units by 2030. Though there are issues
such as less favorable circumstances for the adoption of nuclear energy in the wake of
deregulation of the electric power industry, safety problems, and problems with
processing spent nuclear fuel and waste material, these are outweighed by worsening
electrical power shortages, stronger environmental protection, the ability to produce
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reactors with indigenous technology, and a post-Cold War desire to preserve the
nation’s status as a nuclear-capable state.

As a result, the total primary energy demand in BAU case will reach to 3 billion
TOE by 2030—three times the level in 2000 (Table 1). This would exceed the
combined 2003 energy consumption of the USA and Japan, which stood at 2.8 billion
TOE.

Comparing with other studies, the estimated energy consumption by this study is
consistent with the typical Chinese side study for the year 2020 by the State Council
Development Research Center (SCDRC, 2003). On the other hand, the World Energy
Outlook published by the International Energy Agency (IEA) in 2004 estimated
China’s energy demand for 2030 at 2.3 billion TOE—almost 700 M TOE lower than
this study. There is little difference in Energy-GDP elasticity, with a figure of
approximately 0.6; however, the IEA is assuming an average economic growth rate of
5.2 % through 2030—1.4 % lower than the 6.6 % estimated in this study. Thus, the
difference in projected energy demand is accounted for by the variation in economic
growth rate predictions.

It is predicted that China’s energy structure will see a progressive shift away from
coal. The share of coal in primary energy demand will decline from 71 % in 2000 to
51 % by 2030. By contrast, the oil share will rise from 24 % to 32 %, natural gas will

rise from 3 % to 9 %, nuclear power from 0.5 % to 3.3 %, and renewable energy from
0.4 % to 2.1 %.
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Table 2 shows the balance between supply and demand by energy source. It is
probable that China will remain self-sufficient in coal (although in the long term it
will lose its export capacity), since potential annual production capacity is between
2.5 and 3 billion tons and the demand will increase relatively slowly. However, there
are many factors that cannot be neglected, such as whether production safety can be
maintained; whether water resources can be preserved in northern China, which
boasts 90 % of the nation’s coal resources, 60 % of its arable land, and 40 % of the
population, but which possesses a mere 20 % of the country’s water resources and is
already facing severe water shortages; whether the necessary infrastructure will be
constructed to transport coal to the coastal regions, where demand is concentrated;
and whether cleaner coal technology will spread.

Meanwhile, demand for oil and natural gas will increase sharply, but domestic
production will be restricted by resource limitations and other factors. As a result, net
imports of oil will increase from 152 MTOE in 2004 to 390 MTOE in 2020 and 740
MTOE in 2030. Although currently self-sufficient in natural gas, China will soon to
become a net importer, and it is predicted that net imports will amount to 3.3 billion
cubic meters in 2010, 42.1 billion cubic meters in 2020 and 156.4 billion cubic meters
in 2030. By way of comparison, in 2002 Japan imported 260 million tons of oil and
73 billion cubic meters of natural gas (in the form of LNG). China is set to surpass
Japan in terms of oil imports in the first half of the 2010s, and by 2030 will be
importing approximately three times as much as Japan. In terms of natural gas
imports, China will surpass Japan in the first half of the 2020s, and by 2030 will be
importing approximately twice as much as Japan.

Various problems are anticipated—for example, it is questionable whether China
will be able to physically procure such large volumes, and, even if it can, whether
China can guard the infrastructure for energy imports such as sea lane, pipeline etc.
Whether China has the economic ability to import is also a critical question. China
will also have to verify that it has the capacity to sustain this economic burden. It is
estimated that, even under normal circumstances, the payment for energy imports
would be 11.1 % of total imports for 2030, or 10.5 % of total exports. Factors such as
a rise in oil prices would increase this burden. If there were a temporary disruption in
the supply of oil from overseas at the same time as a sudden hike in oil prices, China
could well find itself in the same boat as Japan did in 1973, when the Oil Crisis put a
stop to its high economic growth. In short, the growing dependency on imports of oil
and natural gas is very likely to make worse China’s energy security issue further.

On the other hand, it is very likely that China’s various environmental problems
will become even more severe. As consumption of fossil energy increases, the SO,
production will reach to 65.6 million tons by 2030 from 25.97 million tons in 2005,
and the CO; emissions will rise from 1.13 billion T-C (tons of carbon equivalents) to
2.58 billion T-C. Both of these are on an unacceptable scale—not only for China but
also for the international community as well. There are also fears regarding other
environmental problems—namely, that as demand for water will approach to 800
billion tons (the maximum volume of developable water resources) and water
shortages in northern China will grow more severe, desertification will spread and
there will be a progressive decrease in area and deterioration in quality of arable land
and grasslands. This could further lead to food shortages.
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4. Implications for Global Governance: Self-Help Efforts and an Asian Energy
Community

Energy problems originating in China not only undermine the basis for sustainable
development in China, they also represent a potential threat to the international
community, which it cannot afford to ignore. Self-help efforts on the part of China
will be fundamental to defeating this common threat, but the collaboration of the
international community will also be essential.

The structural flaw at the heart of China’s energy problems is that—despite being
second largest energy consumer in the world—it has no an empowered actor for
energy, such as the Department Of Energy (DOE) in the USA, hence no one to
hammer out a comprehensive set of policy measures.

Certainly the Chinese government has instituted various energy measures (for
example, in the Tenth and Eleventh Five-Year Plans and the Mid-to-Long Term
Development Plan) and is achieving results to a certain degree. China has achieved a
lot of progress in ensuring energy security, especially with respect to source
diversification and overseas investment. Up to 2005, China’s oil importing sources
have been expanded to more than 40 countries or regions, and the dependence on the
Middle East has been kept to 47%; at the same time, China’s investment in overseas
oil and gas resources has increased to some 50 countries or regions, not only
including resource-rich regions, such as the Middle East, Russia, and Central Asia,
but also extending its reach to areas of untapped latent potential in Latin America and
Africa. As a result, in 2005 a single company, China National Petroleum Corporation
(CNPC), China’s largest oil company, posted overseas crude oil production of 35.82
million tons and acquired sharing rights to 20.02 million tons. In addition, remarkable
progress has clearly been made in the construction of transportation infrastructure. As
China patiently continues to participate in negotiations over Russia’s Siberian oil
pipeline (which are said to be leaning Japan’s way), it has reached an agreement with
the Russian government to increase imports by railway, and has at the same time
completed construction of a pipeline to import crude oil from Kazakhstan. China is
also working to establish the Myanmar route as an alternative to the Straits of
Malacca and is also keeping watch on the scheme for transit of the Malay Peninsula
through Thailand. It is clear that active summit-level diplomacy that makes full use of
China’s status as a permanent member of the UN Security Council and increased
foreign assistance enabled by its growing economic power have been effective tools
in China’s development of these foreign strategies.

However, China has been slow to build up strategic oil reserves and to develop
alternative energy. There are also signs that overall the measures are less than ideal.
For example, the government is placing an emphasis on the liquefaction of coal and
the development of fuel alcohol from foodstuffs. However, it would seem premature
to proceed with coal liquefaction on a commercial basis, as there are related
environmental and water supply conservation problems, as well as issues of
technological and economic competitiveness. Since there are also fears of problems
relating to food shortage, the development of bio-fuel from foodstuffs has attracted
much opposition—even in China—and efforts ought rather to be devoted to
developing fuels that are not derived from foodstuffs.

The author’s suggestion would be that China should first establish an empowered
energy agency, and should then adopt a comprehensive set of policies focused on the
promotion of energy conservation and the development of renewable energy. This
should enable China to achieve the objectives of securing energy supplies,
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environmental protection, and economic efficiency. There has also been some
discussion of environmental and carbon taxes. This idea should be considered with
caution, however, since if these taxes were introduced in too simplistic a fashion, the
relative price of coal would be driven up, and instead of curbed coal consumption, oil
and natural gas imports will be pushed up, which would exacerbate the energy
security problem. Since many environmental problems are caused by the direct firing
of coal, efforts should be devoted to introducing and popularizing cleaner coal
technology, which the environment industry could also be expected to promote
effectively. Diversity is the key to proper energy security measures. China needs to
simultaneously consider a raft of possible measures—demand measures, supply
measures, multilateral cooperation and alliance with other Asian nations such as
Japan, and improving the international environment through dialogue with and
support for oil-exporting countries.
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Secondly, international cooperation will be wvital, particularly regional
cooperation such as an Asian energy community. Although the nations of Asia have
differing priorities, they all face the same set of problems as regards energy and
environment, with energy security the central issue. A major player in Asia, Japan
boasts world-class environmental and energy conservation technology, possesses
huge financial muscle, and is well versed in energy security measures such as the
establishment of oil reserve systems. China on the other hand enjoys comparative
advantages in areas such as market volume, cost competitiveness, human and natural
resources.

In general, a nation acting alone can take independent measures such as
increasing energy self-sufficiency by developing domestic resources, improving
strategic reserve systems, diversifying overseas supply sources, expanding
independent development, and exercising demand-side control for purposes such as
energy conservation. The measures that countries take affect the energy security of
other nations through the medium of the global energy markets. Both situated in Asia
and both major net importers, China and Japan exert an especially large effect on one
another.

Using its advanced energy conservation technology, financial muscle, and
strategic reserve capacity, Japan has established the best energy security system in the
world. For example, Japan is reputed to have the advantage over its competitor China
in the running for the Russian Far East oil pipeline project, by virtue of its financial
clout. However, if China cannot construct an equally good energy security system,
Japan’s system will not be as effective as planned. Stated another way, in order for
Japan’s energy security system to function properly, China must be able to ensure
energy security and avoid disrupting energy markets.

Meanwhile, the potential energy security measures that China could take are
foreseen as affecting Japan in markedly differing ways. For example, if China were to
work to secure resources on the world market using its comparative superiority over
Japan in areas where Japan is deficient (such as its negotiating clout underpinned by
its enormous market potential, its cost competitiveness as a developing nation, and its
political and diplomatic superpower status), it would become all the more difficult for
Japan to protect its interests and the cost of its energy security would increase.
Conversely, if China were to attempt to achieve energy security through promoting
energy conservation and establishing strategic reserve capacity, it would become
easier for Japan to maintain energy security.

Japan and China—both major Asian powers—have up until now remained
indifferent to each other’s energy security problems, and have in the main used their
respective comparative advantages solely for the construction of their own energy
security systems. However, this kind of fortress mentality is no longer a viable option.
It is essential for future Sino-Japanese and pan-Asian energy security that the two
nations avail themselves of each other’s comparative advantages, cooperate with one
another, and work towards building an Asian energy community.

The vital fields for cooperation within such a community will include energy
conservation, popularization of cleaner coal technology, promotion of the use of
renewable energy for fossil energy substitute, joint promotion of pipelines for the
importing of natural gas, establishment of common reserve systems, transfer of
pollution prevention technology, and joint development of CO, recovery technology
(Figure 1).
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Finally, as the process of resolving these energy and environment problems
moves forward, there are likely to be huge commercial opportunities, particularly in
areas such as the energy conservation business, the environment business, and the
supply capacity and infrastructure building businesses.

By way of example, as demand for electricity increases, China’s electricity power
industry will inevitably have to make increased use of coal-fired thermal power. This
will require the introduction of leading-edge technology such as ultra-critical pressure
power generation technology and coal gasification combined cycle technology;
however, China’s inability to commercialize these technologies is a stumbling block.
Meanwhile, Japan boasts all these leading-edge technologies; however, as there is
little increasing in domestic Japanese electricity demand, the potential market is small,
and Japan cannot expect to realize cost competitiveness from economies of scale by
its own markets. If this logjam cannot be broken, leading-edge power generation
technology could go to waste and there is the undeniable risk that Japan’s power
generation infrastructure industry will sadly wither on the vine. In order to kill two
birds with one stone and cure their respective woes, China and Japan should
cooperate and share China’s gigantic potential market for coal-fired thermal power
and Japan’s leading-edge coal-fired thermal power generation technology between
them.

It is to be hoped that this kind of opportunity will not be let slip by and that, led
by the private sector, Asian industry is expected to strengthen business collaboration
and encourage dialogue between governments with a view to the formation of a
community.
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Building an Economy with Staying Power

Yuko Kawamoto
Waseda University

What kinds of economic strength does Japan require in order to maintain its existing
economic presence and develop dynamically? To put it another way, what is it about
the current make-up of Japan that jeopardizes its economic standing and prevents it
from developing dynamically? The Abe administration is touting the slogan of
building Japan into a “beautiful country.” Exposing the not-so-beautiful reality of the
Japanese economy will provide clues on how Japan may build an economy with
staying power.

Half-Baked Structural Reforms

First, the structural reforms promoted by the Koizumi administration are as yet
unfinished in the sense that they are still far from achieving their objectives. The
greater the number of companies and individuals that rely on the national government,
the more unstable the economic system becomes. The term “structural reform”
denotes the embedding in the economy of self-sustaining mechanisms and the
building of socio-economic structures that are capable of manifesting the untapped
potential of companies and individuals—precisely what the first steps towards an
economy with staying power should be.

However, although wurgent financial reconstruction under the Koizumi
administration eventually reduced the deficit in the primary balance, borrowing
continues to snowball. (In mathematical terms, the second derivative is now positive,
while the first derivative remains negative.) The long-term liabilities of the national
and regional governments amount to 170% of GDP, and the key question is whether
the new administration can speed up reduction in expenditure. With the completion of
the attempt to privatize the postal services so as to return the bloated flow of public
finance to the private sector still ten years away, this giant state-maintained monopoly
will continue to operate for the next ten years. The state will thus have to continue to
monitor it constantly.

Reform of the financial system—described as the most successful reform of
financial institutions—has taken hold at least in the mega-banks, dragging them out of
financial crisis. However, they are yet to reach a point on par with global financial
institutions in terms of fiscal health and profitability. While Japan was floundering in
the Lost Decade, global financial systems got two or three steps ahead. On the other
hand, bad debts owed to regional financial institutions in the shape of local banks,
trust companies, and credit cooperatives amount to 15 trillion yen, and there remains a
succession of moves afoot that attempt to resolve the situation through injections of
public funds. This is the ugly reality from which it is impossible to look away.

There are many problems that are not being addressed. The most serious issue is
consumer benefit. Unless the consumer can live in comfort, the idea of a beautiful
Japanese economy is inconceivable. The government will require all its ingenuity to
fulfill its role of allaying consumer unease amid all the cuts in expenditure. The
outsourcing of the prosecution of parking offenses and prison administration to the
private sector are prime examples of this cost-cutting that have made a contribution to
civil order and traffic safety. Furthermore, it is apt to be forgotten that competition
between companies represents the best form of protection for the consumer.
Bid-rigging and other practices that limit competition are deeply rooted in Japan. In
the course of government restructuring it will be necessary to strengthen policy on
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competition by drastically beefing up the Japan Fair Trade Commission in both
qualitative and quantitative terms.

Measures to Combat the Falling Birthrate—the Key to National Survival

In addition to its lack of military might, Japan is indisputably possessed of less than
stellar diplomatic abilities. In order to maintain its presence, Japan must take a
realistic view of its place in the world. If Japan were no longer able to maintain its
position as a major economic power, would it be able to rely for its survival on the
goodwill of the countries of the world? Since such an existence would likely be no
bed of roses for Japan, it would seem that failure to devise a state strategy would be
an abdication of the country’s responsibility to the next generation.

The reality is, however, that the birthrate is falling faster in Japan than anywhere
else in the world. The number of young people is declining as society continues to age.
In 2005, 37% of households were headed by someone aged 60 years or above, and
this figure is set to rise to 42% by 2010, and to 44% by 2015. It is estimated that
Japan’s population will fall from its 2006 total of 120 million people to a mere 85
million by 2050. This equates to the disappearance of one city of one million
inhabitants every year, or 20,000 people per week.

Whether or not to have children is an issue for the individual. However, Japan
shows a widespread propensity to accelerate the decline in its birthrate. First, Japan
has the lowest standard of public assistance for childcare of any OECD nation.
Second, although the social security system imposes no income restrictions with
respect to the elderly, it imposes stringent limitations in regard to child allowances
and childcare services. Third, while the expenses for the delivery of a child are not
covered by health insurance and must be borne by the individual, healthcare costs for
the elderly remain largely unchecked. While the cost of childcare is paid out of taxed
income, healthcare costs are tax-deductible. Fourth, while the wide-ranging payment
structure accords adult status to children as soon as they enter junior high school, the
elderly are showered with benefits when they reach 60—irrespective of income.

Since the declining birthrate has more impact on the social security system than
any other factor, rectifying this equation would now seem to be a major issue. When
the social security costs and benefits that accrue to each household over a lifetime are
evaluated, it emerges that people aged 60 and over profit to the tune of 56 million yen
in lifetime benefits. People in their fifties profit by 30 million yen, and those in their
forties by 7 million yen. People in their thirties lose out to the tune of 7 million yen,
and those in their twenties by 14 million yen. The generation of young people of 20
and under—who are too young to vote—are currently set to bear the heavy burden of
40 million yen each. Among the young, unease about the future is growing
increasingly pronounced.

Those of every generation must now tackle the problem of the falling birthrate
with all their might. Japan’s survival depends on it. This is a sine qua non for an
economy with staying power.

Restoring Investment in Human Capital—the Responsibility of Adults for the
Future

In a land poor in resources and possessed of little territory, the citizens of Japan
harbor a communal recognition of the importance of people. As the advanced nations
battle furiously with one another on the front lines of science and technology, and
countries such as China and India head for future economic superpower status, how
can Japan survive in the twenty-first century unless the Japanese raise children
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capable of competing on the world stage? Training children’s minds, inculcating in
them a set of values and a sense of judgment, and equipping them with practical
abilities that will meet with favor in the labor market—and persisting honestly with
this process for at least ten years will yield individuals who can start to make a
contribution to the economy. Underwritten by this human capital, Japanese society
will be able to endure. Recently, however, gaps have emerged in this human
investment scheme. In an indication of the attendant sense of crisis, the Abe
administration has established a council to revitalize education and tackle educational
reform. This has been sparked by a welter of problems, including a deterioration in
academic achievement, frequent cases of bullying, and juvenile delinquency.

The responsibility for educational problems rests solely with adults. In reality,
however, adults have scant interest in schools and do not talk to their children at
home; within the system of lifetime employment, the presence of adults serves to
exclude young people from the high-quality labor market; and adults adopt a
laissez-faire attitude to the heavy pension burden on the current working generation.
This type of selfish behavior is endemic and adults are failing to fulfill their
responsibilities to their children’s future.

The greatest problems are with the public elementary and junior high schools—in
other words, there has been a deterioration in the quality of public education. Falling
standards in public education stand to polarize society. As elementary and junior high
schools are reduced to little more than leisure complexes, those who suffer the most in
the process are children from families who cannot afford to resort to alternative forms
of education, such as after-hours cram-schools and private schools. At the heart of this
disparity is the problem of poverty— the great fear being that the deterioration in
public education will deprive poor children of equal opportunity. The old view of
compulsory education—that if the state establishes the system, people will be happily
absorb the fruits of education—is no longer valid. New incentives are required in
public education—that is to say, people should be consumers of educational services
with the right to exercise choice, rather than be simply at the mercy of educational
administrators. Consumers would evaluate the services on offer and then make a
choice. This would lead to competition among service providers. As with any kind of
enterprise the world over, if competition is absent, inefficiency and unfairness persist,
and poor-quality services and practices continue due to the lack of any assessment.

A school selection system could be a key opportunity for reform. At the same
time, a system should be promoted that permits trying various methods to improve the
academic results of schools and teachers, in conjunction with the development of an
environment in which parents and children can evaluate the curriculum and standards.
It will be extremely important to have an overall organizational plan for this. The
evaluation in a competitive environment of which teachers and schools are good will
restore the discipline that has been lost from education. The government should work
hard at fulfilling its role in setting rules regarding the allocation of resources,
publishing standards that public education would have to attain, promoting the
sharing of information and learning from each other in relation to various educational
methods, and monitoring the results for each school using methods such as
standardized tests.

In its pursuit of more effective teaching methods, the government should
naturally also look at proficiency-based teaching and smaller classrooms.
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Building a Nation from People, Not Concrete—the Urgent Need for a New
National Strategy

Thus in order to build a beautiful economy with staying power that it can confidently
pass on to the younger generation, Japan needs an overall package of reforms that
addresses education, the labor market, the declining birthrate, and social security. As
described earlier, the introduction of competition and choice, and the creation thereby
of a mechanism for actively evaluating the work of teachers and outstanding schools,
would improve the quality of education, in conjunction with delegation of authority to
local governments.

Abolishing the various controls that currently distort the labor market will
promote originality and ingenuity in companies, prompting them to invest in human
capital in a manner applicable to the freefer generation (young people who engage in
non-permanent freelance work). It would be impossible to resolve the problems of the
working poor (the heart of the so-called social divide) within the constraints imposed
by the vested interests of organized labor.

Yet to come are policies to counter the declining birthrate, such as reform of the
employment system to allow people rearing children to work in a more flexible
manner and stronger economic support for childcare. More reforms are required to the
social security system as well, in order to eradicate the inequality and disparities
between different generations.

In other words, the notion of switching from building a nation out of concrete to
building a nation out of people would seem to be essential to the realization of a
“beautiful Japan.” Even during the Lost Decade, Japan’s road density was the highest
in the world. Even the so-called privatization of the public highway corporations did
not prevent on-going construction of 2000 kilometers of new highways from being
forced through. There has been a strong adverse public reaction to the way in which
construction has deformed the nation by pickling it in concrete—public opinion polls
all reflect mass sentiment to the effect: “no more public works” and “no more roads.”
It is not a matter of cutting back public works costs by a fixed percentage compared to
the previous year. Rather, is Japan capable of switching over to a new national vision,
under which public investment would be significantly reduced and the money thus
saved used to reduce the amount of outstanding government bonds and to invest in
people—with part of it spent to combat the falling birthrate and part spent on
education? Therein surely lies the real challenge inherent in the quest for a beautiful
Japan and an economy with staying power.

Improving Productivity and Sowing the Seeds of Innovation

To judge from private companies in Japan, Japanese management has never worried
too much about profitability. Revenues and profits rose steadily in tandem up until the
1990s, but since 1990 profits have been declining. Of particular concern has been a
steady decline in operating profit ratios, which, even when using period averaging,
have continued to gradually decline from a level of 4.8% in the 1960s. Though this
ratio was recovering during the period 2000-2005, the average was still only 3.13%—
no better than the level in the 1980s. This problem would seem to be rooted in the fact
that the structure of many companies remains unchanged since the immediate
post-war catch-up era.

In addition, at around 10% the cost of capital in Japan is much lower than in the
USA, where it is usually in the region of 15%. In terms of return on invested capital
(ROIC) as well, Japan’s capital efficiency is poor.
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Dividing Japanese industry into three sectors—the export-led manufacturing
industry, the domestic manufacturing industry, and the domestic service industry—
allows comparison of productivity in each sector with that of the USA. If US labor
productivity for the year 2000 in the export-led manufacturing industry (comprising
automobiles, iron and steel, electronic machinery, and IT equipment) is ascribed a
level of 100, Japan’s labor productivity for the sector would be 120. This sector
accounts for no more than 10% of the Japanese workforce. The domestic
manufacturing industry (including food processing, textiles, and furniture) accounts
for 15% of the Japanese workforce, with labor productivity at 63% of the US level for
the sector. The domestic service industry (including retail sales, construction,
healthcare, and agriculture) accounts for 75% of the nation’s workforce, and here too
labor productivity stands at 63% of the US level.

However, there is opportunity in adversity. In other words, there is still cause to
believe that Japan has major potential for growth. Improving productivity will be a
key factor. The Japanese cannot afford to indulge in nostalgia for systems bearing the
unique imprint of Japan. The Japanese economy must simply evolve.

In order to boost productivity, Japan must first speed up the introduction of
outstanding foreign-owned technology and expertise. Independent Japanese
innovation will also be extremely important. Speeding up innovation and spreading
the reputation of value created in Japan throughout the world will allow a Japanese
economy with staying power to take off.

However, the current innovation fever in Japan seems to be more rhetoric than
reality. In the USA, the well-spring of innovation, the slogan “Innovate America” is
touted. There is a clear sense among Americans that they are on the verge of
completely re-inventing themselves. Microsoft muscled its way to the forefront of the
IT industry on the strength of the concept of easy-to-use PC software for everyone; in
the realm of the Internet, Google devised a business model that swept the world. The
current “star” company that is driving the economy changes by the minute. A
changing economic landscape and the overthrow of the existing economic order are
totally consistent with the term “innovation.” In this sense, “innovation” is completely
synonymous with “revolution.”/

Within the Japanese economy there have been few instances of this kind of
revolutionary changing of the guard among the leading players. First and foremost
Japan would seem to require an economy, a financial environment, and a culture that
encourages and supports young entrepreneurs to take risks. According to the OECD,
Japan invests the least venture capital as a proportion of GDP of any of its member
nations—on average no more than about 10%. It is not only the USA behind which
Japan is sorely lagging—the EU long ago overtook the USA in terms of total venture
capital investment. Since Japan’s level of investment in ventures and new businesses
is strikingly low in comparison with neighboring South Korea as well as with the EU,
it is clearly not the product of any cultural difference. It is not that there is a dearth of
investors or funding in Japan; nor is it the case that in comparison with other countries
Japan has a shallower bench of outstanding scientists and technologists capable of
devising innovative concepts. In order to build a substantial, strong, and dynamic
economy, Japan needs a fertile environment in which innovation can be cultivated. It
will be necessary to tackle the task in a holistic fashion with wide-ranging measures
that include the mobilization of human resources—including people at universities—
and the promotion of investment in venture start-up companies—including individual
entrepreneurs.
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Economic Growth and Structural Change—the Lessons of
Economic History
Tetsuji Okazaki
University of Tokyo

1. Introduction

In October 2006 the Japanese government announced that since February 2002 the Japanese
economy had witnessed 57 straight months of expansion—equaling the Izanagi Boom as the
longest post-war period of consecutive economic growth. The Japanese economy appears to
be finally emerging from the long-term stagnation that has lasted since the start of the 1990s.
However, the economic growth rate during this current process of economic expansion has
been decidedly modest—for the years 2002 to 2005 the annual growth rates have been 1.1%,
2.3%, 1.7% and 3.2% respectively. In contrast, the average rate of economic growth during
the Izanagi Boom of 1965 to 1970 amounted to 11.1%. Even in 1965, the year of Japan’s
worst post-war recession, which immediately preceded the Izanagi Boom, the growth rate
was 5.7%. Thus, the economic growth rate for the current period of economic expansion is
much lower than that in the depression during the period of high economic growth. This
would appear to be why the Abe Cabinet that was formed in October recognized economic
growth as one of its chief policy objectives.

Although slipshod policies that postpone financial reconstruction premised on unreliable
expectations of a high rate of economic growth are undesirable, there is no doubt that
accelerated growth will at least be conducive to the alleviation of the difficult problems that
face the Japanese economy, such as public finance, pensions, and employment. Will it be
possible to boost Japan’s economic growth rate once again? Assuming that this is possible,
what conditions are necessary to achieve it? These questions are now of vital significance,
and in order to consider them, this paper focuses on the historical experience of Japan’s
economy. Thus, it seeks to present a reappraisal from a micro-economic perspective of the
nature of the phenomenon of Japan’s past rapid economic growth, and to shed light on
possible strategies for future growth.
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2. Economic Growth and Changes in the Structure of Industry

Figure 1 Long—term growth in the Japanese economy
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Japan has a long history of economic growth. At the very least, the Japanese economy has
been growing continually since the end of the nineteenth century (the earliest time for
which reliable GNP estimates are available) right up until the present—although the pace of
growth in different periods has varied (see Figure 1). In the period before the war the rate of
growth fluctuated considerably, reflecting tempestuous economic cycles. However, between
1885 and 1940 growth averaged 3.2%. This was slightly higher than US growth over the
same period, which averaged 2.8%, and markedly better than in major European nations
such as Britain. As is well known, Japan’s economic growth sped up after World War Two.
Already high during the process of post-war reconstruction between the late 1940s and early
1950s, Japan’s economic growth rate rose in the late 1950s (despite the fact that the need
for reconstruction seemed to be at an end) as the nation entered the era of rapid economic
growth. From 1955 until 1973, when the first oil crisis occurred, Japan attained an average
growth rate of 8.8%. Although the oil crisis dealt a severe blow to a Japanese economy that
was heavily dependent on oil for energy, the economy bounced back in the late 1970s and
enjoyed stable growth once again up until the end of the 1980s. Although growth during
this period was much slower than it had been in the era of rapid growth, it still averaged
3.7% a year, which was relatively high in international terms. After the collapse of the
so-called economic bubble, which emerged towards the end of this phase, Japan’s economic
growth rate declined even further, and between 1990 and 2003 economic growth averaged
1.2%. Not only was this less than half the average US growth rate of 2.8% over the same
period, it was also less than Japan’s average growth rate of 2.0% in the 1920s—renowned
as a long period of economic stagnation.
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As shown above, over the period from the end of the nineteenth century until the end of
the 1980s, the Japanese economy experienced at least 100 years of continued growth at an
annual rate of between 3 and 10%. What is the significance of the phenomenon of long-term
macro-economic expansion at this speed? First, an examination of the industry-specific data
shown below reveals the structural changes that formed the background to this
macro-economic growth. Table 1 presents a breakdown of post-war GDP by industry in
terms of production, and shows the degree to which each industry contributed to economic
growth in successive ten-year periods. In this table the contribution of growth by each
industry is expressed as a proportion of each decade’s GDP percentage growth—with the
total giving the GDP growth rate. It can be seen that, at least from the early days of rapid
economic growth until the early 1990s, the manufacturing industry was always the most
significant driver of growth.

Table 1 Analysis by industry of degree of contribution to economic growth rate (l):
post-war period

%ldecade
1955-1965[1965-1975[1975-1985|1985-1995)
Total 145.1 129.0 57.9 40.7
Agriculture, forestry, and fisheries 3.8 0.0 0.0 -0.3
Mining 1.0 0.2 0.0 -0.1
Manufacturing 38.0 35.1 19.1 9.7
[Construction 20.9 16.5 0.4 4.8
[Electricity, gas, and water 4.8 3.6 1.5 1.0
[Wholesale and retail 14.8 17.0 8.5 6.5
Finance and insurance 4.3 5.5 3.7 3.0
Real estate 14.9 13.0 6.5 5.1
Transportation and communication 13.0 9.4 2.7 2.3
Services 13.8 19.1 10.4 6.7
(Government services 12.5 7.6 3.9 1.2
Private non-profit services for households| 3.3 1.8 1.3 0.9

Source: Cabinet Office, Economic and Social Research Institute “Report on National Accounts from 1955 to
1998” Base year 1990, published in 2001

Cabinet Office website

Over the course of approximately 50 years, growth has thus been consistently driven by the
manufacturing industry; however, the internal composition of the manufacturing industry has
altered greatly over this period. For the same ten-year periods used in Table 1, Table 2 lists in
order the degree to which the various branches of the manufacturing industry contributed to
growth. Aside from the “Others” category, oil and coal products and foodstuffs (highlighted
in green and blue) made significant contributions in the first decade, while electrical
machinery and chemicals (highlighted in pink and orange) contributed significantly in the
final decade. Clearly, the degree of contribution made by the two branches of manufacturing
that drove growth in the early stages dropped down the rankings after rapid growth had come
to an end. By the final decade shown, they had come to lie around the bottom of the chart. On
the other hand, the two branches of manufacturing that drove growth from the 1980s
onwards—electrical machinery and chemicals—were close to the bottom of the contribution
rankings in the early stages. It can thus be said that growth in the post-war Japanese
manufacturing industry was achieved with a high level of turnover in terms of the branches of
manufacturing that drove this growth.

Table 2 Branches of manufacturing industry driving growth (l): post-war period
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%/decade

1955-1965 1965-1975 |1975—1985 1985-1995

Total 236.0) 148.8| 71.4 32.2
Others 56.4 |Foodstuffs 24.3 |Electrical machinery 14.6|Electrical machinery 18.9]
[Foodstuffs 32.1 |Others 21.2 |General machinery 14.2|Chemicals 4.8
Oil and coal products 23.9 |Primary metals 19.1 |Others 9.7 |Transportation equipment (2.7
Transportation equipment [22.4 [Transportation equipment |17.5 |Chemicals 7.3 |Fabricated metal products [2.4
General machinery 17.9 |Oil and coal products 12.9 [Transportation equipment [6.4 |General machinery 1.8
[Fabricated metal products |17.5 |General machinery 12.5 |[Foodstuffs 4.6 [Primary metals 1.7
[Primary metals 16.2 |Chemicals 8.2 |Fabricated metal products [4.3 [Others 1.1

[Cement, ceramics, and

olass 14.4 |[Fabricated metal products [7.5 [|Primary metals 4.2 |Paper and pulp 0.6
Textiles 13.9 gCl:lrSI;ent, ceramics, and 7.4 |Precision machinery 2.4 gl?:;ent’ ceramics, and 0.6
Paper and pulp 9.0 [Textiles 6.2 gl:l;;ent’ ceramics, and 1.6 |Foodstuffs 0.1
[Chemicals 6.9 |Electrical machinery 5.9 |Paper and pulp 1.5 [Precision machinery 0.1
[Electrical machinery 3.5 [Paper and pulp 4.4 |Oil and coal products 1.2 |Textiles 0.6
Precision machinery 2.0 [Precision machinery 1.6 [Textiles 1-0.4/0il and coal products 1.7

Source: Cabinet Office, Economic and Social Research Institute (as above).

Table 3 analyses the degree of contribution to GNP growth by industry for ten-year spans
during the pre-war period—just as Table 1 did for the post-war period. Even with the
sweeping classifications shown here, it can be seen that during the pre-war period there was
turnover in terms of the categories of industry that drove growth. Thus, at the end of the
nineteenth century, the degree of contribution to growth by the mining and manufacturing
industry was small, while the agricultural industry and the trade and services industry were
driving economic growth. Although the mining and manufacturing industry grew rapidly
from the end of the nineteenth century, it had little impact on the macro-economy, since it
only accounted for a small proportion of the GDP. This state of affairs began to change as the
twentieth century dawned. The economic growth rate fell considerably during the decade
1895-1905, which witnessed repeated recessions as well as the First Sino-Japanese War and
the Russo-Japanese War. Even during this period, however, the mining and manufacturing
industry continued to grow rapidly and its relative status as a contributor to growth rose. In
the following decade (1905-1915), the mining and manufacturing industry came to be the
most significant driver of growth. In the decade 1915-1925, which included the depression
that followed World War One, the mining and manufacturing industry temporarily slipped
back down the rankings; however, by the early 1930s its degree of contribution to growth had
risen again and the industry had cemented its position as a leading engine of growth. Whereas
post-war economic growth was accompanied by changes in the internal composition of the
manufacturing industry, as seen previously, pre-war economic growth can be said to have
occurred in a milieu of structural change in the form of industrialization. As is well known, it
was the textile industry that drove the industrialization of the pre-war Japanese economy. As
Table 4 illustrates, for virtually the entire period from the end of the nineteenth century until
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the early 1930s, the textile industry was the most significant contributor to the growth of the
manufacturing industry.

Table 3 Analysis of degree of contribution to economic growth rate Il: pre-war period

%ldecade
1885-1895 1895-1905 1905-1915 1915-1925 1925-1935

Total 44.9 15.5 40.9 48.3 31.2
Agriculture, 10.7 —0.4 11.7 3.7 0.3
forestry, and
fisheries
Mining and 5.8 5.7 14.8 8.6 19.7
manufacturing
[Construction 1.1 1.0 2.7 2.8 33
Transportation, 1.7 3.0 5.0 15.0 4.5
communications,
and commerce
[Commercial 25.6 6.3 6.7 18.3 34
services

Source: Kazushi Okawa et al “National Income” Toyo Keizai News, 1974

Table 4 Branches of manufacturing industry categories that drove growth II: pre-war period

%Idecade

1875-1885 1885-1895 1895-1905 1905-1915 1915-1925 1925-1935

17.14 109.71 19.36) 85.81 75.25 114.31
Textiles 8.90 [Foodstuffs 44.20 [Machinery 5.27 |Textiles 27.19|Textiles 22.67|Textiles 32.91
(Others 4.46 |Textiles 44.00 [Foodstuffs 3.73 |[Foodstuffs 20.93|Foodstuffs 20.37|Machinery 25.79
[Chemicals 3.19 |Others 7.53 |Chemicals 3.05 [Chemicals 10.10[Machinery 8.67 |Chemicals 20.99
[Machinery 0.79 |Chemicals 6.34 [Textiles 1.97 [Machinery 8.98 |Iron and steel [7.29 [Iron and steel |16.39
Non-ferrous |, 4o \ceramics  [p.54 [Printingand -, oo Non-ferrous s 54 \opomicals 616 [Foodstuffs  |4.25
metals binding metals
Lumber 0.31 |Machinery 1.95 [Lumber 1.44 |Others 4.05 |Ceramics 3.29 |Lumber 3.50
Printing and 1, 30 I umber 1.26 [Iron and steel 0.95 [Printingand g ), (Printingand ;4 foyp g 3.46
binding binding binding
Iron and steel [0.09 P.r mfmg and 0.85 Non-ferrous 0.78 |Iron and steel [3.15 Non-ferrous 1.99 Non-ferrous 2.83

binding metals metals metals

[Foodstuffs —0.481:12?;:"0“5 0.73 [Ceramics 0.29 |Ceramics 1.91 [Lumber 1.63 |Ceramics 2.52
Ceramics 0.91]Iron and steel [0.30 |Others 0.21 [Lumber 0.75 [Others 0.02 E:Iilt;;ilngg and 1, 65

Source: Miyohei Shinohara, “The Mining and Manufacturing Industry,” Toyo Keizai News, 1972

3. The Mechanisms of Industrial Progress

The preceding section attested to the fact that, from the end of the nineteenth century
onwards, the long-term growth of the Japanese economy was founded on continuing change
in the structure of industry. This section will probe the mechanisms that generate change in
the structure of industry at the micro-economic level—focusing on data relating to individual
companies. The subject of this investigation will be the textile production industry, which

107 / 193



drove pre-war industrialization, with a particular focus on the cotton-spinning industry, one
of the most significant branches of textile production.

Cotton spinning had been performed using traditional methods as early as the Edo Era;
however, it was not until the 1880s that a cotton-spinning industry using modern technology
developed in Western Europe became established in Japan. Thereafter the industry grew
rapidly (see Figure 2). By the mid-1890s, domestic cotton yarn had virtually supplanted
imports of cotton yarn products, and at about the same time cotton yarn exports increased
sharply. Subsequently, the Japanese cotton-spinning industry grew as an export industry until
the end of the 1910s, as illustrated by the high rate of export. In the 1920s exports of cotton
yarn declined, due to real wage increases; however, the cotton-spinning industry continued to
grow, albeit at a somewhat slower pace.

Figure 2 The development of the cotton-spinning industry
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The growth of the cotton-spinning industry is noteworthy in that it involved substantial
turnover in the companies concerned. Table 5 shows how cotton-spinning companies entered
and withdrew from the industry over the 31-year period from 1894 to 1925. Over the course
of this period cotton production increased by a factor of 9.6. In 1894 there were 45
companies involved in the industry, while in 1925 there were 50, creating the superficial
impression of an industry that was stable. Of the original 45 companies that existed in 1894,
however, a mere six lasted the duration until 1925, and 39 companies withdrew from the
industry in some form. In other words, 44 of the 50 companies that were involved in 1925
had entered the industry since 1894. In 1925 these 44 companies comprised 62.7% of the
cotton-spinning industry.

Table 5 Basic statistics relating to companies entering, remaining in, and withdrawing from

the cotton-spinning industry

1894 1925
Total [Production volume|Total 13,748,061[131,885,921]
(N=45, 50) [Average 305,512 | 2,637,718
Standard deviation 351,047 | 4,257,915
Coefficient of variation] 1.149 1.614
Productivity [Average 0.09407 | 0.23557

Standard deviation 0.02607 | 0.09563

Coefficient of variation| 0.277 0.406
[Companies staying in  |Production volume|Total 1,907,640 | 49,168,223
(N=6) Average 317,940 | 8,194,704
Standard deviation 228,854 | 6,402,935
Cocfficient of variation| 0.720 0.781
Productivity [Average 0.08655 | 0.24191
Standard deviation 0.01543 | 0.04032
Coefficient of variation| 0.178 0.167
[Companies withdrawing|Production volume|Total 11,840,421 —
(N=39) [Average 303,601 —

Standard deviation 368,473 —
Coefficient of variation| 1.214 —
Productivity [Average 0.09523 —
Standard deviation 0.02730 -

Coefficient of variation| 0.287 —

[Companies entering [Production volume|Total - 82,717,698
(N=44) [Average - 1,879,948
Standard deviation - 3,316,023
Coefficient of variation - 1.764
Productivity [Average - 0.23471
Standard deviation - 0.10112
Coefficient of variation - 0.431

Source: The Japan Spinning Association, “Japan Spinning Association Monthly Newsletter,” various issues.

Note: The unit of production volume is 1000 kan (1 kan=3.75 kg) and the unit of productivity is kan per
man-hour.
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Table 5 also shows that over the same period labor productivity in the cotton-spinning industry
increased by a factor of 2.5. Although this did not match the increase in labor input (which rose by a
factor of 3.8) over the same period, a substantial proportion of the increase in overall production was
due to this increase in productivity. What is the relationship between this increase in labor
productivity and companies’ entry to and withdrawal from the industry, as described above? In order
to investigate this, the rise in labor productivity is analyzed by breaking it down into the following
components: the proportion due to increased productivity by the companies that stayed in the industry
(termed “within”), the proportion due to changes in the market shares of the companies that stayed in
the industry (termed ‘“between”), the proportion given by the product of the increase in labor
productivity and the change in market shares of the companies that stayed in the industry (termed
“covariance”), the proportion due to the withdrawal from the industry of existing companies with low
productivity (termed “exit”), and the proportion due to the entry to the industry of companies with
higher productivity than existing companies (termed “entry”). This analysis is shown in Table 6. It is
noteworthy that approximately 62% of the increase in labor productivity between 1894 and 1925 is
attributable to the “entry” component. The period can be divided into three sub-periods of equal
production growth rate as follows: 1894-1899, 19001916, and 1917-1925; the three rightmost
columns of Table 6 show the results for each sub-period. Although the proportion of the contribution
by the “entry” component declines relative to that for the period as a whole, while the proportion of
the contribution by the “within” component rises, there is no denying the fact that the contribution by
the “entry” component was considerable. It can thus be said that the average labor productivity in the
cotton-spinning industry in pre-war Japan was boosted by the introduction of new companies whose
productivity was higher than that of existing companies.

Table 6 Analysis of the causes of increased labor productivity

1894-1925 1894-1899 1900-1916 1917-1925
:)‘;f)ffjcst‘iv':‘ty Total 0.12181 0.02920 0.07546 0.01715
within 0.01851 0.03215 0.02081 0.00867
between —-0.00130 —0.00159 0.00358 —-0.00344
covariance 0.03278 -0.00756 0.01281 0.00629
exit —0.00419 —-0.00035 —0.00148 —-0.00066
entry 0.07601 0.00655 0.03973 0.00629
|JAnnual average
increase in Total 0.00393 0.00584 0.00444 0.00191
productivity
within 0.00060 0.00643 0.00122 0.00096
between —-0.00004 —-0.00032 0.00021 —-0.00038
covariance 0.00106 —-0.00151 0.00075 0.00070
exit -0.00014 —-0.00007 —0.00009 —-0.00007
entry 0.00245 0.00131 0.00234 0.00070
Degree of
contribution 0 Irotal 100.0 100.0 100.0 100.0
productivity
within 15.2 110.1 27.6 50.6
between -1.1 -5.4 4.8 -20.0
covariance 26.9 -25.9 17.0 36.7
exit -34 -1.2 -2.0 -39
entry 62.4 22.4 52.7 36.7

Source: The Japan Spinning Association (as above).
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Increased productivity is a phenomenon that is intrinsic to the process of industrial
development. At the same time innovative structures or business models are also frequently
apparent in this process. A typical example of this was when companies making use of the
joint-stock corporation system became standard-bearers for the modern spinning technology
that was introduced to Japan in the 1880s. This section focuses on organizational reform, in
relation to the integration or non-integration of the weaving process by cotton-spinning
companies.

As early as the 1890s, some cotton-spinning companies began to vertically integrate the
weaving process. Table 7 shows the number of integrated companies (companies that
integrated the weaving process) and the number of specialist companies (companies that
specialized in spinning), as well as the change measured in their respective production shares.
Both these indices show that over the period encompassing the end of the nineteenth century
and the start of the twentieth century the integrated companies’ share increased; however, it is
worthy of note that from the late 1920s the specialist companies’ share began to rise. The
development of the specialist companies is closely related to the emergence of the regional
textile industry after the introduction of new technology such as the power loon in the 1920s.
In other words, in the cotton industry as a whole (including cotton-spinning and textiles), a
new business model undergirded by technological innovation emerged in the 1920s—typified
by the growth of specialist weaving companies in the spinning industry.

Table 7 Industry share for integrated companies and specialist companies

1905 1910 1915 1920 1925 1930 1935
Total
number of [[ntegrated 10 13 16 30 39 45 41
. companies
icompanies
(companies) (20.0) (36.1) (40.0) (55.6) (78.0) (75.0) (66.1)
Specialist 40 23 24 24 1 15 21
companies
(80.0) (63.9) (60.0) (44.4) (22.0) (25.0) (33.9)
Total 50 36 40 54 50 60 62
Production Integrated | )3 3¢ 344,114 652,483 695,746 | 1,127,979 | 1,043,004 | 1,484,690
volume companies
(bales) (44.9) 6L.7) (73.0) (84.3) (90.7) (89.4) (84.8)
Specialist 249,750 213,655 241,925 129,295 116,333 124,074 266,977
companies
(55.1) (38.3) (27.0) (15.7) 9.3) (10.6) (15.2)
Total 453,095 557,769 894,408 825,040 | 1,244,312 | 1,167,078 | 1,751,667

bl

Source: The Japan Spinning Association, “Statistics on Japanese Spinning Industry,” issues for the relevant

periods.

Note: Values are for the second half of each year.

1 bale = 400 pounds (Ib)

Percentage production share shown in brackets

What kinds of mechanism led to this organizational reform in the shape of splitting off the
weaving process? By analysis of the causes of increased productivity as well as other
methods, it is possible to analyze the progress of this organizational reform in terms of
companies’ entry to and withdrawal from the industry or their change in a particular attribute.
This entails analyzing three factors: the change in the proportion of companies within the
industry that possess a certain organizational attribute, the entry to or withdrawal from the
industry by companies that do or do not possess this attribute, and companies acquiring or
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ridding themselves of this attribute. The results are summarized in Table 8. Here, the growth
of the specialist companies that was described above is shown in terms of the decline in the
industry share of the integrated companies since the end of the 1920s, so as to highlight the
organizational change due to the changing proportion of integrated companies. Notably, the
decline in the integrated companies’ share of the industry was almost entirely due to the entry
of new companies. Thus, many of the new entrants to the cotton-spinning industry were
specialist companies, and this was the cause of the decline of the integrated companies’
industry share. This finding suggests that it is companies that newly enter an industry that are
the principal drivers of organizational reform within the industry—particularly in the initial
stages of reform.

Table 8: Decomposition of the change in the share of integrated companies in terms of

number of companies
(%)
1905-1910{1910-1915{1915-1920]1920-1925/1925-1930{1930-1935
(Change in share 16.1 3.9 15.6 22.4 -3.0 -8.9
[Degree of contribution|/Companies that withdrew 5.2 -0.7 2.9 6.0 1.4 0.7
[New entrants companies 1.7 -0.3 4.1 8.4 —4.9 -8.1
Companies that switched attribute| 8.3 5.0 7.4 6.0 0.0 -1.6

Source: The current article
4. Conclusion

Various lessons can be drawn from the past experience of the Japanese economy. Over a
period of 100 years from the end of the nineteenth century until the 1980s, the Japanese
economy continued to grow rapidly at an annual rate of between 3 and 10%. At the same
time there was a process of change in the structure of industry. In the pre-war period,
industrialization progressed with the textile production industry at the forefront. In the
post-war period the manufacturing industry has been the engine of growth, while witnessing
a large scale of turnover in the various branches of manufacturing that have driven this
growth. In other words the process of economic growth has been characterized by the
“metabolism” (regeneration) of industry. Within individual industries, the regeneration of
companies has played a major role in the process of the birth of new industries and their
continuing growth. In particular, companies newly entering an industry have played a
significant role in increasing productivity and in introducing and popularizing new business
models within the industry. With the attainment of sustained economic growth a current
policy challenge, it could be said that the implications of these realities are now highly
significant.
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Fostering Dynamism in Japanese Finance through Regional Cooperation*
William W. Grimes'

The current economic news from Japan is generally positive — the recovery is
picking up speed, deflation appears to be coming to an end, corporate restructurings have
led to healthy profits, banks are healthier than they have been in well over a decade,
employment is improving, and even real estate prices have stabilized. Overall, it seems
that the goal of private-sector-led, sustainable growth has finally been achieved. Of
course, vulnerabilities remain, and this is much more of a recovery than a resurgence.
But with corporations holding significant cash positions and the prospects of a financial
crisis dim, the timing is good to start thinking seriously about where economic policies
should be going from here.

This session calls for us to consider how to build an economy with “dynamic
development.” This is an extremely important goal for Japan, for reasons that relate both
to the recent past and to the long-term future. Looking backwards, a decade and a half of
stop-and-go economic growth, punctuated with several crises or near crises, has left
Japan with a considerable stock of underutilized resources. One piece of evidence can be
seen in the continuation of weak returns on equity — Japanese firms are putting far too
much capital into ventures with only moderate effects on productivity growth. While
weak corporate profitability has been an ongoing trend in Japan since the 1960s, a new
phenomenon could be seen in labor markets as the numbers of underemployed workers
rose significantly over the period. Looking beyond official unemployment numbers, this
phenomenon was visible in increased reliance on part-time, temporary, and contract
workers; withdrawals from the labor force, especially among women and marginal labor
groups like youths and seniors; and the emergence of such social phenomena as
“freeters” and “NEETs.” Japan needs a dynamic economy to provide good employment
opportunities for potential workers who have been marginalized; the decline in
employment stability also calls for firms to respond more flexibly and dynamically to
ensure optimal matching of skills and talent.

Looking forwards, Japan is a low-birthrate, aging society. The Japanese economy
will need to be dynamic and flexible to maintain living standards as senior citizens make
up an ever-larger proportion — and working-age population an every smaller-proportion —
of the economy. Per-worker productivity will need to improve significantly, even as the
economy must shift to better accommodate more employment of senior citizens, women,
and (most likely) foreigners.

Even if we take as given that both the past and the future call for improved
dynamism, it is easier said than done. My own perspective is that the private sector must

" Discussion paper for distribution at the conference on “Japan’s Political, Economic, and
Social Systems and Its Contribution to the International Community,” Institute for
International Policy Studies, Tokyo, Japan, December 5-6, 2006. Presented at Session 1:
“Building an Economy with Dynamic Development.”

" Department of International Relations, Boston University, 152 Bay State Rd

Boston, MA 02215 USA, 1-617-353-9420, 1-617-353-9290 (fax) wgrimes@bu.edu.
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be the driver for productivity growth, technological development, and increased
competitiveness. However, I take as given that not only will the entire private sector not
heed my suggestions at this conference, but also that the combined wisdom of multitudes
of companies and financial firms competing for their survival is certain to exceed any
good ideas I could actually devise as I sit in my university office over ten thousand
kilometers from Japan.

As a practical matter, it is much more manageable to ask what the Japanese
government and other official or quasi-official actors (Bank of Japan, Tokyo Stock
Exchange, etc.) should be doing to support this kind of private-sector-led dynamism.
Here, I can think of many policies that the Japanese government could implement to
increase the dynamism of the Japanese economy, ranging from employment law and
pension reform to decentralization to tax reforms to financial regulation to child care
policy. Clearly, however, this is far too expansive a drawing board to be interesting or
useful. So I will use as my guide the theme of this conference: “Japan’s Political,
Economic, and Social Systems and Its Contribution to the International Community.” In
the rest of this discussion paper, I attempt to address how the Japanese government can
make use of its regional cooperation efforts to support dynamism in its own economy.

Japanese Financial Markets and the Challenge of Services

Japan is increasingly a post-industrial economy. Services account for the bulk of
jobs and income; given Japan’s high-wage structure, there is no reason to believe that
manufacturing is going to displace services as the core of the Japanese economy. So in
thinking about how to increase the dynamism of the economy, sooner or later we must
consider the question of how to make the service sector more efficient, innovative, and
flexible — in a word, dynamic.

The service sector comprises many different types of activities, ranging from
transportation to food services to entertainment to financial services. Although my
students all seem to be most interested in anime, in this discussion paper I will
concentrate on financial services, which offer the best opportunity for large numbers of
high-paying jobs as well as the most direct link to issues involving the international
community. I argue that a key goal for Japan is to make Tokyo a regional financial
center for East Asia.

Promotion of Tokyo as a regional financial market center is an important national
goal for Japan, for several reasons. Most fundamentally, domestic investors and
households deserve access to innovative financial products and services, in order to make
better use of their savings. Also, domestic capital allocation will be improved by more
choices and greater liquidity in the market as a whole. Third, a vibrant regional financial
market centered in Tokyo would be a useful base for the global advance of domestic
financial institutions — particularly important at this point in time, when Japanese banks
are finally at a level of stability where they are looking internationally again. Finally, as
already noted, in a post-industrial, service-oriented economy such as Japan’s, financial
markets can help to create attractive employment and opportunities for profit. Making
Tokyo into a world-class and vibrant financial center will not only create jobs within
financial institutions and exchanges, it will also create demand for legal, accounting, IT,
and other ancillary services. (These services remain geographically bound even as an
increasing proportion of trading activities occurs electronically, outside of exchanges.
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Tokyo should not cede this ground to either the global centers of New York and London
or the regional challengers of Hong Kong and Singapore.) We could also expect
important spillover effects throughout the economy, as professionalism and transparency
in accounting and other business practices rise.

Regional Cooperation in Support of Economic Dynamism

Despite the size of Japanese financial markets, Tokyo trails London and New
York by significant margins in terms of liquidity and measures of globalization such as
international listings. (Currently, the Tokyo Stock Exchange has only 24 foreign listings,
of which only four are Asian firms.) While it will undoubtedly take a long time before
Tokyo becomes a primary financial center for firms based in Europe and the Americas,
East Asia and Oceana offer attractive prospects from the perspectives of both investing
and raising funds. Moreover, Japan has important advantages over the other global
financial centers in servicing the region’s financial needs.

Japan has been a leader in East Asian economic regionalization, with Japanese
firms pioneering the development of regional production networks through the region.
Although intra-regional trade and investment account for a lower percentage of GDP and
international transactions in Japan than in the other East Asian economies, Japanese firms
and financial institutions are deeply involved in the region. Japan remains an important
source of capital, intellectual property, and demand for East Asian goods and services. In
the last decade or so, the government of Japan has been seeking to reinforce economic
regionalization with economic regionalism in the form of economic partnership
agreements (EPAs) and other regional initiatives.” In terms of financial issues, there are
several ongoing efforts, including the Chiang Mai Initiative, Asian Bond Market
Initiative, Asian Bond Fund, and ASEAN+3 Economic Review and Policy Dialogue.

What I would like to suggest in a very general way in this discussion paper is that
the Japanese government create an integrated strategy of pushing forward financial
regionalism, while at the same time working to improve the attractiveness of Tokyo
financial markets. By doing so, Japan can position Tokyo as the premier destination in
Asia for investing, raising funds, and doing deals. I should also emphasize that timing is
crucial. Right now, there are many Asian companies that are emerging as international
players that could benefit from greater exposure to international financial markets.
However, other market centers such as Hong Kong, Singapore, and eventually Shanghai
and Mumbai may challenge Tokyo for regional preeminence. So Japan must act quickly
and decisively to solidify its advantage, addressing both infrastructure and supply issues.

In terms of infrastructure, there is still a ways to go to lower costs for participants
in Tokyo financial markets. There is a pressing need to improve the technological
infrastructure of the markets, as recent embarrassing failures of the Tokyo Stock
Exchange demonstrate. Moreover, settlement systems throughout most of the market
(with the exception of the Bank of Japan book-entry system for government bonds) are
deficient in comparison with both the global leaders and regional challengers such as
Hong Kong and Singapore. A number of laws and tax rules also serve to raise the costs

Political scientists use the term “regionalization” to denote increased intensity of
regional transactions. “Regionalism” means efforts to create formal institutions within a
region. Such institutions can support and even accelerate regionalization.
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of issuing securities. Tokyo is also at an automatic disadvantage in a world of globalized
finance since reporting and legal documentation must be completed in Japanese, whereas
Hong Kong and Singapore use English. Meanwhile, Japanese individuals remain
reluctant to invest their savings in financial markets, even through investment trusts.
Finally, market participants point to a shortage of skilled professionals, not only in
financial specialties themselves, but also in auditing and legal services.

In terms of financial regionalism, I admit to being rather skeptical of the potential
of local-currency bond markets. Asian currencies are not likely to be extremely attractive
stores of value, and few firms outside of Japan and Korea would be able to attract high
confidence and liquidity. But if local-currency bonds are to become popular among
international investors, the most practical way will be in offshore markets. Hong Kong
has already made a play for this niche, but Japanese authorities and exchanges should
seek to compete. Even if a Tokyo-based euro-bond market is slow to develop, the effort
to lure issuers can have synergies in terms of increasing regional firms’ listings and
attracting regional financial institutions to Tokyo. This would contribute to positive
network effects, which so far have been lacking in Japanese financial markets.

Regional financial cooperation can complement efforts to improve market
infrastructure by supporting regional economic stability, improving market and reporting
standards in the emerging economies (and thus increasing the number of potential
participants in Tokyo), and increasing the visibility of Japan as a regional leader. It
should also contribute to a greater feeling of confidence among individual Japanese
investors in investing in the securities of firms from Japan’s East Asian partners — after
all, one of the major benefits to regional firms of issuing securities and participating in
financial transactions in Tokyo would naturally be to tap into the vast pools of Japanese
savings.

To really establish Tokyo as the preeminent East Asian financial market center,
all the key official actors will need to coordinate more effectively than ever before. This
will require imagination and flexibility on the part of regulators, not to mention
substantial investment on the part of exchanges. In particular, officials from the
Financial Services Agency and the Ministry of Finance Tax Bureau will need to shift
their focus from ease of administration to maximizing financial market efficiency. And
the Tokyo Stock Exchange will need to address its infrastructural deficits seriously and
publicly. Most of all Ministry of Finance and Bank of Japan officials in charge of
regional financial cooperation will need to focus their efforts not just on theoretical goals
of regional stability and bond market development, but on actively supporting the growth
of East Asian participation in Japanese financial markets.

117 /193



Prepared for the IIPS Symposium on

Japan’s Political, Economic, and Social Systems
and Its Contribution to the International

Community

Tuesday, December 5, 2006
Tokyo

Session 2

Creating a Peaceful and Vigorous Society

Shumpei Kumon
The New Institute for Social Knowledge and Collaboration:

Kumon Center, Tama University

-~} BAKR R -

The Nippon Foundation

118 / 193



Creating a Peaceful and Vigorous Society

Shumpei Kumon
The New Institute for Social Knowledge and Collaboration:

Kumon Center, Tama University

1. Redefining Modernization

The single term best characterizing the present, now that the Cold War has ended, is
“unrelenting modernity.” As Giddens wrote in 1990, “Rather than entering a period of
post-modernity, we are moving into one in which the consequences of modernity are
becoming more radicalised and universalised than before.” The late Yasusuke Murakami
said that the present is an age of “super-industrialization,” meaning industrialization’s
quantitative expansion and qualitative enhancements are both advancing such that the
shift to an information-based society is actually a manifestation of industrialization’s
qualitative enhancement. In this sense, he wrote in 1992, “the current shift to an
information-based society is unlikely to prove a decisive weapon overturning

industrialization’s basically human-centric logic.”

Contemporary society is sustained by values of modernity and modern social systems.

As the values or belief mainstays of the former may be cited

1. Progressive humanism, in which the global condition undergoes unbroken progress
and improvement in terms of human happiness,

2. Instrumental activism, in which this progress is achieved by working upon the
world actively with appropriate means, and

3. Decentralized liberalism, in which guaranteeing decentralized freedom of thought
and action is effective in the identification and acquisition of superior means.

Of these, Murakami took especial note of the culture of instrumental activism, writing

in 1975 that this is the very core value of modernity. Around the middle of the 20"

century, there were attempts made by totalitarianism of both right and left to replace the

third mainstay (decentralized liberalism) with a values system that might be termed

tyrannical dictatorship. However, these efforts from both left and right were thwarted.

More recently, the first mainstay (progressive humanism) has been subject to critical

review, but it has not yet been refuted or rejected. And the second mainstay

(instrumental activism) remains alive and well.

On the other hand, the major pillars of modern social systems are generally seen as the

existing sovereign states, the international society, industrial enterprises, and the global
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marketplace, to which should be added the many social institutions (NGOs, NPOs, and
CSOs) that lead the trend to informationization—what I have termed information

intelprises—and the global interplace where they operate.

Given this, it seems appropriate to expand Murakami et al’s 1979 definition of
modernization to state that “modernization is the progressive process of the modern
society’s evolving through the interaction of the three phases of statization
(manifestation aspects), industrialization (breakthrough aspects), and informationization
(maturation aspects). As such, modernization obviously also includes the development
of modernization itself and the values that sustain it, as well as the formation of those
social systems without which it cannot be sustained.” Yet that alone is insufficient, and
it is also necessary to articulate the essential characteristic defining “modernization
itself” common to statization, industrialization, and informationization. This I see as a
race-like empowerment of the principals that constitute modern society, which is to say
the incessant quest and spiraling process that takes place like a social game with the
means to achieve objectives and power in the sense of the ability to utilize means for the
attainment of objectives. The types of core principals, the types of power primarily
wielded by these principals, and even the types of social games that the principals play
as they seek to acquire and exercise power differ depending upon the phase of
modernization. For example, in the statization phase, it is the aggrandizement and
exercise of military power by sovereign states that is advanced through militaristic
“power games.” In the industrialization phase, it is the aggrandizement and exercise of
economic power by corporations that is advanced through capitalistic “wealth games.”
And in the informationization phase it is the rise of a new type of principals, what might
well be termed information intelprises, that advance the aggrandizement and exercise of

information power through “knowledge games.”
2. New Vigor and Threats

Seen from the perspective of the three phases of modernization, the features

characterizing the present are to be found in the fact that the rise of the state has taken
such hold that there are currently over 200 sovereign states as well as the fact that the
third industrial revolution and the first information revolution have both gone beyond

manifestation and are headed for breakthrough.

It is especially worth noting that

(1) on the rise of the state—and by implication the rise of the military, since it is
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primarily military power that the state exercises—the states that developed and possess
nuclear weapons as the core of their military power as sovereign states have, with the
end of the Cold War, turned their attention to promoting industrialization as a key
element of national vitality and are achieving remarkable success in this endeavor;

(2) on the rise of industry, with hopes and expectations high for the emergence of
“ubiquitous societies” as the computer sector comes into its own, new digital items
engendered by online game communities have opened new possibilities for economic
growth that is less disruptive of the environment, this then being buttressed as the third
industrial revolution enters breakthrough phrase with new materials created through
advances in nanotechnology, biotechnology, and other technologies, this supplemented
by the possibility, as Gershenfeld noted in 2005, that we may see the development of a
personal fabricator sector marking a quantum leap from the assembly sector that
produced consumer goods (e.g., automobiles and appliances) for mass consumption;
and

(3) on the rise of information, the industrial society’s homo economus, who sought to
achieve personal goals with the exclusive use of privately owned assets, may be giving
way to a new type of individual who seeks to achieve conviviality through the
co-production and co-use of shared assets, especially information assets, as noted by
Benkleer in 2006, this signifying the rise of what I termed in 2001 netizen patterns of

awareness and action.

While all of these trends will be important sources of new vitality for society, flat-out
most promising are the new vitality (knowledge power) that the rise of information will
engender in people, the new social games (knowledge games) race-like exercised as a
result, and the new social ideal (conviviality) that it is hoped will be manifested as a
result. In effect, the most promising possibility for generating the peaceful and vigorous
society of the future lies not in tweaking statization or industrialization but rather in

full-throated informationization.

Yet today’s world is not homogeneous. As Thomas Barnett pointed out in 2004, there is
a profound divide between those “societies that are actively integrating themselves into
globalization’s Functioning Core and those that remain ... largely disconnected from the
global economy” (the Gap). New developments on the statization front, such as the
kind of regional integration that is continuing apace in Europe, or new developments on
the industrialization front, such as the rise of the BRICs and the Next 11 as detailed by
Prestowicz in his Three Billion New Capitalists (2005), are phenomena taking place

only within the Core that Friedman described in 2005 as flattening, and the Gap is
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conversely characterized by social dysfunctionality and poverty, environmental
degradation, global terrorist networks that spread out from them, and other threats
arising from their non-contemporariness with the modern world. Many of the
possibilities and potential opened up by information’s primacy will probably have to be

utilized to overcoming this non-contemporariness.

That said, it must also be noted that today’s world is also beset by a wide variety of
other threats as well, and special heed must be paid to the “negative feedback loop” in
which the enhancement of social vitality feeds into an expanded threat of aggravating
the wealth, opportunity, and other divides and of exacerbating environmental
degradation. Grouping these myriad threats, it is possible to identify a number of basic

threat patterns.

Looking first at the threats as regards the rise of the state, there are three main threat
categories. First is that the states that have succeeded in identifying statization with
militarization may find the momentum so intoxicating that they embark upon
imperialistic or hegemonistic quests. This would be a reprise of the nightmares of the
20™ century, including the Cold War. Second is the danger that newly emerging or
long-established sovereign states may embark upon ambitious, or even defensive,
efforts to develop and possess nuclear weapons and other weapons of mass destruction,
this triggering major proliferation of WMDs and consequently heightening the threat of
war. And third is the threat, as mentioned above, of regional conflict and even global
terrorism emanating from and among states and regions that have been left behind in

modernization or that are adverse or hostile to modernizaton.

With regard to the rise of industry, the possibility that resource depletion and
environmental degradation could well be further exacerbated by industrialization for
new production building upon the second industrial revolution is a particularly serious
threat. Indeed, global warming and desertification have already passed the could-be

stage and the situation is already perilous.

With regard to the rise of information is the widening disparity of information and
knowledge between the front-running information societies and the laggards, and even
the regional, class, and generational disparities within any one country. Termed the
digital divide, this is already a serious concern and its further widening is a threat.
Another threat is the danger of over-reaction sparked by fear of the unknown. Excessive

shielding of personal information, unrelenting surveillance of others, and other
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responses provoked by obsessive fear that personal privacy might be compromised
could well lead to a crippling of the very vitality that the greater use of information is
engendering. There are real problems with viewing attitudes and behavior at variance
with homo economus modalities as pernicious piracy and seeking excessive protection

for intellectual property as a result.
3. Issues in Creating a Peaceful and Vigorous Society

3.1. Supporting modernization

The central form of socially mutual activity within the statization phase of
modernization has been discord and conflict. In the industrialization phase, this
manifested itself as competition. Even the social ideal pursued changed from “fighting
to win the peace” to “achieving prosperity through competition.” Yet in the information
society, we will likely see the new ideal of “conviviality grounded upon co-operation”
being pursued. Such a society will probably witness a transformation from the process
of individual states and enterprises advancing in conflict and competition to a process of
creation within a climate of mutual co-operation and co-support. Especially since the
end of World War II, with the global recognition that regions and ethnic groups have the
right to declare their independence and to establish state structures, active support and
co-operation from the modernity-leader states to these regions and ethnic groups that

are unable to achieve statehood on their own is both necessary and desirable.

In the early stages of industrialization, the state played an important role in supporting
and promoting industrialization by providing security guarantees and establishing and
enforcing the rules of the wealth game. While the state will continue to play this support
role in the informationization phase, it will be complemented by supranational agencies.
In effect, it is hoped that both state and non-state actors will move beyond development
support to promote the establishment and operation of a co-operative promotion regime
of what might be called co-development support and will create a variety of support
frameworks for the apt governance of the Internet, the most important infrastructure for
eliminating the digital divide and enhancing the information society. In addition,
national and supranational actors alike can and should play a major role in creating and
establishing a new information-rights regime premised upon joint ownership and shared
use of intellectual property that can supplement or replace the current intellectual

property framework premised upon private ownership and personal use of intellectual

property.
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In today’s informationization phase, it is important that corporations join national and
supranational agencies in this effort to support the wider use of information.
Corporations are able to make platforms available for free and unfettered use not only
by other for-profit corporations but also by intelprises and netizens. Rather than seeing
the activities of intelprises and netizens as hostile piracy and seeking to suppress them,
it is important that corporations make it their business to further the spread of
knowledge games developed by different value systems and different behavioral
patterns and to facilitate and expedite play. In providing such support, along with
making search engines and other information-processing applications available,
providing platforms offering earnings opportunities to netizens such as currently seen
emerging in, for example, Google’s AdSense and Amazon’s affiliate program, is an
especially important element. Just as corporations were able to pursue business
opportunities unarmed thanks to state support in the early stages of industrialization, so
is it important that intelprises not have to devote all of their energies to surviving but be
able, thanks to corporate support, to pursue knowledge games in peace in the early
stages of informationization. If this can be done, the result is likely to be that the fruits
of these labors will find their way back to corporations who will be able to utilize these
innovations and convergences in their own business operations. As such, this is very
similar to the way the state, having provided support for industrialization, was then able
to reap considerable tax revenues and to acquire powerful arsenals as industrialization

succeeded.

3.2. Deterring explosions

While modernization enables diverse empowerments, there is the danger that this might
be a source of major threats to society if they are abused. If the emerging leadership
burns with ambition to develop and possess nuclear weapons while the state is still
under construction, the result will likely be greater proliferation risk, which threat will
likely spread to neighboring states or over the whole of the broader global community.
While it goes without saying that considerable risk would also be entailed if one or
more of the great powers, having succeeded in consolidating its state, were to embark
upon hegemonic pursuits on a global scale, likewise can greater peaceful
industrialization not only pose a threat to other-state markets and industries if it engages
in blatant and massive developmentism but even run the risk of aggravating

environmental degradation and triggering resource depletion.
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On the other hand, even among states that have achieved independence, we are already
witnessing some that have failed to establish full statehood and have been unable to
industrialize on their own, leading to social unrest at home and sparking conflict with
neighboring states and region-wide. In some cases, this has even escalated to
international terrorism aimed at the earlier-modernizing states, as seen in the conflict in
the Balkan states and the September 11 terrorist attacks in the United States.

If we are to deal effectively with these threats, it is essential we accurately identify their
causes and establish global co-operative structures with creative leadership from the

earlier-modernizing states to ameliorate them.
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3.3. Maintaining social balance

Society frequently over-reacts to new threats that are not yet accurately assessed as to
scale and probability or that have yet to materialize, instituting extreme
countermeasures to ward them off. At other times, society goes overboard wantonly and
prolifically utilizing new technologies and systems as they become available, triggering
the creation of bubble phenomena in the process. While at times marshalling every
possible social surveillance mechanism to monitor every nook and cranny of society,
society at other times seeks to throw a shroud of protection over even such basic
personal information as name and address. Just as there are those who seek to use P2P
applications to access and distribute illegal content, so are there others who view such
P2P applications as solely and inherently tools for piracy and stridently advocate
stringent legal restrictions to stamp them out. While there are some who attempt to
make all knowledge easily available, shareable, and usable by all, there are also those
who would impose wide-ranging restrictions and ever-more-stringent protection for
intellectual property, going so far as to restrict the resale and even the lending of used
books and the downloading of any and all content. As seen for example in attempts by
Google and others, information and knowledge that all people may freely use is
currently being brought together on giant server complexes, but there are also
counter-predictions that this move to centralization will be reversed and knowledge will
be unrelentingly decentralized. While this swinging from extreme to extreme, this
cleaving of public opinion, is perhaps to some extend inevitable and unavoidable, it
carries the danger that it could hinder peaceful and vigorous social activity if taken to
extremes. It is thus imperative society not lose that spirit of moderation that is so

conducive to appropriate balance.
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“Events that indicate that our efforts will succeed arouse hope. Events that suggest

that our efforts are futile foster despair.”

Social Psychologist R. Nesse, Social Research 66-2, 1999

“This country has everything... everything but hope. It’s all here, whatever you need
to live a lifetime, and yet, no hope. And what are we to think of the fact that, in this
country without hope, children are still being taught in essentially the same way as in

the days when hope was all this country had?”

Ryu Murakami, Exodus in the Hopeful Country, 2000

Required Conditions for a Peaceful and Vigorous Society

A peaceful and vigorous society is one in which all people can lead their lives with
hope. Because hope is a feeling that comes when effort is rewarded, such a society is
also one where some expectation of reward for effort can be maintained.

Conversely, as the number of people who fail to find hope in their lives increases,
society begins to lose its vigor and sense of peace, a loss that can occur in two ways.
First, stagnation begins with the appearance of a group that gets rewarded for no effort
at all, simply because people lose motivation once they perceive that the result will be
the same whether they work hard or not. Second, a society that fails to recognize the
efforts of some of its members also begins to lose its civility, and as the number of
those living in such despair grows, the social order itself begins to crack and weaken.

Thus, government and society must take steps to eradicate these two tendencies.

For some time after the war, Japan was economically impoverished, yet it enabled
its people to retain hope. Today, as the opening quotation from Ryu Murakami
demonstrates, the cost of the economic riches that Japan has acquired over the half
century that has elapsed since the war is becoming apparent, as the very structure of
Japanese society has allowed the emergence of vested interests and other forms of
reward without effort.
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The economic restructuring of the past ten years, exemplified by Koizumi’s
reforms, has focused largely on breaking down such vested interests and on
eliminating the ranks of those who benefit without making any contribution. This can
be seen—correctly—as a social measure, and as such naturally found support among
the people. (Although deregulation was not carried out in the name of social reform, it
ended up with popular support). At the same time, however, these efforts were
structured in a way that ignored the existence of the second sub-group—those whose
work goes unrewarded by society.
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Typical examples of this sub-group include the so-called “freeters” (young
non-permanent freelance workers) and the working poor. Specifically, this group
encompasses those whose work goes unrecognized, leaving them stuck at the bottom
in terms of labor productivity and pay, as well as those who may work hard but who
continue to feel unrewarded because they fail to achieve a decent standard of living.
Economic Restructuring and the Growth of Economic Disparity
The reasons for the growth of this under-rewarded group have less to do with any
failure of policy than with the economic transformation that has taken place. The same
symptoms can be found throughout the world, with the move from an industrial
economy (the “old economy”) to a post-industrial economy (the “new economy”). It is
thus worth reviewing the workings of the old industrial economy.

Japanese society from the post-war period to 1990

As a society focused on industry and enjoying high economic growth—a society on its
way to greater affluence—Japan saw shrinking economic disparity, and offered, by its
very structure, great hope to a great many of its citizens. This was because the high
volume of manufacturing and sale of goods necessitated by a mass-production
mass-consumption industrial economy required the support of large numbers of skilled
laborers, salesmen, and other workers.

From the post-war period until around 1990, reward for effort was virtually
assured in Japanese society. This was because 1), in terms of education, anyone who
studied hard enough to graduate could hope for full-time employment; 2), in
employment, any (male) employee who worked hard enough could count on
continued promotion and raises; and 3), in daily life, if the man worked hard for his
company and the woman worked hard in the home, hope was always there in the
promise of a more affluent life.

As long as there was hope, economic disparity never turned into a social
problem, simply because as long as people continued to grow more affluent in their
daily lives, any economic gaps were perceived not as disparities, but rather as real
opportunities to “catch up.” In employment, this meant that while there may have
been differences in individual goals and the speed with which they were attained,
continued training and advancement assured that gaps in income over a lifetime were
actually quite small. Because there was little difference in initial pay for newly hired
graduates, everyone in the workforce began their working careers from the same
starting line, and any subsequent pay gaps could be attributed to differences in
individual ability or effort. More than anything else, it was this sense of being of
important to one’s company—and by extension to society—that helped generate the
sense of peace and vigor that so characterized the period.

The spread of the new economy and a redefinition of disparity
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The new economy, exemplified by affluence, globalization, and a shift toward IT and
services, is fertile ground for economic disparity. According to Robert Reisch, this is
primarily because, as society enjoys greater affluence, huge changes occur in the way
people (consumers) go about fulfilling their needs. In order to lower the cost of
maintaining a more affluent society, people seek first to obtain the basic commodities
of daily life cheaply and more efficiently. At the same time, new desires emerge that
cannot be satisfied with simple commodities. Success thus hinges on whether goods
can be delivered with some perceived value added (newness, comfort, individuality,
attractiveness, or even cuteness).

As a result, a polarization occurs in the new job growth that emerges from this
fundamental transformation of the economy. On one hand, more jobs require
sufficient creativity, imagination, and information and design skills to develop and
provide products and services that can deliver this kind of added value—jobs that are
targeted by what might be called “core specialists.” On the other hand, there are also
jobs which require little on-going training, and which can be done strictly “by the
book”—such as distributing tissue packets, sorting, cleaning, performing simple
customer service, waiting tables, and carrying out basic computer operation—work
that requires what might be called “routine laborers.”

Take the example of a new product that is to be sold on the Internet. To design
and build the product and develop a system for ordering it over the Internet requires
advanced skills. At the same time, without people to process the orders, pick and
package the products, and deliver them to the customer, the products would never
reach the consumer.

Companies employ core specialists, train them, and reward them with
compensation, and many of these skilled specialists eventually have the opportunity
to strike out on their own. In contrast, the routine laborers are faced with the loss of
permanent employment status as companies convert their jobs to part-time,
outsourced, or temporary positions in order to cut costs. Not only do routine laborers
work for less pay with little prospect of raises, companies fail to even see them as
individuals, leaving them with little hope of advancing their skills.

This is where the hopes of young people begin to diverge. Those who have
become skilled specialists know that with hard work, they can expect to grow,
acquire new skills, and earn a high income. In short, they have hope in their jobs.
The “freeters” and others who end up as routine laborers, on the other hand, never
achieve that same hope. No matter how hard they work, they are offered no new
skills, no raises, and no recognition, and thus cannot expect their lives to ever
improve.

The Unique Characteristics of the Economic Transformation of Japan
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This polarization of the workforce is a global trend. Growth in income disparity, along
with a growth in non-traditional employment, can be seen in virtually all developed
countries, the process having started with the USA, the UK, and Australia in the
1980s, before spreading to continental Europe in the early 1990s. Globalization, the
spread of information technology, and moves toward greater deregulation have all
spurred the economic changes that drive the need for a vast number of low-paid
routine laborers. How this pool of routine labor develops varies from country to
country; in most Western nations, it is typically filled by immigrants from
Third-World nations.

In Japan, these effects were first seen in the late 1990s, when structural economic
reform first gained significant momentum. The author has referred to this as the “1998
Problem,” and it was during this period that many of Japan’s key social indices (the
suicide rate, unemployment, personal bankruptcy, child abuse, homelessness, welfare
numbers, and the shift away from permanent full-time employment) first began to
deteriorate. In short, more and more people began to lose hope.

Behind all this was the increasing disparity in labor, and there appear to be two
reasons why this arose when it did. First, the economic crisis and the subsequent
reduction in public works projects as a result of financial reconstruction both occurred
during this period. This led to an absolute reduction in employment overall, as
companies downsized their full-time workforces, went out of business, or withdrew
from the marketplace. Second, while new industries were being created and the need
for both core specialists and routine laborers was increasing in the course of the shift
toward an IT and service-based economy, these new industries were the very ones
which were shunning the use of permanent full-time employees.

In Japan, the burden of filling these low-prospect routine labor positions fell
largely on the young. The result is the increase which can be seen today in the number
of young unmarried people who lack permanent employment, the so-called
“freeters”—the group which can be said to have been most directly affected by the
polarization of the workforce. This trend is further confirmed by a number of other
statistics: the drop in the number of young permanent employees, the fall in overall
employment, the growth in the Gini coefficient for income among workers in their
twenties, the increase in the number of workers earning less than 1.5 million yen
annually, and the growth of the “NEET” (not in employment, education, or training)
population.

This increase in the population of underpaid young people has so far not resulted
in any significant social problems in Japan—primarily because of the unique Japanese
phenomenon of so-called “parasite singles,” unmarried adults who continue to live
with their parents after graduation and who essentially rely on them for their basic
needs. Under normal circumstances, anyone asked to live on 1.5 million yen per year

141 /193



would quickly fall into poverty; in Japan, however, many of these young lower-paid
workers—both men and women—continue to live with their middle-class parents, who
enjoy relative economic affluence. Not only do they not have to worry about food,
shelter, or utilities, they can live quite well on little or no income. As dependents,
many of them are covered by health insurance, and the parents have in effect taken
over the role of providing a social safety net for these underpaid youth.

With little hope to be found in their work, many of these young people become
dreamers. The men may dream of one day pursuing a job that they love; the women, of
someday marrying a well-paid man and becoming a housewife. It goes without saying
that the chances of these dreams ever becoming reality are slim, although in fact few
young people ponder the possibility that their dreams may never come true.

The Consequences of the Disparity in Hope within Society

The result for Japanese society of the structural transformation of its economy has not
been a fundamental growth in the number of low-paid workers forced to live in
poverty. However, other social problems have arisen, in response to which society is
procrastinating.

The greatest consequences of this trend are the decline in marriage and the falling
birthrate. Lower-paid young people still living at home find it difficult to contemplate
marriage. As a result, as of 2005 the proportion of Japanese men and women in their
early thirties who were unmarried had risen to 47.1% and 32% respectively, further
deepening the birthrate crisis.

Moreover, adversity knows no bounds. Not all young people have the luxury of
living with their parents as “parasites,” unplanned pregnancies may force some to set
up home unprepared, and parents may themselves lapse into poverty. As the number of
low-paid workers who cannot rely on their parents for support gradually grows, Japan
will see the emergence of its own population of working poor.

As a result, there are signs that Japanese society is becoming increasingly
unstable, and the number of young people (as well as middle-aged and elderly people)
who have all but abandoned hope for the future continues to grow.

Of even greater concern is the future of those young people with unreliable
underpaid jobs who are still living at home. Today the proportion of unmarried men
and women aged 35—44 still living with their parents is 12.6%, which represents nearly
two million people. A significant number of them have no stable employment. When
they get older (and when in twenty years time the parents off whom they have been
living eventually die), they will suddenly find themselves confronting a whole new set
of problems in their lives.
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In short, the willingness of today’s parents to accept the burden for their children
does nothing more than postpone the crisis. Immediate steps are needed to prevent
such a future from coming to pass.
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EDUCATION AS THE FOUNDATION OF EVERYTHING

Christopher P. Hood
Cardiff Japanese Studies Centre, Cardiff University (HoodCP@Cardiff.ac.uk)

In this paper, | will set out what | believe Japan could be doing to further improve moral education.
This is a critical issue now not only in Japan’s development, but also in relation to on-going
changes around the world. Indeed, so critical is enhancing moral education that this paper will
stress that it is inseparable from the need to reform the Fundamental Law of Education and the
Constitution.

Due to a variety of incidents by school children in the past decades, there has been a tendency for
people to believe that moral standards have been falling and that moral education has failed.
However, we have to remember just how many millions of students pass through the education
system, and had been passing through the system since the reintroduction of moral education in
1959, without causing problems and who go on to be integral members of society. Moral education
in Japan has not failed. | cannot imagine any form of moral education or teaching that ensures that
100% of people behave properly 100% of the time. There are always likely to be fringe elements
that cause problems. The target of a perfect moral education and a compliant audience may be a
noble one, but ultimately, | would suggest, it is unrealistic and futile.

There are two key words in the previous paragraph — ‘properly’ and ‘problems’. What is considered
‘proper’ or a ‘problem’ are fundamental issues. Proper behaviour is something we can learn in a
manner of different ways — from our parents, through the education system, from the behaviour of
those around us, from religious institutions, and so on. In a country such as Japan, where so much
time is spent at schools and other educational establishments, the education system is particularly
key. Conversely, it is often suggested that in Japan religion is not significant. Part of this belief may
be due to the lack of written ethical and moral codes in Shintd and Buddhism, in the way that is
found in Christianity and Islam, for example. This is a mistake. For clearly the main religions in
Japan, supported by Confucianism, do contain moral and ethical codes. An underlying respect for
all life, as so beautifully demonstrated in a discussion between Prime Minister Nakasone and
President Mitterand about how to deal with a mosquito, is one good example of this.

So what are Japanese morals? If we cannot answer this question, then | believe it is not possible to
answer the bigger questions as to how to teach moral education. There are various points that |
believe should be kept in mind here. | am presenting my personal opinions. These are based on my
experience in living in a country made up of four different countries, of having studied with people
from around the world from when | was at high school, of having done research about Japan, and
of having visited all 47 of Japan’s prefectures. It should also be noted that in discussing Britain, we

2
145 / 193



also now have moral education classes although they are referred to as ‘citizenship’ classes and
that these classes are not purely about learning to become British, whatever that may mean.

First, | believe that it is not necessary to have a single moral code for a whole nation. There is
diversity across Japan and this diversity should be celebrated. Whilst there is likely to be a large
degree of commonality, trying to ensure the whole nation follows a single moral code may not be an
effective goal. In Britain, we have significant differences in moral beliefs due, in part, to the great
variety of religious beliefs, races and other forms of diversity that co-exist. ‘Citizenship’ classes
address the issues without trying to stamp out the diversity. To attempt to get all people to adhere
to one moral code in Britain, particularly a written document such as the Fundamental Law of
Education, would be doomed to failure and could alienate those who could not agree with the
document to such a degree that they would not see themselves as part of society.

This paper was originally prepared before the bill to re-write the Fundamental Law of Education was submitted to the Diet.
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We need to remember that moral codes can change over time. Japan rejected many of its
traditional moral codes at the time of the Meiji Restoration in favour of so-called ‘Western’ practices,
purely on the basis that the Japanese way would not be considered appropriate in ‘Western’
nations. Such abandoning of a way of living merely so as to not offend outsiders is a concept that |
find deplorable. When Japan rejected so many of its practices out of hand in the Meiji Period, an
opportunity to consider what was appropriate for Japan and the Japanese people themselves was
missed. Whatever the rights and wrongs of the reasoning behind the Meiji changes, many of these
morals have become, to some degree, embedded in Japanese society. Yet, | sometimes still detect
a tension, which may in part be due to the lack of a total acceptance of a ‘Western” way. Let me
give one possible example of this. | have chosen this example as | hope it will be particularly
thought provoking and controversial. Many ‘Western’ observers of Japan criticize the practise of
enjo kosai, particularly where it leads to sex between the man and the girl. Of course this practice
has also been criticized by many Japanese, with some saying that it is a result of the perils of
modern-day consumerism and capitalist society. Yet, could it not also be a consequence of the very
different attitude towards human relationships, including the role of sex between people, regardless
of their age or gender, that has existed traditionally within Japan? That it is ‘different’, that is to say
‘different’ to what would be considered normal in the ‘West’, does not mean that it is necessarily
wrong. What is ‘wrong’ is subjective, not objective.

That there can be temporal differences in moral codes is significant, for they form the basis of
documents and laws such as the Fundamental Law of Education and the Constitution, which are
inherently difficult to change. Laws are meaningless if there is not a moral underpinning. If people
do not respect laws, then ultimately they will not be effective. Therefore, it is critical that we
consider now what moral codes may be appropriate, and how they are taught, for not just the next
ten years, but perhaps fifty or more years. Returning to the point | made above about the variety of
moral beliefs that exist in Britain, this can be seen in terms of the laws also. England has different
laws, and even a different education system, to that of Scotland..

| have begun to raise the vexing issue of what Japanese morals are. However, it is also important
to ask questions about what it means to be Japanese. This is not straight forward. A Japanese
answer about what it is to be Japanese is typically very different to a British answer to what it is to
be British. If the standard Japanese answer, that having Japanese blood is critical, then the
question of ‘Japanese-ness’ needs little or no discussion in relation to moral education. However, in
reality, | think the situation is more complicated than this. Furthermore, when we consider the
probable increase in ethnic minorities, whether they have even a little Japanese blood in them or
not, that is likely to occur over the next few decades, it is clear that moral education, and the laws
which it underpins, need to have a clearer position about what being Japanese means.

There are two issues that | would like to raise here, as | believe that they are not only critical to this
debate, but that there are also parallels with my own country. These are the position of the Imperial
Family in Japan, or the monarchy in Britain, and the teaching of national identity.
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A monarchy may be an imperfect system, but | believe that it is less imperfect than democracy.
Monarchies can transcend the ‘maelstrom of politics’ to become a ‘shining sun in the sky’ as Prime
Minister Nakasone described it. My personal problem with the British monarchy is not with it being
a monarchy, but because the monarch is also the Head of the Church of England. As a
non-Christian, | have issues with this. | believe that Japan should keep the Imperial throne and this
position should be protected in the Constitution. This does not necessarily mean that there should
not be changes. | think that despite the birth of a prince in September 2006, thought still needs to
be given to the means of succession as dictated in the Imperial Household Law. In relation to the
issues | am discussing here, | am concerned about how respect for the Emperor and the Imperial
Family could or should be taught in schools. | will return to this below.
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The teaching of national identity is particularly problematic as we need to find a way that avoids
language or a means that can lead to extremist thoughts and behaviour. Having respect for national
symbols, such as an anthem or a flag, strikes me as being natural, although we have to
acknowledge that not all members of a society may like their particular anthem or flag. For example,
| have a problem with my own country’s national anthem due to it being ‘God save the Queen’.
When the law to officially recognize Kimigayo as the national anthem of Japan was passed | was
asked on many occasions about whether | was surprised at the speed in which the bill was passed.
My response was that such speed was in fact desirable, for any longer debate may have led to
discussions not merely about whether Japan needs to have a legally recognized national anthem,
but what that anthem should be. | believe trying to get all of the people to agree on the words, and
even the music, for an anthem would be infinitely more difficult than agreeing on the need for an
anthem itself. Indeed, it is this issue that is the crux of the problem of the Fundamental Law of
Education. Whilst ‘liberals’ and ‘conservatives’ alike can agree on the desirability of having such a
law, there are clearly differences on what the wording of the law should be.

A central problem in considering the contents of moral education classes and how to teach national
identity is the creation of anything which excludes people. Any phrasing which people cannot agree
with, whatever the reason for doing so, is ultimately likely to lead to a feeling of alienation. Once an
individual or group feels alienated in this way, one can no longer have confidence that they will
adhere to the morals, ways and laws which are also based upon these documents. Consequently, |
would like to suggest that consideration be given to a radical proposal.

Regarding the Fundamental Law of Education, this is primarily the type a law which tries to
encourage particular ways. Not adhering to it should not be something that would lead to
punishment. Positive behaviour should be encouraged. Punishment is likely to lead to what could
be termed ‘empty adherence’ or tatemae, and an alienated part of society. To get these members
of society to rejoin the mainstream, may be extremely difficult. So, when we consider that there are
difficult issues such as respect for the Emperor, respect for the flag and anthem, and such like
which many would like to see included in the Fundamental Law of Education, what would |
recommend the wording of the new law be? My answer is simple. Do not write a new law, but
abolish the current Fundamental Law of Education. | am sure ‘liberals’ and ‘conservatives’ alike will
be shocked by this proposal. ‘Liberals’ will fear that teachers will be pressured by some to teach
right-wing propaganda, whilst ‘conservatives’ will fear that teachers will not teach the key elements
of Japanese citizenship, morals, and identity. These are possibilities. What is needed is a means by
which moral education classes can become a forum for open and free discussion. Let the
individuals form their own opinions. There will be subtle differences from classroom to classroom,
from school to school, from city to city, and from prefecture to prefecture. But ultimately everyone
should feel engaged with society. No law will have excluded anyone on the basis of their personal
morals and beliefs. That will be a true Japanese moral education.
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Why do | say this? My reasoning is simple. In Britain we have no written constitution. | find the idea
of a written constitution bemusing at best. After all Japanese religions have no written moral codes.
That the USA ftries to maintain laws and ways of behaviour today consistent with such an
antiquated constitution strikes me as nothing less than absurd. When | say this to my Japanese
students, they often ask about where the British constitution is, if it is not written. My answer to this
question is simple. It is one word, one Japanese word. Kokoro. It is inside us. We all have slightly
different ideas of what it is, but the underlying principles are largely the same. Ones that have
developed over time and been passed down from generation to generation. That in education in
Japan, one often hears of the need for ‘kokoro no kyoiku’ is perhaps an indication that this is what
would be natural for the Fundamental Law of Education, and perhaps even the Constitution at
some point.
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Let me develop this point further. If one considers the current Constitution and Article 9, clearly the
understanding of the majority of how it should be applied does not relate exactly to the way it is
written. Ultimately such written documents are meaningless if they do not match with the reality of
thinking of the people. Unfortunately many of those proposing changes, particularly to Article 9,
have, in my opinion, done a poor job in explaining what they are proposing and why. Too many
people seem to be under the impression that revision of Article 9 is equivalent to abolishing the
no-war clause and would be a first step to Japan becoming a military power. This does not match
with the words written in the proposals made by organizations such as the Liberal Democratic Party,
Yomiuri Shimbun or even IIPS. While the battle to gain an understanding of what the spirit of the
Constitution should be in relation to a new Article 9, | believe, has been won, clearly there is a
public relations battle that still needs to be won to see a formal written revision being implemented.
That this imbalance can occur is another example of why | believe that no words are needed in a
new Fundamental Law of Education. The majority of Japanese people have come to an
understanding of what Japan’s military should be for without it being dictated to them in a written
document. ‘Liberals’ and ‘conservatives’ are not as far apart as they think they are. There is a
Japanese way. A Japanese way underpinned by Japanese morals.

| believe that part of the problem here lies in the nature of modern politics, and in turn the education
system. 1980s leaders such as Thatcher, Reagan and Nakasone were what | would term true
leaders. They had a firm ideological base. Whether you agreed with them or not, it was possible to
understand and respect them for saying what they believed, for there was generally clarity about
what they believed. Some may suggest that it was easier to be ideological then, for it was the time
of the Cold War and the great battle of capitalism against communism. | do not believe this to be
true. | believe that now is the time when we need leaders with strong ideologies. The ideological
battleground is about morals, religion, citizenship and identity. However, modern politicians are
rarely leaders in the sense of the names | mentioned above. Many are like actors with sound-bites
prepared for them by skilful speech-writers that have ‘dumbed’ down any serious debate to its
lowest common factor and hidden behind a wall of political correctness and ideological emptiness.
What education must do now is raise the stakes. Give children the opportunity to debate and
understand, to question and ultimately to demand more of the politicians, for they are the voters
and the politicians of the future. Moral education classes are the perfect forum for this to happen.
Teachers should not feach these classes in the traditional sense. They should ensure that
discussions cover a wide range of important issues, as well as cover background information about
key areas of Japanese society, so that the children can explain them to outsiders. ‘Todai
motokurashi’ is a phrase that moral education should help to eradicate in relation to knowledge of
one’s own country. Teachers shouldact as chairs that ensure balance, the use of facts, and that
everyone has an opportunity to speak in the discussions. This is largely how citizenship classes in
Britain are supposed to work also.
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So when we consider the position of important symbols of the nation, such as the Emperor, |
believe that it is best to trust the spirit of the majority of Japanese to prevail and that those items
which some would like to see added to the Fundamental Law of Education will indeed happen,
naturally. We want people to feel a part of the country and society. This is why we need to be
careful about the way in which morals and national identity are taught. The alternative is dangerous.
For surely the alternative is to say to those who cannot sign up to the ‘agreed moral code’ of a
country or what that country defines as being the key principles of being a citizen of that country
means that they cannot expect to enjoy the benefits of being a citizen of that country — whether that
means in terms of security, access to education and health care, or merely a passport that would
allow them to travel to other countries.

The new moral education classes, Fundamental Law of Education and Constitution need to be
inclusive, not divisive. That is why | believe that we should be looking for unwritten conclusions and
rely upon the kokoro of the Japanese people to prevail.
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Introduction

There is demand for a debate on the issue of Japan’s contribution to the international
community from the perspective of the Japanese political system. In this paper the author
intends to identify a number of points arising from the low-key day-to-day events he has
observed in his capacity as a political journalist. With the demise of the Cold War between
East and West and its domestic equivalent in the shape of the end of the 55 System, which
comprised the Liberal Democratic Party (LDP) and the Japan Socialist Party (JSP), Japanese
politics faced severe challenges in the form of economic regeneration and Japan’s
contribution to the international community, as well as reform of the political system. There
were vociferous calls for the establishment of political leadership and partial political reform
was achieved by means of revision of the electoral system; however, this has not led to a
reinvigoration of democracy via a change of administration. Although progress has been
made with regard to Japan’s contribution to the international community, as exemplified by
Japan’s participation in peace-keeping operations (PKO) and the dispatch of the Ground
Self-Defense Force to Iraq, efforts to build a durable framework have proved inadequate.
Although economic regeneration has brought about a self-sustaining recovery in the private
sector, there are no systems in place to cope with the aging population and the low birth rate.
National and regional debt continues to grow and currently amounts to 800 trillion yen. All
these issues continue to be vital topics in Japanese politics, creating a demand for stronger
political leadership.

The Collapse of the Cold War Structure and the 55 System

Within the framework of the Cold War and the 55 System, Japan’s contribution on the
international stage involved no more than simply following the lead of the USA, while
domestic political debate revolved around the conflict between the LDP, which advocated the
Japan-US alliance and the retention of the minimum capability required for self-defense, and
the JSP, which opposed the Japan-US security arrangements and the Self-Defense Forces.
Although correction of trade imbalances and increased allocation of security duties were
sources of friction between the USA and Japan, the LDP government was more successful in
partially opening up markets and in shouldering a greater responsibility for security, for
example by providing host-nation financial support for the US military in Japan. As events
such as the Soviet invasions of Czechoslovakia in 1968 and Afghanistan in 1979 revealed the
confusion in the socialist camp, the JSP was constantly revising its security policy, but was
never able to radically alter its stance.

With the collapse of the Cold War structure, the debate over Japan’s contribution to the
international community began in earnest; however, prior to the bombshell of the First Gulf
War, the Japanese government was unable to demonstrate unequivocal leadership ability. The
Kaifu administration drafted a bill mandating the cooperation of the Self-Defense Forces in
the activities of the multinational force, based on UN resolutions, but it was not passed due to
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resistance from within the LDP as well as from the opposition parties. Japan’s participation
was limited to 13 billion dollars in financial assistance, amounting to a stinging defeat for
Ichiro Ozawa and the reformist bureaucrats, who had advocated a more substantial
international contribution. The Miyazawa administration finally passed the PKO Cooperation
Law, and the Self-Defense Forces participated in peace-keeping operations; on the
international stage, however, the delay stood out like a sore thumb.

During this period there was a welter of scandals involving money and politics, such as
the Recruit and Sagawa Kyubin scandals. As a result, the conclusion was reached that in
order for Japanese politics to deal with political scandal and develop leadership, it was
necessary for the system of elections to the House of Representatives to be changed from the
multiple-seat constituency system to a single-seat constituency system. This was labeled
“political reform.”

The debate over political reform led directly to a political battle. The LDP was divided
between those in favor and those opposed, and in 1993 Ichiro Ozawa and Masayoshi
Takemura were among those who seceded from the party. After a general election, the LDP
found itself reduced to being in opposition for the first time in its 38-year history. An
anti-LDP coalition government was formed that included Ozawa’s Japan Renewal Party,
Takemura’s New Party Sakigake, Morihiro Hosakawa’s New Komeito, and the Democratic
Socialist Party, with Hosokawa as prime minister. This signified the collapse of the 55
System. In 1994 the parties that comprised the ruling coalition reached an agreement with the
LDP and passed a political reform bill which introduced a combination of single-seat and
multi-seat proportional-representation constituencies for elections to the House of
Representatives, thereby ushering in a new electoral system.

A succession of general elections was held under the single-seat constituency system, in
1996, 2000, 2003, and 2005, and the system became established. During this period the LDP
took the plunge and entered into an alliance with the New Komeito, while in 2003 the
opposition Democratic Party and Liberal Party merged under the name of the Democratic
Party and put out a manifesto. With the LDP and the Democratic Party squaring off in many
constituencies, the country was embarked on a course towards a two-party system involving
policy-oriented political disputes. However, the single-seat constituency system has failed to
yield a change of administration, as was anticipated, and the LDP remains in government.

Achievements and Limitations of the Koizumi Reforms

While the debate over political reform was proceeding, the Japanese economy was hit by the
bursting of the bubble and the stagnation which followed. As bad debts mounted, fiscal
stimuli were repeatedly employed in an effort to revive the economy. However, the economy
did not recover and the nation’s debts only continued to mount up. Unable either to promote
political reform or to resolve to dispose of bad debts through an injection of public funds, the
“mainstream conservative” Miyazawa administration also collapsed.

In 1995 the LDP returned to power, initially as part of a coalition administration in which
Japan Socialist Party (JSP) president Tomiichi Murayama served as prime minister. There
followed a succession of LDP administrations, headed by prime ministers Hashimoto, Obuchi,
and Mori—none of which radically reformed the structure of the economy, however.
Although measures such as administrative reforms under the Hashimoto administration
brought about the advent of prime-ministerial leadership in policy-making, foot-dragging by
LDP special interests sometimes delayed the formulation of policy.
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This was the setting in April 2001, when Junichiro Koizumi acceded to the post of prime
minister. Declaring that he would “smash the LDP apart,” he replaced formulation of policy
led by LDP special interests with prime-ministerial leadership. Chaired by the prime minister,
the Council on Fiscal and Economic Policy took center stage in policy-making, and
wide-ranging structural reforms were promoted. In the wake of the terrorist attacks on the
USA of September 2001, Koizumi lent his support to the US wars in Afghanistan and Iraq,
and took the decision to dispatch the Self-Defense Forces. This was foreign policy driven by
prime-ministerial leadership.

In line with the prime minister’s objectives, up until the end of his term in September
2006 the administration continued to restrain fiscal stimuli and aimed for an economic
recovery driven by the private sector. As a result the problem of bad debts was essentially
resolved and the private economy also got back on track towards recovery. On the other hand,
disparities such as those between the central and local governments or between high-earners
and people in the low-income bracket became more pronounced. The prime minister showed
resolve in the diplomatic arena, with visits to North Korea and the return of abductees to
Japan. In addition, the honeymoon relationship between the USA and Japan proved to be
enduring, based on the personal trust between Koizumi and President Bush. Both at home
and abroad Koizumi’s tenure as prime minister verged on the presidential in terms of his
leadership style. However, due to his problematic worship at Yasukuni Shrine, summit talks
could not be held with China and South Korea under the Koizumi administration and East
Asian diplomacy reached an impasse. This aspect of his leadership could be seen as lacking.

The highlight of Koizumi’s term in government was the 2005 general
election—essentially a referendum on postal reform. Koizumi had made privatization of
Japan’s postal services the sole point at issue, and when the House of Councilors voted
against his draft bill, he dissolved the House of Representatives. LDP legislators who had
opposed the draft bill were targeted for so-called assassination, as Koizumi attempted to
eliminate them by backing rival candidates. His reasons for going through with this
policy-driven general election were genuine enough; however, in the end the lack of regard
for the full spectrum of policy issues, such as finance, social security, and foreign policy,
meant that it hardly qualified as a true general election.

Political Issues in Japan

Koizumi has been succeeded by Shinzo Abe, Japan’s youngest prime minister since the war.
Abe’s election as LDP president was also due to the fact that LDP legislators from single-seat
constituencies wanted a party leader who could easily obtain the support of voters, especially
independent voters—in itself an advantage in single-seat constituencies. With an eye on the
domestic election calendar, Abe wasted no time after assuming office in embarking on visits
to China and South Korea in a bid to improve relations. Diplomatic policy is thus determined
in accordance with domestic policy conditions.

The Abe administration will have to come to grips with various institutional reforms that
the Koizumi administration did not get around to. Although the private economy has revived,
reform of the bureaucracy lags behind. Reform of social security systems, such as pensions,
is also lagging, and there appears to be no prospect of finance reform. Foreign policy
challenges include dealing with North Korean nuclear testing, reviving East Asian diplomacy,
and responding to the realignment of US forces. Accession by Japan to permanent
membership of the United Nations Security Council has also been at a standstill since the
Koizumi administration. Abe has publicly committed himself to a political agenda of
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constitutional revision. It is unclear, however, whether the constitutional revision to which he
refers would entail a contribution at the international level that involves exercising the right
to collective self-defense and the use of military power overseas. In view of the distribution
of power between the ruling and opposition parties in the current parliament, it would appear
to be difficult to revise the Constitution and it will be no easy task for Abe to put his theories
into practice.

Despite the introduction of the single-seat constituency system, political parties have
little ability to formulate policy and there is an urgent need to develop think-tanks. Although
the House of Representatives employs the single-seat constituency system, one-third of the
constituencies for the House of Councilors are multi-seat districts. There are still problems
with the electoral system, such as the high number of multi-seat districts for local assembly
members.

This general outline illustrates that as Japanese politics has attempted to build up
political leadership over the past decade and a half through the introduction of the single-seat
constituency system, it has also addressed problems such as regeneration of the domestic
economy, structural reform, and (in the foreign policy domain) participation in global
security, as political issues. Events such as the LDP’s brief spell in opposition and the advent
of the Koizumi administration have served to strengthen political leadership. However,
although reform has been effective in some areas, Japanese politics still faces numerous
additional problems.

Biographical outline

Hiroshi Hoshi was born in 1955. In 1979 he graduated from the Faculty of Education at the
University of Tokyo and joined the Asahi Shimbun newspaper. Since 1985 he has worked in
the political department. His responsibilities have included covering the office of the prime
minister, the LDP, and the Ministry of Foreign Affairs. After stints working as special
Washington correspondent and on the political desk, he became a member of the Asahi
Shimbun’s political editorial board in 2000. He serves in various posts, such as project
professor at the University of Tokyo Graduate School. His writings include “The LDP and
the Post-War Period,” “The Japan of the Abe Administration,” and (as co-author) “TV
politics.”
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The changes that occurred in Japanese politics during the Koizumi administration did not
happen over night—they came to light in conjunction with the fruits of various prior reforms.
However, since the issue of reform is a wide-ranging and profound one, it is necessary to
continue reforms to boost leadership and capacity for coordination even further. This needs to
include amelioration of the problems that arose during the Koizumi administration. In this
paper the author intends to look back over the reform process to date and to review key areas
for future reform.

The Structure of Japanese Politics in the Heyday of the LDP

As the political style established in the post-war period underwent a process of disintegration
under the pressure to reform, the chaos that began to afflict Japanese politics in the 1990s was
that of a transitional period preceding the emergence of a new system. Accordingly, it is
necessary to first examine the Japanese political structure that emerged during the era that
constituted the heyday of the Liberal Democratic Party (LDP), such as the Nakasone
administration.

The bureaucratic cabinet system

Although post-war Japanese politics was democratized, the system of government in the
narrow sense was founded on continuity from the pre-war period. Consequently, it differed in
character from the parliamentary cabinet system, a system of uniform representation
characterized by the following chain of appointment and delegation of authority (as indicated
by the arrows): electorate — members of the Diet (House of Representatives) — prime
minister — cabinet ministers — ministry bureaucracy. The main distinction resides in the
notion that the final arrow is reversed and the cabinet ministers represent the ministry
bureaucracy. Thus the cabinet is a gathering of ministry representatives—not a council with
the prime minister at the helm, comprised of his assembled subordinate ministerial
appointees. This could be termed a “bureaucratic cabinet system,” in contrast to the
parliamentary cabinet system, in which the cabinet represents the Diet (the two houses of
parliament). Since government policy is determined under this system by the
behind-the-scenes maneuvering of the ministry bureaucracy, politicians have only limited
opportunities to display leadership, such as when a crisis situation calls for measures to
resolve it.

Ministerial representation

However, the bureaucratic cabinet system does not entail “bureaucratic domination,” with a
bureaucracy acting arbitrarily in accordance with its own interests. The bureaucracy does not
determine its own views in isolation—it also serves to represent the interests of relevant
industrial associations and social groups. In that sense, society’s wider interests are
represented by the ministries as well as by the Diet in its capacity as the organ of popular
representation. This could be termed “ministerial representation.” The result, however, is that
the Japanese government is afflicted with sectionalism. This is because individual ministries
are autonomous, making it difficult to achieve coordination between them. There is also the
drawback that the entrenched nature of the relationship between the ministries and the special
interest groups creates a framework of vested interests.
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The government and the ruling party—a dual structure

Japan’s post-war government has of course been democratic, as its operation has not resided
in the bureaucratic cabinet system alone. Empowered Diet members—especially LDP
politicians—came to display their own independent influence. However, as in most countries
that employ the parliamentary cabinet system, influence is not wielded by politicians through
the official leaders of the parties in the cabinet. Instead, the ruling party established a
deliberative body for policy, separate from the cabinet (and the government), with a view to
reflecting the intentions of the politicians in the formulation of policy. In this sense, with the
addition of a ruling party element to the bureaucratic cabinet system, the Japanese
government as a whole is fulfilling the function of the parliamentary cabinet system.
However, this entails problems such as the sheer complexity of the policy determination
process, the fact that policy determination takes time, and the decentralization of power
resulting from the focus on detailed coordination.

Party politics without a change of administration

The long-running LDP administration resulted from the fact that its policies were accepted by
many voters. This may not have constituted a problem in itself; in a sense, however, the lack
of any competition to the administration was the source of problems. For example, not only
did the intensely cozy relationship between politicians and bureaucrats strengthen the
framework of vested interests (as has already been pointed out), it also made it difficult for
senior leaders to defeat these interests. A further consequence of the absence of competition
was that there was little questioning of the nature of the administration at the time of a
general election, yielding policy inertia and a lack of clarity about administration objectives.
Thus, elections and policy were completely divorced from one another. Diet members stood
for elections as individuals in order to be able to conduct political activity, but this bore no
relation to their participation in the policy process back in Tokyo—a set-up that gave voters
little opportunity for careful policy selection through the medium of elections.

Institutional Maladjustment

Thus there were a number of problems with the LDP administration’s political style, which
was predicated on stable and fine-tuned government. These included slow response to
change, lack of clarity over where responsibility lay, and lack of voter involvement. Starting
in the lost period of the late 1980s, the underlying conditions that shored up the manner of
LDP rule lapsed rapidly into dysfunction.

Changes in the international environment

Changes in the international environment in the wake of the demise of the Cold War
demanded significant changes in the introspective politics of Japan. In an international
environment where Cold War conditions had obtained and the integration of Asian nations
into the global economy had been limited, it had been possible for Japan to deal with
numerous diplomatic issues in collaboration with the USA. Consequently Japanese leaders
were rarely forced to display forthright leadership or to deal with foreign policy problems.
However, the demise of the Cold War was accompanied by a fundamental change in
conditions—as well as the increased importance of Asia (especially the rise of China), a more
complex security landscape with proliferating conflicts, and globalization sweeping away the
barriers between economics and politics. However, the fact that Japanese politics remained
inward-looking and took time to adjust, coupled with lack of judgment on the part of senior
leaders, proved to be an obstacle to the development of a foreign policy to cope with these
changes.

A mature economy and society, and the emergence of new issues
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During the period of high economic growth, the government’s required economic role was
straightforward and political decisions were easy, as policy objectives were widely shared.
However, with the advent of a wealthy society, social interests became more varied, causing
a breakdown in the traditional socio-political system, and making it essential to review the
very cornerstones of policy. In the process major policy challenges emerged that made the
government consider a change of course; however, the traditional political system, at the
heart of which lay a static accumulative style of coordination, could no longer cope
adequately.

Imbalances in the administration’s base of support

Ministerial representation was without doubt the established system of social representation;
however, there had been no administrative reform to reorganize the ministries, and the
interests that were represented were falling far out of kilter with the expectations of society as
a whole. In other words, the vested interests had started to become socially isolated and
disaffection over this emerged. Accordingly, discontent grew among the class of people
whose interests were not represented and came to light in the form of a change in political
allegiance at election time. This proceeded to eat away at the LDP’s long-term support
structure. In the 1990s, this class—with its new-found political sensibilities—came to be
highly significant to the outcome of elections, in the shape of the non-aligned voter problem.

Voters’ renewed sense of effectiveness

Some of these voters, with their new-found sense of self-confidence, developed the urge to
participate in politics more directly. They were no longer happy to leave matters up to the
Diet members who represented them, such as the selection of the prime minister, which was
decided after discussion among LDP legislators. Accordingly, a posture of conducting affairs
of state so as to reflect the will of the voters became essential. Transparent government was
now demanded. However, the complex political structure of the LDP administration—in
itself largely devoid of transparency—was increasingly being called into question by the
electorate.

Chaos in the Political World and the Process of Reform

With the introduction of consumption tax at the end of the 1980s by the Takeshita
administration, on the heels of the widespread Recruit scandal, this trend came to a head in an
eruption of voter anger that threw the political world into a spin. In its wake the internal
power structure of the LDP gradually became more fluid, fueling the confusion that had
arisen during the process of reform and causing a number of problems in Japanese politics.
However, it must be noted that over the course of the turbulent 1990s a number of reform
issues were addressed—albeit gradually.

Political reform focusing on electoral reform

Various different assessments are possible of the introduction of the system of single-seat
constituencies for the House of Representatives. However, it has given the voters the sense
that they are electing the administration as well as creating the possibility of a change in
administration, by virtue of increasing the number of legislative seats. By changing the
significance of the election this system has created a format where the party that has gained
the confidence of the voters takes charge of the administration. In addition, it has also created
the conditions for concentrating power in the hands of the prime minister, by making clear in
a general election that the prime minister also has the confidence of the electorate. This
electoral reform established its effectiveness over the course of several general elections,
although it was rather hard to perceive its effectiveness. Instead, events such as the LDP’s
rapid fragmentation over the issue of electoral reform and the establishment of the anti-LDP
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Hosokawa administration caused problems such as the premature implementation of
half-baked reforms. Thus there were reasons why this simplistic political realignment instead
damaged the effectiveness of the electoral reforms. However, when the new system was
employed for the fourth time in the general election of 2005, the fruits of this reform were
evident (even though the circumstances surrounding the dissolution of the House of
Representatives were exceptional and the election was held under decidedly unique
conditions) in that the election made clear that the electorate retained confidence in the
administration. Naturally, however, it must be recognized that political reform is as yet
incomplete, as the problems of the bicameral system and reform of the structure of political
parties have yet to be addressed.

Administrative reform

Although the framework of the parliamentary cabinet system has served to increase the
power of the prime minister through means such as electoral reform, the improvement of
institutional conditions is also necessary. This has been continuing since the mid-1980s and
administrative reforms to strengthen the function of the cabinet (such as improved
organization of prime-ministerial duties, reform of the way in which cabinet meetings are
run, the adoption of a vice-ministerial system, the establishment of the cabinet office, and the
development of the Council on Economic and Fiscal Policy) have gradually given the prime
minister genuine authority and charted a new course—away from the bureaucratic cabinet
system and towards the parliamentary cabinet system. In addition, the reorganization of the
ministries and the enactment of the Administrative Procedures Act, the Freedom of
Information Act, and the Government Policy Evaluation Act have dealt a blow to the ossified
system of ministerial representation, and a new course involving change to the administrative
framework is emerging.

Changes in political style during the Koizumi administration

Although these reforms had been successively implemented over the course of the 1980s and
1990s, it was under the Koizumi administration that they truly became effective. Although
Prime Minister Koizumi’s leadership was unique in character, attention is also due to the
ways in which he took advantage of the political and administrative reforms to maintain his
authority. The appearance of his much-touted manifesto was significant in that it meant that
simply electing candidates in a general election lent a sense of coherence to the ruling party,
its policies, and the party’s candidate for prime minister as the advocate of those policies.
There were some limitations in the content of these policies and in his management of the
party, as will be described later. However, as a prime minister with the support of the
electorate, leading the government and developing a dynamic brand of politics based on a
mandate of confidence won in general elections, his tenure will be remembered in the
post-Koizumi political era as a milestone in the recapture of the essence of the parliamentary
cabinet system. The problem is that these reforms are not advancing in the form of the
popular will distilled through the medium of the parties. The electorate still has a strong
tendency to let its leaders do as they see fit, while demanding—somewhat paradoxically—
that they work effectively. This is one of the problems that has emerged with the onset of
today’s “TV politics.”
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Demands for Future Reform

Greater reform of the decision-making process to lower the cost of coordination within the
government

Although the prime minister now plays the pivotal role in government, the government’s
internal decision-making framework remains complex and integration between the
government and the ruling party is undeniably incomplete. In this regard, as well as using
cabinet meetings and ministers to strengthen cabinet committees, it will be necessary to sort
out the respective jurisdictions of the office of the prime minister (the cabinet secretariat), the
cabinet office, and the various ministries, and to distinguish between routine governance on
the one hand and setting the agenda and coordination at the cabinet level on the other. As
regards the relationship between the government and the ruling party, and the process of
distilling the will of the ruling party, it will be necessary to consider a mechanism for
politicians to advance policy coordination (free from the blandishments of bureaucrats), in
which a ministerial team led by the minister of state would play an active role. Specifically,
reforms such as the following should be promoted—the chairman of the Policy Research
Council should be elevated to the cabinet and vice-ministers should do double duty as
departmental chiefs on the Policy Research Council (necessitating a significant increase in
the number of vice-ministers).

Switching to political parties that capture the popular will

Reforms focused on the prime minister that are handed down from on high lack stability.
Political parties must instead fulfill their role as parties—siphoning the will of the people at
the constituency level, abstracting it, and introducing it into the policy framework. Politicians
must grow out of being “delivery boys,” who simply take the voters’ demands in
unadulterated form and vent them on those in charge at government offices. Instead they
must effect the transition to political parties in which politicians can autonomously create a
policy framework such as a manifesto. In order to achieve this, the major political parties will
have to search for a new structural paradigm—either by themselves or by means of a
network.

A system of government adapted to the international environment

The significance of the march of globalization is that the system of sovereign nations will
partially dissolve. Thus the traditional diplomacy framework—premised on the
sovereign-nation system—will also no longer function adequately. It could be said that, for
Japan (lacking as it is in traditional diplomatic power), having to confront this new issue as
well amounts to a double whammy. Consequently it will be necessary to promote the
participation of various government organizations in wide-ranging international networks,
while centralizing the diplomatic decision-making process around the prime minister.

Rearranging the relationship between central and regional government

One of the causes of governmental dysfunction is the Japanese system of regional
administration. This is more a consequence of conditions that make it difficult for the
necessary reforms to be implemented and of confusion on both sides as to where
responsibility resides (since in many areas of policy the relationship between central and
regional government is highly integrated) than the result of the centralization of power.
Accordingly, in future the respective domains of central and regional government must be
gradually separated from one another, and their respective areas of responsibility clarified.
Since this will demand a high degree of coordination capability on the part of the central
government, however, it will place tough constraints on costs, such as the cost of
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coordination between ministries. This too will require concentration of power within a central
government based on the parliamentary cabinet system—and hence lower coordination costs.

New developments in the relationship between the state and the people

As society matures, the relationship between the state and the people is changing. The era of
a hierarchical relationship in which the state leads the people from on high is at an end, and
the state will instead be required to play a functional role. Instead of the state having a
monopoly on public matters, there is emerging scope for the private sector to play a
functional role in achieving the public good. There will thus be many contexts in which
cooperation between the public and private sectors will benefit the public good, offsetting the
limitations placed on governmental activity by financial constraints. In these cases the
government would still retain ultimate responsibility and would need to focus more on
strategic activities than in the case of purely government-run operations, with a view to
ensuring the good of the overall community. In this area too it will be necessary to conduct a
strategic review of government activity (not only in quantitative terms) and to redefine the
role of government.

Alternative policy systems

A policy system must be selected in order to clarify administrative objectives. In the
present-day post-ideological era, disputes between parties are no longer based on ideology or
on conflict between right and left. Instead, dispute seems to revolve around differences in
policy systems, based on the consistency of policies. With the focus on specific social
inter-connections, the distinction between “peace of mind” and “confidence” seems to throw
up differences in policy systems. To summarize, there is a schism over whether it is better to
restore peace of mind by rebuilding a social structure that emphasizes human networks and
human connectivity, or to build confidence and create mechanisms to preserve an open social
structure by formulating general rules. Although the existing political parties have so far been
unable to frame this distinction, in light of the details of the Koizumi reforms, it appears that
since the LDP is extrapolating its traditional thinking and advancing reforms based on a
peace of mind-type policy system, the crucial issue is whether the Democratic Party of Japan
(DPJ) can create and articulate a confidence-type policy system.

Reshaping symbols of political integration

Although nationalism is said to be resurgent, it is rather the case that there is a perceptible
response to the undermining of the foundations of nationalism. Consequently, in accordance
with these conditions, reform is required of the system of symbols that enable political
integration, as well as of this new nationalism. This issue should be addressed in a manner
that transcends partisan dispute and should not be turned into a political football.

Conclusion

Thus there are many reform issues. However, the nation is approaching the stage at which it
must conduct logical debate not on whether reforms should be carried out but on which
reforms should be carried out. In this light, if politics is to have greater resonance in people’s
lives, public interest in politics needs to be driven to a higher level. These issues are not of
the type that can be resolved by the decision of a single leader—the cooperation of many
people is essential. In this sense the key to achieving this would seem to be to encourage
political parties and other organizations involved in politics to evolve.

In one sense, if the current emergence of “reform fatigue” is not dealt with, society could
be enveloped by a pathological counter-reaction. Truly, the hidden potential of Japanese
politics is soon to be put to the test.
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Chairman Nakasone, Ambassador Okawara, and so many other friends, I am deeply
honored to be able to speak here today. I was privileged to be affiliated with IIPS in its
early days. It is hard to believe that almost 20 years have passed since the Institute was
founded. It makes me feel old—and you all know I’m just a young fellow with just a few
gray hairs.

My first knowledge of IIPS or “Heiwa-ken” was back in the spring of 1988. I can recall
sitting in a coffee shop (kissaten) in LDP headquarters with one of my mentors on
Japanese politics, Kojima Hiroshi. Kojima-san had kindly brought me to meet his close
friend, Professor Sato Seizaburo, for a brief cup of tea. It was supposed to be a 20-minute
aisatsu greeting between an overeager student and an esteemed Professor, but somehow
it turned into an intense discussion that went on over an hour—a beginning to a friendly
and lively dialog we continued all the way to the months before he passed on.

Sato-sensei explained to me why Prime Minister Nakasone felt Japan needed a globally
credible research institute to frame national strategy issues, without inhibition or taboos,
and also promote constructive debate. I remember innocently remarking that in many
ways, the defense debate in Japan at the time seemed founded more on national insecurity
than national security concerns. Little did I know how much I had sparked sensei’s
interest and I recall he launched into a brilliant analysis of the roots of Japan’s postwar
“security allergy” and “inferiority complex” (retto-kan). He assessed that if the nation did
not stop restricting the flow of serious information and actively stifling debate about
national defense, Japan would remain “forever defeated” and unable to positively
contribute to international civil society, let alone defend itself properly. He said the
dream of IIPS was really to become a comprehensive security strategy center (sogo
senryaku-ken) for protecting and enhancing international peace and security from a
Japanese perspective. [IPS could help Japan revive the lively spirit over national strategy
and take the nation toward “normalcy” in its defense institutions and rules, moving away
from the emasculated nature of national security under the post US Occupation system.

In reflection, let me say that if Sato sensei were here today I think he would take
immense satisfaction in the evolution of the security debate in Japan over the last decade,
in particular the last five years. If Japan once had an “inferiority complex™ and a
“national defense allergy,” I see almost no sign of it today. It is often said that September
11™ changed the United States. However, in some ways it changed Japan even more.
Rather than stand on the sidelines waiting to be pushed to contribute, in the wake of the
attacks Prime Minister Koizumi bravely and boldly announced that Japan would dispatch
naval and ground support forces all the way to the Indian Ocean and Arabian Gulf,
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directly assisting and enhancing coalition operations. Thereafter Japan decisively took the
lead in coordinating fundraising for Afghan reconstruction hosting.

The whole world was impressed by Japan’s post 9-11 contributions and it set the tone for
the remaining years of the Koizumi administration’s global affairs strategy, including the
successful dispatch of troops to Iraq. However, if it not for the intellectual, educational,
and strategic spadework of IIPS over the previous decade, I am not sure the Japanese
government would have been as prepared for vigorously responding after the US was
attacked or would therefore have enjoyed so much public support for its actions.

Despite Japan’s progress, it still has serious obstacles to confront, strategically, politically,
and economically, which, if not addressed, could endanger the nation’s security in the
coming decades. I believe the next two decades will be the most dangerous for the world
since the Second World War. Maintaining national defense will require the development
of a truly comprehensive approach to security with no taboos and with only serious costs
versus benefits analyses determining priorities. Strengthening the US-Japan security
alliance across the board is very important, but so is strengthening Japan’s own defense
capabilities, its kokubo noryoku. This will be the crucial task of Japan’s new National
Security Council that I will comment on later in my remarks.

As Professor Sato taught us, real comprehensive security is about using all aspects of
national power coherently: economic, military, political, and intelligence (or EMPI).
Japan faces big challenges across the spectrum of EMPI and both the Japanese
government and the US—Japan alliance will need to evolve and adapt. Allow me to
review several of these challenges and suggest some ways to address them.

Economics:

The first pillar of EMPI is the economy, whose strength is at the root of national power. |
am fundamentally optimistic about the Japanese economy today. This may surprise some
people. I became known as one of the most bearish voices on the Japanese economy in
the 1990s, beginning with a study for the US Congress that I did while a researcher at
ITPS in 1992. I was not pessimistic because I did believe in the capabilities of the
Japanese people—I always believed in the Japanese people. Instead, my pessimism was
with policies that I thought short-sighted and wrong headed and which critically ignored
or tried to avoid critical structural economic challenges.

In a book that I wrote in 1998, I summed these structural problems up in the framework
of “five D’s.” These were: Debt—which was then heading toward the stratosphere for
both the public and private sectors, Deflation—which was the most protracted since the
great depression, Default—bankruptcy rates that exceeded 4% of GDP for four years
straight from 1998-2001, Demography—a rapidly aging population exacerbated by a
hugely underfunded social security system, and Deregulation—needed to revive Japan’s
weakening rate of productivity. These forces resulted in the only multi-year decline in
nominal GDP for any major economy since the great depression.
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In the last five years Japan has made remarkable progress on the “five D’s” and has
reached the longest period of growth in its post-war history. It’s an amazing turnaround.
What made recovery possible was exactly what Sato-sensei would have predicted:
decisive political and economic leadership and a willingness to make intelligent changes,
despite risks. What made this possible was the formation of a comprehensive economic
reform strategy under Prime Minister Junichiro Koizumi and Minister of State for
Economic and Fiscal Policy HeizoTakenaka: the BOJ adopting a zero interest rate policy
(ZIRP), and the whole country demonstrating a willingness to implement reforms despite
the political and economic costs. I am optimistic about the future because I believe in the
commitment of the Japanese leadership to continuing these sound policies.

Nonetheless, even though asset markets have stabilized, companies have deleveraged,
private and public pension reforms are progressing, bankruptcies have fallen dramatically,
and growth has surged, two of the five Ds remain daunting: national debt and
deregulation; and to these I add two new ones: defense and decentralization.

The fiscal Mount Fuji of national debt that is nearing 200% of GDP continues to grow,
leaving the potential that it someday could erupt under the pressures of rising interest
rates. Japan clearly remains on a fiscally unsustainable course. Obviously, the
government needs to raise revenues, restructure its government debt, and cut non-
essential expenditures. In fact, I believe the whole fiscal system is in need of change. |
think that Japan should adopt a much flatter approach to taxation and believe this can
both stimulate growth and raise revenue by eliminating countless loopholes. Social
security also must change. More radical pension reform, involving a change in the social
contract for the elderly—for example means-testing social security benefits based on real
need—also will be necessary to keep the public pension security system solvent.
Decentralization and what we in the US call “Federalism” also is an important tool for
enhancing vitality. As LDP Secretary General Nakagawa says, privatization of state
assets and services and Decentralization of fiscal power to the regional governments will
undoubtedly be important for raising central government revenue and reducing
expenditures. Deregulation also is incomplete. To increase growth prospects and create
jobs in the face of further adjustment, the service sector needs to be seriously deregulated.
Finally, Japan’s Defense budget needs to be significantly increased. While seemingly
large on paper, Japan’s defense budget is very low as percentage of GDP compared to
other nations.

Deepening Japan’s ties with the US economy also can play a very positive role in
promoting and protecting domestic reform. I believe a US—Japan common market
agreement—aiming to comprehensively harmonize and liberalize our economies—could
be used to help stimulate and support Japan’s structural economic changes. Such an
agreement also would strengthen support the international trading system by setting a
strong example of free trade between the world’s two largest economies. The main
argument against such an agreement is that Japan cannot liberalize its agricultural sector,
especially its rice market. Yet, in a nation where the average age of farmers is nearing 65
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and the only growing segment of the agricultural population are workers over the age of
70, such a view makes no sense from the standpoint of logic, self-interest, and realism.
Japan can and must change its position on agriculture. Doing so would help save the
Doha round and strengthening ties with its main economic and security ally—and
agricultural trading partner: the United States.

The Military:

The second pillar of EMPI is military strength. Japan is getting over its defense allergy
just in time because the world is rapidly becoming a far more dangerous place.

The US—Japan alliance remains capable of deterring, dissuading, and—if needed—
defeating the main threats in NE Asia. Nonetheless, the US has become stretched thin by
the war in Iraq and Afghanistan. As the regional and global threat environment worsens,
Japan needs to play a larger and more active role in the deterrence and dissuasion aspects
of the military relationship, accepting new roles and missions and developing and
procuring the needed systems to enable these missions. Money also needs to follow
interest. It may be absurd and unrealistic in the minds of many people to suggest this, but
from a threat-based perspective, Japan should be aiming to double its national
defense budget in the next decade. Like it or not, national defense cannot be done on
the cheap. The US needs to likewise commit more leading edge defense systems to
Japan as they become available, whatever the cost. We must aim for a “plus Alpha”
alliance and getting there requires serious human, technical, and financial resource
commitments on both sides. Threats should drive strategy and procurement. In this regard,
let me comment briefly on the strategic threat that I know best: North Korea.

North Korea:

North Korea remains a major flash point and the situation is getting worse, not better,
despite apparent progress in the Six Party Talks. Even while hope expands for a peaceful
solution, we need to face up to the possibility that diplomacy cannot succeed with the
Kim Jong Il regime.

The Bush and Koizum—Abe policy toward the DPRK has been founded on a like-minded
realism in our appraisal of North Korea and its strategic intentions. We are not naive. We
have approached North Korea as it is, not as we wish it would be. North Korea is like a
Salvadore Dali painting, one where the clocks have melted but time has not stood still.
Despite tremendous efforts over a fifteen-year period, sunshine has failed to penetrate the
DPRK'’s moonshine system. In international negotiations and North—South talks, North
Korea has taken but it has not given. We have continuously adjusted to North Korea but
it has never seriously adjusted to us. The US pulled its nuclear weapons off the peninsula
in the early 1990s but immediately the North started building its nuclear weapons
program up. Japan gave it two prime ministerial summits in Pyongyang and offered
hundreds of billions in yen aid and North Korea gave Japan some remains that weren’t
even those of Megumi Yokota while accidentally “lending” several other abductees to
Japan without realizing that they would not be returned to their evil captors. My bottom
line assessment is that the Kim Jong Il regime remains fundamentally defined in
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adversity and enmity toward the outside world. This hostile orientation pervades its
internal media and colors all of its actions, affiliations, and expressed attitudes towards
foreign powers. The coercive use of nuclear weapons is a mere manifestation of the
nature of the regime.

I am believer in engagement and in trying to induce a positive change in their behavior,
beginning with nuclear weapons. However, realistically, until they shift toward a new
definition of the regime and, indeed, a new ruling ideology, I have little hope that things
will get better. The problem is that Kim likely equates strategic accommodation and
serious political economic reform with suicide. Juche has become a sort of intellectual
coffin that Kim Jong Il lies comfortably down in at night. He might rather be buried in
this coffin than start sleeping in a new bed. Likewise, denuclearization and military
tension reduction likely implies the end to the army-first state (songun). Since songun
defines the current regime, abandoning it clearly implies an end to the regime unless they
can invent a new definition and national strategic course. The choices are a bit like those
Japan faced at the end of the Tokugawa period where the outside world as well as internal
reformers demanded a shift from sakoku isolation to kaikoku openness, from sonno joi
“Revere the Emperor, Expel the Barbarians” to wakon yosai, or “Japanese spirit, Western
learning.” Kim may feel more in common with Saigo Takamori and be willing to engage
in final fight (soretsu na saigo o togeru) than give up peacefully. Whatever diplomatic
hopes we have, they must be conditioned by a sober assessment of the DPRK’s dark
reality.

In the face of such a deep diplomatic deadlock, a nuclear and missile buildup in North
Korea, and with no sign of a willingness to change strategic directions, we cannot afford
a repeat of naive diplomacy, or if that fails, half-baked containment. We must get real
about the long-term threat.

Irrespective of what they say, the danger North Korea poses to world stability is
increasing by the day. At the current trajectory, by the middle of the next decade North
Korea could have hundreds of missiles in its arsenal, some of which could hit the US and
Europe, not just Japan and Korea, with nuclear weapons. Furthermore, by then it could
possess as much as 100 weapons’ worth of nuclear warhead material.

Although we have assessed for years that North Korea had a limited nuclear capability,
the recent nuclear test changes the equation. It implies intent by Pyongyang to weaponize
its missiles. If this weaponization occurs, we need to ask, “Does the DPRK respect and
understand our deterrence? Is our missile defense good enough to safeguard us in a
world where if one nuke gets through we will have unimaginable casualties?”

In response to these dangerous developments, we may need to put in place the sort of
direct deterrence measures that we used against Russia and Eastern Europe during the
Cold War. If North Korea weaponizes its missiles, the US should offer to deploy to Japan
whatever military capabilities that are judged needed to deter Pyongyang. Missile defense
is obviously key and the US and Japan should not only implement systems like SM3 on
the Aegis and PAC3 on land but also start working on new state-of-the art systems for
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next generation missile defense, like the SM6 missile and the CG(X) missile defense
cruiser—the deemed successor to the AEGIS. The US has quite an open door to work
with Japan on these next generation systems and the Japanese government hopefully will
decide to cooperate soon.

As a further means of trying to get around a more direct nuclear confrontation, even as
we negotiate with the DPRK, we should to move toward a policy of active regime
intolerance, using all aspects of national power to pressure the regime to change its
course, much as we did toward the Soviet Union following Ronald Reagan’s declaration
that it represented an “evil empire.”

To get away from isolation and truly benefit from the promise of the Six Party Talks,
North Korea should engage in what is called a "bold switchover"—moving seriously
away from nukes, crime, and repression as the pillars of the regime, buttressed on
bankrupt ideological foundations of Juche and Songun. Instead, it must turn toward
denuclearization, demobilization of the army, and economic and gradual political opening,
in turn normalizing not just its relations but also its approach to the international
community. This includes providing full accountability regarding abducted Japanese
citizens and hopefully return them alive or if they are deceased, provide their remains and
a truthful accounting of how they died. Like Japan, the US is ready offer assistance to
North Korea if it wants to change and make clearly stated security guarantees to the
regime and its leadership.

Political:

The third pillar of national strategy based on EMPI is political strength. A lack of
decisive leadership is not the only reason Japan has had a hard time adapting to its
changing national security and economic needs in the past. Equally, if not more important,
there has been a lack of sufficient institutions for managing and coordinating
policymaking and implementing leadership decisions. This lack of central power has
been exacerbated by the maintenance of unnecessary inhibitions, prohibitions, or
restrictions on the use of the military in particular. The current government, to its great
credit, seems intent on making many long-overdue institutional changes, such as creating
a defense ministry and a national security council. It also is reviewing the Constitution,
re-examining barriers on collective self-defense, and considering the removal of
administrative restrictions, such as the Three Export Control Principles (san-gensoku)
and limitations on contingency planning. This is vital work for the nation and Prime
Minister Abe should be applauded for pursuing it.

The development of a Japanese National Security Council is particularly important.
Japan’s NSC should not only be assigned with managing day-to-day national security
issues. It also should be tasked with identifying and prioritizing national, regional, global
security interests and putting resources into place to address these interests. It also should
be in charge of preparing for contingencies, including homeland security threats and
regional crises. In this respect there should be no taboos or off-limits topics.
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Nonetheless, in creating an NSC, form cannot supplant substance. Moreover, even having
an empowered and well staffed NSC is not an automatic recipe for success. It all comes
down to sound strategy and implementation. The NSC is just a supporting vehicle. If
Japan’s NSC is legally restricted in how it can act, react, assess, debate, and plan, it will
do little to make Japan more secure or able to enhance its prestige and power in the world.
In fact, it could amplify bad decisions from the top-down.

This is why Constititutional reform and removing unnecessary prohibitions and
restrictions are so critical. You can’t run national security with your right arm tied behind
your back because you don’t trust your right hand.

Intelligence:

Intelligence is the last element of EMPI—in fact it’s the lifeblood of sound national
security strategy and decision-making. To better assess threats and develop plans to react
to them—before a crisis, not after—Japan needs a centralizing intelligence mechanism
and the means to collect, analyze, and disseminate full-spectrum strategic and tactical
intelligence like the CIA. A Nihon-ban CIA needs to be funded robustly and a Cabinet
level agency created to handle information in secure channels. Moreover, stovepipes
need to be aggressively broken down to make sure that the intelligence gets to the end-
users at the working level, not just the top leaders.

Conclusion: leadership is critical

The challenge I set out for Japan is to centrally manage national security from the top
down and the center-out: economic, military, political and intelligence. Yet to manage
EMPI, leadership matters and to be a good leader you need a good staff. Prime Minister
Nakasone distinguished himself by assembling an array of brilliant minds around him,
creating a sort of virtual NSC—several of whom are here today. Prime Minister Abe
realizes the need to create permanent institutions to serve national security decision-
making functions. He has appointed a talented national security advisor who is well
known around the world and has tasked her to work with a team of experts to come up
with an organizational scheme by late winter. He also has an excellent group of senior
bureaucrats at the different national security agencies assisting him day-to-day. However,
as Sato Seizaburo-sensei might say if he were here in this room, even if PM Abe builds a
strong NSC and even if he unchains Japan’s defense forces and lifts outdated controls, he
may not succeed. Rather, his success or failure ultimately will come down to whether he
can understand the dangers and opportunities ahead and create a sogo senrvaku, drawing
on all aspects of national power, to address both potential crises and opportunities
(“kiki.”) Tt is often said, “fear exaggerates danger” (Anzuru yori umu ga yasushii).
However, looking ahead, the new hyogen may be “danger is even worse than fear.” It’s
time to get prepared. The need is urgent.
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