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Japan’s Economic Prospects 

Roger B. Porter 

Harvard Kennedy School 

Prepared for the November 19, 2012 U.S.-Japan Symposium 

 

 Conventional wisdom suggests that after a spectacular economic performance during the 

1970s and 1980s, Japan has endured two “lost decades” that have seen it slip from its status as a 

premier economy to be overtaken by China in 2010 as the world’s second largest national 

economy.  It is useful to put such assertions into context to understand better both Japan’s 

economic performance and its prospects. 

 This essay argues that Japan’s economic performance over the past two decades has, in 

many ways, been better than is generally recognized.  At the same time, Japan will face a number 

of economic challenges during the coming decades.  To address these challenges successfully 

will require a comprehensive series of policy changes. 

Japan’s Economic Performance 

 Japan’s annual growth in total output has slowed during the past two decades while China 

and other emerging economies are currently experiencing much higher rates of growth.  This 

pattern is not unusual. There are certain conditions that facilitate rapid periods of growth such as 

Japan achieved during the Meiji Restoration in the late nineteenth century, when it opened its 

economy to the world, and during the years following World War II, when Japan experienced a 

major rebuilding of infrastructure and embraced more market oriented economic arrangements.  
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Both periods of rapid economic growth in Japan were times of substantial economic 

transformations. 

 Likewise, China and other emerging economies have produced impressive growth rates 

as they move from rural agrarian to modern industrial economies.  Many emerging economies, 

including China, have also benefited from large inflows of foreign investment and technological 

know-how.  Economically, it is much easier to catch up than to lead. 

 Economic growth is only one measure of the health of an economy and not necessarily 

the most important.  The well being of individual citizens rests more heavily on how that growth 

is achieved.  Assume two similar-sized economies that experience five percent real growth.  One 

of them achieves it by employing five percent more workers and the other does so without any 

additional workers or hours worked but through productivity growth.  The size of the economy in 

each is identical.  What is different is that in the first instance the real standard of living for 

individual workers is unchanged.  In the second instance, there is five percent more output to be 

divided.  In terms of a nation’s standard of living, the second economy is clearly superior to the 

first. 

 In the two most recent decades, Japan’s economic performance is most appropriately 

compared with other advanced economies such as the United States and Germany.  From1990 to 

2010, annual GDP growth in the United States averaged 2.9 percent, while growth in Germany 

averaged 1.4 percent and Japan’s growth averaged 0.9 percent.  What accounts for these 

differences?  As is usually the case, several factors contributed.  Perhaps the single most 

important element involved demographic factors.  Japan’s population over these decades aged 

rapidly while its birth rate declined and immigration was negligible.  
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 This combination of factors had a powerful effect on Japan’s labor force.  By 2011, the 

share of the Japanese population over age 65 was 23 percent, compared with 13 percent in the 

U.S.  The aging of the population contributed to a 3 percent decline in the size of the Japanese 

workforce from 1995 to 2010.  The average number of hours worked fell by 12 percent.  Had 

Japan’s workforce instead grown at one percent annually, similar to that of the United States, 

annual GDP growth in Japan would have averaged over 2.5 percent.i 

 Aggregate economic growth in Japan has slowed, but this is in large part because of a 

declining labor force and an aging population.  At the same time, the standard of living continues 

to rise.  A balanced assessment shows that the Japanese economy has in many respects 

performed better than is commonly believed.  The comparison with the United States and Europe 

is in many ways the most appropriate, and in that light, Japan’s economic performance compares 

favorably with Europe and slightly below that of the United States. 

Current Strengths of the Japanese Economy 

 Few countries have sustained tragedies from natural disasters of the magnitude that struck 

Japan in March 2011.  The Tohoku earthquake, the most powerful in Japan’s history, triggered 

massive tsunami waves, which engulfed the coast and caused a series of nuclear accidents.  The 

devastation killed nearly 16,000 people and collapsed or damaged more than a million buildings, 

along with roads, railways, and a dam.  The World Bank estimated the economic cost at $235 

billion, making it the most expensive natural disaster in world history. 

 In its wake, and with assistance from allies like the U.S., Japan has demonstrated 

remarkable resilience and adaptability in recovering from the shock.  In the near term, Japan’s 

economy should benefit from reconstruction spending with low inflation. 
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 Japan is not a country blessed with abundant natural resources.  It must import the 

overwhelming share of the oil, natural gas, and coal it consumes.  Only a small portion of its land 

is arable and a large amount of its food comes from abroad. 

 Japan has built an outstanding economy based on a harmonious, diligent and highly 

competent workforce, an outstanding elementary and secondary school system that leaves few 

children behind, and a remarkable level of technological innovation that rests on an admirable 

research and development effort. 

 One should not take any of these three great assets for granted.  The nation’s commitment 

to hard work and sacrifice, so evident now and in the aftermath of World War II could easily 

drift into a contented complacency once the urgent task of rebuilding is behind it. 

 Likewise, the admirable intensity of the Japanese education system and the commitment 

of students, teachers and parents to its success require renewal and sustained effort.  A culture 

that prizes education and appropriately rewards the development of great skills is essential.  Each 

generation must recommit its members to excellence in education and lifelong learning.                                                                                                

 Finally, Japan’s research and development effort as a share of gross domestic product 

ranks among the highest in the world at 3.5% of GDP.  Japan’s effort compares favorably with 

that of the United States at 2.8%, with Europe spending 2.0% of its GDP on research and 

development.ii The technological prowess of Japan continues to benefit greatly its manufacturing 

enterprises, but this will require sustained investment if it is to persist. 

The Principal Challenges for the Japanese Economy 

The global economy is full of both promise and peril.  The transportation and 

communications revolutions as well as advances in agriculture and the spread of other 

technological innovations are rapidly transforming many emerging economies. 
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In advanced economies there are two major challenges that Japan must address if its 

future is to remain bright.  The first is the huge demographic challenge of a rapidly aging 

population and a low birth rate.  Productivity increases alone will be insufficient to offset the 

graying of the workforce. 

The second challenge is the level of public debt and how it will be financed.  The debt 

burden being left to future generations is unlike that in any previous period of time and raises 

difficult questions regarding generational equity. 

Demography 

 As Peter Drucker once observed, demography is the future that has already happened.  

For Japan, the future is a smaller and substantially older population with a rapidly shrinking 

portion of the population serving as the nation’s workforce.  Three crucial factors are playing a 

potentially major role in Japan’s economic future. 

 Longevity.  The domestic tranquility and healthy diet that most Japanese enjoy has 

contributed to one of the world’s longest living people, with an average life expectancy of 83 (86 

for women).  This encouraging phenomenon brings with it a set of understandable demands 

associated with those who are older – for long-term care, medical services, and pension income.  

At the same time, the personal savings rate is likely to fall with a smaller portion of the 

population in their earning years. 

 Family Size.  Not only are Japanese living longer, they are having smaller families.  The 

statistics are stark.  The number of children born per woman in Japan is now less than 1.4 -- only 

two-thirds the replacement fertility rate of 2.1 children.  And this phenomenon has now persisted 

for decades.  The Japanese birth rate has been below the replacement rate in every year since 
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1974.  Barely 40 percent as many Japanese babies were born in 2007 as were born in 1947, sixty 

years before.iii  

 Immigration.  A third element affecting the size of Japan’s workforce is immigration.  In 

2010, there were an estimated 2.2 million foreigners living in Japan, less than 2 percent of the 

population.  According to the OECD, Japan naturalized fewer than 15,000 new citizens in 2007.  

Indeed, Japan is the only wealthy nation with net out-migration over the past four decades.iv  

 The combined effect of these long-term trends is striking.  Nicholas Eberstadt has 

estimated that “Thirty years from now there will likely be fewer Japanese under the age of 65 

than there are today, and many fewer under the age of 50 – but many more over the age of 75.  

This Japan could have more people in their 80s and 90s than it has children under 15.”v  

 Accelerating these trends is a flight from marriage by Japanese women.  The Asia 

Research Institute reports than between 1970 and 2005, the proportion of never-married Japanese 

women in their late 30s more than tripled from 5.8 percent to 18.5 percent. Unless these trends 

are reversed, Japan’s population is estimated to decline from over 127 million today to roughly 

104 million in 2040.  Significantly, the working age population – those aged 15 to 64 – is 

expected to fall by 30 percent from 81 million to 57 million.vi  

 These trends will have several powerful economic effects.  A shrinking workforce will 

make achieving Japan’s economic growth goals more difficult.  Even with solid productivity 

growth, increasing total output will prove challenging. With family arrangements becoming a 

less powerful force, the need for institutional settings to take care of a growing elderly 

population will rise, requiring more resources and personnel.   
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These trends will also occasion a number of other adjustments with respect to crucial 

parts of the economy such as real estate and housing.  Japanese researchers project a 20 percent 

decline in the number of households by 2040, from 47 million to 38 million.vii  

Debt 

 Japan has the highest ratio of gross public debt to GDP (over 200 percent) of any OECD 

country.  Recent projections by the Bank for International Settlements suggest that if Japan 

remains on its current budgetary path, this ratio could rise to 600 percent by 2040.viii   

Net public debt has increased nearly ten-fold over the last two decades to more than 125 

percent of GDP. As a result of population aging, social security spending has risen rapidly (see 

chart), while persistently weak growth and deflation have depressed tax revenues. 

 

(Source: International Monetary Fund, “Concluding Statement of 
the IMF Mission,” 2012 Article IV Consultation with Japan, June 

12, 2012) 

Japan’s net public debt is higher than almost all other advanced countries and is expected 

to rise further in the absence of a substantial change in fiscal policy. Even a relatively small 

increase in interest rates and the sovereign risk premium would make Japan’s fiscal situation 

even more precarious.  In this respect, the recent experience of several countries in Europe is 
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instructive.  Once market confidence is lost, regaining it becomes extremely difficult.  It is also 

the case that growth is essential to bring down the high public debt to more sustainable levels. 

Fiscal Policy 

 Addressing the long-term fiscal imbalance will likely require a combination of spending 

restraint and revenue enhancement measures.  The Japanese government is currently considering 

a plan to double the consumption tax rate to 10 percent in stages by 2015 as well as enacting 

restraints on some non-social security spending.  The IMF has estimated that this plan would 

achieve a 5 percent of GDP improvement in the structural primary balance by 2020. 

  Small steps, however, are unlikely to prove sufficient.  Many economists, including the 

IMF staff, believe additional measures are needed in order to achieve a primary surplus of about 

3 percent of GDP by the early 2020s and put the public-debt-to-GDP ratio on a clear downward 

path.  That would require additional spending restraint.   

 If Japan were to embrace such a goal, the means used to achieve it would make a large 

difference.  In general, most economists prefer measures that are more likely to produce stable 

results and to improve incentives to work and invest.  Such measures include revenue changes 

that are easy to administer and do not distort investment decisions.  The way to address the 

regressive nature of consumption taxes would be through targeted transfers to low-income 

households.  Likewise, further reductions in Japan’s high corporate tax rate would enhance the 

incentives to invest. Other possible measures might include eliminating the tax deduction for 

dependent spouses and reducing the exemption for pension income.   

 In terms of budget outlays, raising the social security eligibility age, as other advanced 

economies have done or are contemplating, and introducing a form of means-testing for wealthy 

beneficiaries, are among the set of measures worth considering. 
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 There are a number of powerful reasons for undertaking major fiscal reforms.  An 

increase in net public debt as a share of GDP imposes a larger and larger burden on future 

generations.  Likewise, it reduces the resources available for productive investments in physical, 

intellectual and human capital.  Not least, if the trajectory of rising debt as a share of GDP is not 

addressed, Japan risks losing the confidence of investors in financial markets who will allocate 

their investments elsewhere, as Greece and other countries have experienced. 

  The most recent IMF report on Japan shares the view that such changes are essential to 

achieving sustained economic growth. 

 Fiscal adjustments are invariably difficult and are enhanced by rules that provide genuine 

and needed discipline, such as the budget caps (spending limits) and pay-go rules adopted by the 

United States during the 1990s.  Such spending limits can be imposed ministry by ministry or in 

broader categories.  Other measures that involve discipline include restricting the use of 

supplementary budgets and tax expenditures.  Successfully implementing such measures heavily 

depends on public support, which is more likely if political leaders persuasively explain the need 

for reform. 

Deploying Resources Efficiently 

 Japan has serious labor problems as a result of a declining population.  There are several 

avenues Japan could pursue to address this challenge: (1) encourage workers to remain in the 

labor force longer; (2) attract more women into the labor force; and (3) increase immigration. 

Among the measures it can take to address this are to: 

• Raise the eligibility age for social security and retirement programs; one way of doing 

this would be to gradually increase the age by three months each year for the next twenty 

years or for a total of five years. 
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• Expand childcare facilities, which are currently highly regulated, thus encouraging 

greater female labor participation. 

• Eliminate the tax deduction for dependent spouses. 

• Increase immigration and the recently introduced “points-based” system that gives 

preferential treatment to highly-skilled professionals.  This could be expanded to help 

meet shortages in long-term nursing care and other sectors. 

    In comparison with many economies Japan has relatively limited availability of risk 

capital.  This is especially true for startup companies and many dynamic small and medium-sized 

enterprises.  Specifically, Japan could reduce the role of the government in allocating credit 

through government-backed guarantees for small and medium enterprise loans.  This would 

ensure a level playing field and could improve the availability of risk capital.  Public pension 

funds could also become an additional source of investment capital as in some other countries. 

Enhancing Healthy Competition 

 Another area worthy of consideration is the benefit of healthy competition, as reflected 

domestically in antitrust policies and internationally in trade policies.  The economic benefits of 

international trade are well known and represent one of the main drivers of global prosperity in 

recent decades.  These benefits also bring with them adjustments for some economic sectors, 

workers and companies.  Reducing Japan’s barriers to trade, both tariff and non-tariff, requires 

the political commitment and will to overcome domestic interests fearful of more open trade, 

notably in agriculture and services.  Concrete steps to do so include joining and actively 

participating in the Trans Pacific Partnership (TPP) as well as pursuing free trade agreements 

with Japan’s European trading partners.   
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 The clock is running.  The 12th TPP round of talks began in early May 2012 in Dallas, 

Texas.  Canada and Mexico, the first and third largest U.S. trading partners, have now been 

invited to join the talks.  Japan cannot afford to be left out.  Should Japan and South Korea join, 

the free trade area would include more than 700 million people with a combined GDP of $26 

trillion.  Current estimates are that by 2025 this integration in the Asia-Pacific would generate 

almost $2 trillion in additional trade.ix   

Dealing with Deflation 

 Japan has now experienced mild deflation for more than a decade.  This has raised the 

real level of debt and contributed to lower private investment because of high real interest rates. 

 Prudent monetary policy can help.  The Bank of Japan’s recent adoption of a price 

stability goal of 1 percent has helped to clarify the objective of monetary policy.  Monetary 

easing on several occasions over the past year, through sizeable asset purchases, has supported 

the recovery.  More, as the IMF advises, may be necessary.x  Goals are useful but they should 

serve as one’s servant and not master.  Given the past two decades, should Japan reach the 1 

percent inflation goal, raising it modestly further could prove wise. 

 The sustained deflationary period of the past two decades suggests the wisdom of 

pursuing fiscal policy that shows a determined commitment to reducing public debt, as well as 

further quantitative easing through monetary policy to enhance the outlook for growth. 

Conclusion 

 Japan has proven itself resourceful and agile in the past and will need both qualities to 

successfully deal with the demographic and debt challenges it faces.  At the same time, it needs 

to sustain the quality of its labor force, continue its commitment to research and development, 
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address its fiscal imbalances, and further reduce barriers to trade.  Unless its birth-rate rises and 

immigration increases, its shrinking population will make meeting its economic goals even more 

difficult. 

 

                                                           
i Robert Dekle, “Remember Japan?” The Milken Institute Review (Second Quarter 2012), p. 8. 
ii Eurostat, “Gross Domestic Expenditure on R&D, 2000-2010 (% share of GDP),” January 2012. 
iii Nicholas Eberstadt, “Demography and Japan’s Future,” American Enterprise Institute Policy Studies, July 4, 2011, 
p. 1. 
iv Ibid. 
v Ibid. 
vi Ibid., p. 2. 
vii Ibid., p. 4. 
viii Nicholas Eberstadt, “Japan Shrinks,” The Wilson Quarterly, Spring, 2012, p. 35. 
ix Claude Barfield, “A Big Deal: Canada and Mexico Join the Pacific Trade Pact,” The American, June 26, 2012. 
x International Monetary Fund, “Concluding Statement of the IMF Mission,” 2012 Article IV Consultation with 
Japan, June 12, 2012. 
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1. Introduction 
 
When the first Boston Symposium was held in December 1993, Japan was struggling 
amidst the longest recession since the end of World War II. Nearly 20 years have 
passed since then. During this period, Japan’s real GDP has grown only 15% (0.8% 
annually); while the nominal GDP has decreased by 15 trillion yen (3.2%). These 
numerical figures indicate that this period has indeed been a “lost two decades.” For 
individuals in Japan’s business circles, however, the past two decades were highlighted 
by extraordinary endurance in an environment of declining working-age population, 
and their untiring struggles and efforts to explore new economic and social systems 
suitable for a mature society. 
 
The outlook for the coming two decades indicates that Japan’s economic environment 
will become even more severe, as implied by various factors, including Japan’s 
demographic trends, the situation of its public finances, and international competition. 
This implies that we can never remain in a status quo position. In this regard, we 
value the decision by recent policymakers to raise consumption tax rates, a decision 
that demonstrates the national will and resolve toward fiscal reconstruction. On the 
other hand, the policymakers have not yet decided to cut social security expenses. 
Without cutting social security expenses, which continue to swell, it will take a long 
time to achieve fiscal reconstruction. To pave the way for the coming 20 years, it is 
imperative to implement zero-based review and radical reforms of the obsolete 
economic and social systems and regulations currently in existence. 

2．  Awareness of Problems 

On March 11, 2011, a great earthquake hit the Tohoku region, triggering massive 

tsunami waves, which engulfed the coast of eastern Japan. This disaster, the greatest 
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in the past one thousand years, caused many fatalities, implanting fear of natural 

disasters in the minds of survivors and the rest of Japan’s populace. Throughout the 

country, people are busy reviewing and reinforcing disaster preparedness. 

Whereas Japan’s citizens are eagerly committed to reinforcing preparedness for 

natural disasters, they are not fully aware of other types of latent risks, which are no 

less serious. Such risks are involved in recent social changes, particularly [1] 

population aging, [2] rapid globalization, and [3] worsening public finances. Even 

though our ability to address these social changes will determine the future of our 

country, regrettably, neither Japanese policymakers nor the public are fully aware of 

the magnitude of such hidden risks. 

(1) Population Aging 

In 2010, Japan’s working-age population was 81.74 million. In 2030, however, it is 

expected to decrease by 14 million, to 67.73 million. This decline is estimated to lower 

Japan’s economic growth rate by nearly 1% per year. During the same period (2010 – 

2030), the population of the elderly of 65 years or older is estimated to increase by 7.37 

million, from 29.48 million to 36.85 million. As a result, the percentage of the elderly 

will rise to as high as 31.6%. This implies that in 2030, every two working-age people 

will have to support one elderly person. To reduce such a heavy burden on the part of 

working-age people and sustain mutual assistance systems between generations, we 

must initiate radical reforms, including redefinition of “the elderly.” 

(2) Rapid Globalization 

With the rise of emerging economies, the international power balance has changed 

radically. At the same time, international competition is becoming increasingly severe, 

partly due to an increase in the number of international economic partnership 

agreements. Meanwhile, because of the saturation of the Japanese domestic market, 

Japanese companies need to develop their businesses in the growing global market. 

The majority of them, however, are faced with various challenges. In the markets of 

developed countries, Japanese companies are challenged by rising rivals from 

emerging countries, while in emerging markets, Japanese companies have to struggle 

to establish a footing for market penetration. While Japanese companies must make 

further efforts, we also hope that the Japanese government will promote deregulation 

and taxation reforms, so as to ensure that Japanese companies can compete with their 
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overseas rivals on an equal footing. In addition to improving the international 

competitiveness of Japanese companies, we believe that the government must also 

work to enhance Japan’s competitiveness as a location of business establishments. 

(3) Worsening Public Finances 

The ratio of Japan’s gross public debt to GDP has exceeded 200%, a level far higher 

than that of any other developed country. Even though this is a critical level, which is 

comparable to the level marked immediately after World War II, the government 

continues issuing Japanese Government Bonds (JGB) to fund about half of its general 

expenditures. As a result, the public-debt-to-GDP ratio continues to rise. This is 

indeed abnormal, but this abnormal condition has existed for a long time, and people 

have become used to the abnormality. In this context, we value the decision by 

policymakers to raise the consumption tax rates, because we consider this to be the 

first step toward fiscal reconstruction. On the other hand, the policymakers have not 

yet decided to cut social security expenses. It is imperative to cut social security 

expenses, which are estimated to increase from 90 trillion yen in fiscal 2006 to 141 

trillion yen in fiscal 2025. Without cutting social security expenses, the increase in 

revenue due to raising the consumption tax rate would be like a drop in the bucket. 

Looking back into its history, Japan experienced hyperinflation immediately after the 

end of World War II, when the country’s inflation rate reached 500%. Although present 

social conditions differ greatly from those of post-war days, we must realize the 

magnitude of the public debt, and the necessity of a radical reform, which might 

involve some degree of sacrifice. To minimize the sacrifice and to recover public 

financial health in a short time, in addition to raising the consumption tax rate, it is 

imperative to implement a comprehensive reform, comprising a combination of 

spending restraint and revenue enhancement measures. 

 

3．What Japan Must Do Right Now 

One effective means to overcome challenges involved in the three major social changes 

is to revitalize the private sector through deregulation. Existing social systems and 

regulations naturally reflect the social situations that existed when they were 

established decades ago (or even before). Because of radical social changes since their 
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establishment, however, the conventional systems and regulations do not work well 

today. In response, we must take radical reforms from zero, not implementing 

half-baked reforms which can worsen the present situation. Yet, because of financial 

deficiency, the government has only a few options. In this environment, we strongly 

recommend that the government promote deregulation since this does not involve 

additional financial expenditures. 

Historically, Osaka was a thriving commercial center, supported by the power of the 

private sector. During the Edo Period (1603 – 1868), Osaka merchants even 

constructed many moats and bridges using their own funds, since they maintained the 

spirit of autonomy and independence from the government. We members of the Kansai 

Keizai Doyukai (Kansai Association of Corporate Executives) inherit this spirit of 

independence. We strongly believe that economic activities must be led by the private 

sector, and that the government should play a supporting role to ensure free business 

activities by the private sector. 

(1) Measures for Population Aging 

In the coming 20 years, Japan’s working-age population is expected to decrease by 14 

million people (17%). Even though we are currently concerned about the high 

unemployment rate, in the long term, Japan will experience a serious labor shortage, 

which cannot be offset even by employing all those without jobs (some 2.9 million 

people at present). 

Needless to say, we must continue to make efforts to increase the population, which is 

the only fundamental solution. Although measures currently taken to increase the 

population have not achieved favorable results, we should not give up. On the other 

hand, it takes at least 15 years before a baby, born today, will reach working age. In 

actuality, it will take many more years before he or she begins to support society. 

To address the labor shortage in the coming 20 years, in tandem with measures to 

increase Japan’s population, we must also take the following initiatives: [1] seeking 

effective use of human resources that are currently not participating in the labor 

market, [2] recruiting highly skilled workers from overseas, and [3] fostering leading 

industries that meet demands of the aging society. 

[1] Seeking effective use of human resources that are currently not participating in the 
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labor market 

To improve the labor force participation rate, in addition to employing more elderly 

people and women, it is imperative to encourage the people who have long been jobless 

to participate in the labor market, including those who have lost motivation to work 

and are therefore not counted as the “unemployed.” 

Regarding the elderly, the government is introducing a system to ensure that 

employees can continue to work until they reach the age of 65, if so desired. Among 

Japanese companies with more than 30 employees, at least 95% have introduced a 

system that continues employing those who have reached the mandatory retiring age 

(60 years old). Nevertheless, the employment rate of workers between 60 and 64 years 

remains slightly below 60%. To encourage more people to continue to work, companies 

must improve their employment conditions, including salaries and posts. At the same 

time, the government must reform the present pension system, under which the 

amount of pension is decreased for income earners. In this way, both the public and the 

private sector must take initiatives to encourage the elderly to participate in the labor 

force. Meanwhile, only 36% of the elderly of the age between 65 and 68 have jobs today, 

even though nearly 50% of the same age group were engaged in some sort of 

occupations (over 40% of them were engaged in the agriculture or forestry) during the 

period between the mid 1960s and mid 1970s. It is therefore essential to create an 

environment where the elderly over the age of 65 can continue to work, so long as they 

have motivation and ability. On the other hand, we believe that the government must 

not force companies to continue the employment of the elderly in a uniform way, since 

their health conditions differ greatly from person to person. 

Concerning women’s employment, many Japanese women workers quit their jobs 

around the time of either marriage or childbirth. To encourage them to continue to 

work, companies must establish in-house systems that permit women employees who 

once quit to return to work within a specified period, and a system that encourages 

men to take childcare leave so that they can fulfill parental responsibilities. In 

addition to establishing such systems, it is important to create a corporate culture that 

is generous for both men and women who take advantage of such systems. Meanwhile, 

the government must discontinue the conventional systems that overly protect fulltime 

housewives. Such systems include the income tax deduction for dependent spouses and 

the pension system that benefits third insured persons (spouses whose annual income 
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is below 1.3 million yen). At the same time, the government must also reform childcare 

systems by reflecting users’ viewpoints. At present, many working mothers have 

difficulties in accessing childcare centers, due to their limited capacity. Many women 

with children are unable to find a job because they have to wait a long time before 

obtaining admission to childcare facilities. To resolve this problem, the government 

must lower the existing barrier that inhibits the private sector from operating 

childcare facilities. To improve the quality of childcare service, the government should 

also introduce a voucher system under which the government provides users with 

coupons or other means. Since users can choose childcare facilities, the voucher system 

is effective in enhancing the quality of childcare services. Over the long term, it is 

worth considering the introduction of tax incentives to encourage women to work. For 

instance, expenses of housekeepers and caretakers should be counted as necessary 

expenses, and deducted from the amount of income. While these initiatives can support 

working women, they can also create more job opportunities, particularly for women. 

As regards the long-term unemployed, more job opportunities should be provided to 

them through various means to resolve the existing mismatch between employers and 

job seekers. Specifically, job seekers should be given occupational training, so that they 

can find jobs in the industries that need more hands (such as the nursing care industry 

and agriculture). Other initiatives worthy of consideration include the provision of 

subsidies to companies that offer on-the-job training to workers under temporary 

contracts; and the diversification of employment patterns. Concerning the latter, since 

there is a great gap in payment between fulltime and part-time workers, a third 

employment pattern should be sought for workers desiring to work under diverse 

conditions (employment period, working place, working hours, types of job, etc.). 

Moreover, to shorten the unemployment period, companies should offer employee 

education not only to their fulltime workers, but also to part timers. In this way, 

job-training opportunities should be given to a wider range of people, including part 

timers and temporary employees. 

[2] Recruiting highly skilled workers from overseas 

Given the decrease in working-age population in Japan, naturally we must consider 

recruiting capable workers from overseas. Employing overseas workers also helps the 

diversification of human resources, which is effective in promoting innovation. On the 

other hand, because of differences in cultural backgrounds, any host country receiving 
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foreign workers should pay considerable social costs. Since Japanese society has thus 

far been more homogeneous than those in Western countries, it is likely that Japan 

must pay higher social costs than Western countries do. Taking this into consideration, 

we propose that foreign workers should be accepted on certain conditions, including 

their understanding of Japanese culture and the characteristics of Japanese people. 

In May 2012, the government introduced a “points-based” system that gives 

preferential treatment to highly skilled professionals from overseas. Since only a few 

months have passed since the inauguration of this system, it is difficult to evaluate the 

system right now. However, we believe that the system has been effective as the first 

step toward resolving the labor shortage. To expand the system, however, target 

professions and income conditions should be revised as needed. 

To recruit highly skilled professionals on a continual basis, it is imperative to prepare 

a favorable living environment for them. For instance, more international schools for 

their children and medical facilities with staff understanding foreign languages should 

be established. Also, more job opportunities should be provided to international 

students studying in Japan. Above all, efforts must be made on the part of Japanese 

people to understand diverse foreign cultures and the need of their harmonious 

coexistence, along with efforts to improve their English proficiency. 

At present, some 2 million foreigners live in Japan. They account for only 1.5% of 

Japan’s population. Since a rapid increase in their population in our society might 

possibly lead to social unrest, their number should be increased step by step. In other 

words, we should take a careful approach to immigration policies, considering that 

promoting immigration could be a double-edged sword. 

[3] Fostering leading industries that meet demands of the aging society 

It is still difficult to offset the decline in working-age population even if we promote 

employment of the elderly, women, and foreigners. Accordingly, it is imperative to 

improve productivity of Japan’s industries more than ever before. Among the various 

industries, we believe that the following sectors have particularly great potential of 

growth: agriculture, environmental business, medical treatment and nursing care. 

These industries, which the government also regards as promising, have been 

protected by strong regulation. Conversely, there is plenty of room for the private 

sector to enter these industries, if the government abandons its conventional policies 
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and begins deregulation. 

In the agriculture, for instance, companies are not allowed to purchase farmlands. So 

many farmlands remain small and their productivity is low. Concerning environmental 

business, because of strict regulations on land purchase, in many cases, the private 

sector cannot construct solar or geothermal power plants in desired areas. 

In the area of medical treatment, the government imposes rigorous regulations on 

companies intending to operate hospitals. Moreover, in principle, the government does 

not allow combination of treatment covered by health insurance and that not covered 

by health insurance. These regulations inhibit entry of many companies and initiation 

of new services. Moreover, to improve the international competitiveness of the Japan’s 

pharmaceutical and medical equipment industry, which endures a trade deficit of 23 

billion dollars, the government must ease existing regulations on clinical trials, so as 

to facilitate drug discovery and the development of new products. In the area of 

nursing care, strict regulations on the facilities and staff of nursing homes inhibit the 

development of nursing care business. Regrettably, because of the shortage of such 

service providers, we occasionally hear the term “kaigo nanmin” (lit. nursing care 

refugees; people who cannot access nursing care services). 

It is therefore essential to foster leading industries (including those mentioned above, 

but not limited to those) that meet demands of an aging society through radical 

deregulation and the improvement of industrial productivity. In promoting 

deregulation, pilot projects should be implemented in sogo tokku (comprehensive 

special zones), to accumulate data for use in similar projects to be implemented across 

the country. In the Kansai region (which includes Osaka), the government has set up a 

sogo tokku known as the Kansai Innovation Global Strategic Comprehensive Special 

Zone. Although local businesses have high expectation for deregulation in this special 

zone, regrettably, the national government still remains reluctant to promote 

deregulation even in this special zone. We hope to remind the government of the 

original purpose of establishing the special zone system as part of the national 

strategy. 

(2) Initiatives to Address Impacts of Globalization 

Since the Japanese domestic market is now saturated, Japanese companies must 

expand their businesses into overseas markets, particularly fast-growing Asian 

Page 20 of 109



9 

markets. The GDP of Asian economies as a share of the total world GDP is expected to 

increase from 25% in 2009 to nearly 40% in 2030. Accordingly, Japanese companies 

should further develop their businesses in this region, taking advantage of the 

geographical and cultural proximity to the region. Even though we now have some 

conflicts with some Asian countries, partly due to that same proximity, both parties 

should make efforts to overcome such conflicts. 

To further promote the transfer of people, merchandise, and money across national 

borders, it is imperative to eliminate existing barriers that obstruct their flow. To this 

end, we must seriously consider means to [a] improve Japan’s business environment so 

as to allow fair international competition, and [b] link the private sector ’s business 

activities with national/local governmental programs in support of emerging countries. 

Meanwhile, Japanese companies intending to expand their businesses in overseas 

markets must promote the localization of their overseas establishments. Although 

emerging countries are currently enjoying a remarkable economic growth, in a long 

term (in the span of decades) they are likely to experience serious recessions. Even in 

such adversity, Japanese companies must not withdraw, but continue operating and 

share the pain with local people. We believe that the resolve and attitude of Japanese 

companies in such adversity will determine whether or not they will be able to gain 

support from local people. 

[1] Improving business environment to allow fair international competition 

To encourage Japanese companies to maintain their establishments (subsidiaries) (日

本語原文に「子会社」という言葉が見当たらないのですが、「日本企業を引きとめ、国際的

な競争を勝ち抜く企業を呼び込むためには、我が国の立地競争力を高める努力が不可欠」

のあたりのことでしょうか。ここでは、子会社に限らず、会社の事業所（営業所、事務所、

工場、倉庫など）をひっくるめて establishments にしたつもりですが、子会社の意味で

したら subsidiaries でよいと思います ) within Japan, and to attract more overseas 

companies with international competitiveness into Japan, the country must enhance 

its attractive features as a host country for overseas businesses. In actuality, however, 

companies located in Japan are enduring the so-called six difficulties (slow 

deregulation, high corporate tax, slow progress in economic tie-ups, rigorous 

environmental regulations, the high yen, and power shortages). To improve Japan’s 

international competitiveness, we strongly demand that the government reduces the 

heavy burdens imposed on companies in Japan as swiftly as possible, and allows 
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Japanese companies to join international competition on an equal footing. It would be 

too late to take measures after Japanese companies begin to relocate outside Japan. It 

is desirable that Japan becomes an attractive location for overseas companies, but 

since this seems to be unlikely at least in the short term, the government must at least 

change the present situation that virtually compels Japanese companies to relocate 

overseas. 

Among the various challenges facing Japanese companies, slow progress in 

negotiations of economic tie-ups is particularly pressing, since it directly impacts the 

international competitiveness of Japanese companies. Currently, the ratio of Japan’s 

exports to the countries that have concluded a Free Trade Agreement (FTA) and 

Economic Partnership Agreement (EPA) remains at only 18.7%. This level is by far 

lower than the level marked by South Korea (35.2%). Having few natural resources, 

Japan has to rely on exports and overseas investments in order to survive economically. 

In this context, it is imperative that the government steadily advances negotiations 

toward concluding economic agreements, particularly the Trans-Pacific Partnership 

(TPP) Agreement. 

Opponents of TPP claim that it would devastate Japanese agriculture. There are, 

however, several cases in which trade liberalization led to growth of Japan’s products. 

One successful case concerns cherries, the import of which the Japanese government 

fully liberalized in 1992. To compete with inexpensive American cherries available in 

the Japanese market, Japanese cherry farmers began to produce expensive, but highly 

value-added cherries. After the full liberalization, Japan’s cherry market doubled in 

size. Domestic cherry output increased from 15,000 tons in 1992 to 19,000 tons in 2005. 

Although we understand this success story does not apply to all other crops, rather 

than taking defensive measures, Japanese producers must take more aggressive 

measures, based on a long-term view. 

[2] Linking the private sector ’s business activities with national/local governmental 

programs in support of emerging countries 

To take advantage of the rapid growth of Asian markets, it is worth considering linking 

business activities of the private sector with governmental programs to support 

emerging countries. Governments of many other countries aggressively support 

overseas development of their countries’ businesses. In the United Kingdom, for 
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instance, support of British companies is at the top of its diplomatic agenda. The 

former French President Sarközy regularly allowed corporate executives to accompany 

him on his visits to foreign countries. Such governmental support is particularly 

effective in investments in huge infrastructure projects that are planned in emerging 

countries, since access to such public projects entails building good relationships with 

the governments concerned. Although we understand that it is sometimes necessary to 

refrain from displaying commercial spirit, we hope that the Japanese government will 

make greater efforts to link its overseas support activities with private sector 

business. 

In this regard, we believe that economic organizations should be offered more 

opportunities to participate in overseas missions to be dispatched by the national and 

local governments, since this allows private businesses to take the opportunity of talks 

by political or administrative leaders to seek practical solutions for challenges relating 

to their business expansion and penetration into overseas markets. 

[3] Initiatives toward fiscal reconstruction 

Japan’s present budget deficit accounts for 10% of its GDP. Despite this critical level, 

the national government continues to issue huge sums of deficit-covering government 

bonds. This tendency can be justly called a “government bond addiction.” In fiscal 2012, 

the government plans to issue government bonds worth 150 trillion yen, including 

refinancing bonds. This amount, which matches the Italian public debt balance, is too 

big to save. Since no other countries or international organizations can help us, Japan 

must make its own efforts to reduce the debt level. The government must at least 

exhibit a roadmap to steadily lower the public-debt-to-GDP ratio. 

Even though we value the recent decision by policymakers to raise consumption tax 

rates, regarding it as the first step toward fiscal reconstruction, we regret that 

policymakers have not yet decided to cut social security expenses. Without cutting 

social security expenses, it will take a long time to achieve fiscal reconstruction. We 

believe that the government must simultaneously take initiatives [a] to implement a 

comprehensive reform of revenue and expenditure (a combination of spending restraint 

and revenue enhancement measures), [b] to promote economic growth strategies, and 

[c] to raise public awareness of the present critical situation, so as to pave the way for 

implementation of “painful” reforms. 
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[1] Accelerating a comprehensive reform of revenue and expenditure 

Even with the rise in the consumption tax rate, Japan is unlikely to achieve a surplus 

in the primary balance in fiscal 2020, the target year set by the national government. 

(The government estimates that deficiency will be 3% of the GDP in the worst case). To 

restore the health of public finances, a comprehensive reform of revenue and 

expenditure must be implemented, by taking such means as setting caps on 

expenditures, additional raising of the consumption tax rate, and adoption of a “pay as 

you go” principle. Specifically, it is imperative to cut social security expenses, which 

increase annually by 1 trillion yen. We expect that a national conference on a reform of 

social security systems, to be established shortly, will advocate plans to radically cut 

the amount of social security benefits in order to sustain social security systems. For 

instance, we expect proposals to set a cap on the total of social security expenses, and 

to raise pension eligibility age. Meanwhile, policymakers are intending to increase the 

number of public projects, including the new Shinkansen bullet train projects and 

other projects stipulated in the master plan for enhancing national rigidity, proposed 

by the Liberal Democratic Party. We, however, oppose any dole-out policy, including 

budgetary handouts through public projects. Although we recognize the significance of 

improving social infrastructure, in consideration of tight budgets, public projects 

should be implemented only after rigorous evaluation of cost performance. 

We also believe that present tax collection systems should be improved so as to 

promote fairness in tax collection and increase tax revenues. As such means, we 

propose the introduction of the National Identification Number System (Japanese 

version of the Social Security Number) and the establishment of a revenue agency. 

[2] Promoting a growth strategy 

Since Japan’s financial resources are limited, the government has only a few options 

for economic stimulus policies. In this context, we believe that the government should 

consider effective use of the private sector ’s vitality through deregulation and reform 

of taxation systems. During the Koizumi regime, deregulation advanced at least to 

some extent. This is because strong power, backed by law, was granted to the Council 

on Economic and Fiscal Policy (which was the main playmaker of the Koizumi reforms) 

and the Council for Regulatory Reform (which held practical discussions). To establish 

a powerful system to promote regulation reforms, equally strong power and powerful 
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human resources should be allocated to the Council on National Strategy and Policy. 

Concerning taxation systems, the effective corporate tax rate must be lowered to the 

level of other Asian countries. Moreover, by promoting tax deduction for research & 

development and capital investments, the government should promptly eliminate 

obstacles that interfere with Japanese companies in joining international competition. 

[3] Raising awareness of the critical situation 

Since Japanese policymakers have long been discussing what should be done to 

address the challenges that Japan has been faced with, most of the public is aware that 

measures, including painful reforms, should be taken sooner or later. Few people, 

however, are aware that painful reforms should be taken right away. This is because 

politicians, opinion leaders, and mass media adhere to optimistic views that Japan is 

not in crisis, and the country can manage to overcome the financial deficiency in some 

way or other. Such optimism, however, has no logical grounds whatsoever; people 

simply refuse to face the reality. Accordingly, the government must raise public 

awareness of the financial crisis. 

In private companies, speed is critical in financial reconstruction. So they take 

measures at the earliest possible opportunity. This should also be the case in public 

finance. If we postpone the timing of taking a measure, future generations will bear a 

greater burden. The government must definitely explain to the public what types of 

impact they will have to endure if we leave the national financial deficiency 

unaddressed, clarifying that this would lead to financial collapse. The government 

must also explain to what extent we can reduce potential impacts by taking some 

measures right now. Showing concrete numerical figures, the government must clearly 

point out the need for fiscal reconstruction, and raise public awareness of the present 

critical situation. Moreover, the government should present a practical roadmap 

toward fiscal reconstruction, stipulating its method and time schedule. The 

government must also separate the organization responsible for policy implementation 

from the organization responsible for supervision of its progress, so as to ensure proper 

management of related projects. 

 

4．Conclusion 
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Politicians must clearly explain to the public the current critical situation of Japan’s 

public finances. Their primary concern should be the future of the country, rather than 

the next election. Each constituent, on the other hand, should seriously consider the 

future of Japan and decide what policy should be taken to benefit future generations, 

rather than only the present generation. Mass media, which should bridge the gap 

between politicians and the public, must provide audiences with hard-hitting factual 

reports, however inconvenient they may sound, rather than interesting news that may 

attract the public’s attention. In this way, all parties must fulfill their responsibilities. 

This should be done, not only in Japan, but in any country. However, this is not easy. 

At the first Boston Symposium, Mr. Yoshikuni Inoue, then the Co-Chairperson of the 

Kansai Keizai Doyukai, gave a keynote lecture in which he stated that the recession at 

the time was not a regular, cyclical recession, but a new type of recession that 

demanded structural reforms in various areas. He added that without radical 

structural reforms, we could never get rid of the recession. 

In that statement, he rightly predicted the advent of the “lost two decades.” Even today, 

his comment that “without radical structural reforms, we can never get rid of the 

recession” is still valid. Japanese people must resolve to take actions in order not to 

make the “lost two decades” the beginning of Japan’s downfall. Above all we must all 

realize that we have little time left. 
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Introduction 

Japan achieved remarkable success in its energy policy over a long period of great 

turmoil.  Limited domestic energy production presented Japan with an energy security challenge 

when disruptions following the Arab Oil Embargo of 1973 changed the nature of world’s 

political economy of energy.  This shock to the system drove up Japan’s energy costs and 

required coordinated policy to mitigate the problems of energy import dependence.  In the 

intervening decades Japan weathered the energy security storm.  Japan took a leadership role in 

the push for international efforts to address the risks of climate change.  Japanese energy policy 

and private investment began a transition to develop and deploy new renewable energy 

technologies.  The tragedy at Fukushima in 2011 and eventual shutdown of nuclear energy 

production was a major setback that raised fundamental questions about Japan’s basic energy 

policy and future directions.  The high cost and disruption that ensued from this nuclear accident 

should not be minimized, but it should also be seen in context of the relative success of Japan’s 

energy policy over a longer horizon.  As Japan considers its future, the challenge is to meet the 

energy needs of the moment while considering dramatic changes in the world energy economy 
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that will shape the future.  The challenges before Japan today are different and will require major 

adjustments in policy and institutions.  

Energy Security and Peak Oil 

Japan depends on imports of energy for most of its consumption.  According to the U. S. 

Energy Information Administration, today Japan is only 16% energy self-sufficient, and this has 

been its chronic condition for decades (EIA, 2012).  When control of resources in oil exporting 

countries shifted from the hands of international oil companies to the host governments, there 

was a fundamental reorganization of the world energy market.  The precipitating event was the 

Arab Oil Embargo of 1973 and the subsequent shocks of that decade.  Oil prices rose suddenly to 

unprecedented heights, surprising everyone from producers to consumers.  The oil exporters 

learned that wealth untold was theirs if they managed production.  Consumers suddenly worried 

about the security of supply.   

As an element of a global transformation, Japan’s real energy prices rose dramatically, 

reaching a peak in 1982.  With a policy framed as addressing the problems of energy security, 

Japan enthusiastically supported the creation of the International Energy Agency and promoted 

policies to diversify its sources of energy imports and participate in agreements for emergency 

sharing among oil importers during times of disruption.  As part of its diversification strategy, 

Japan pursued a major expansion of nuclear generating capacity for electricity production, 

reaching 13% of total energy and 27% of electricity production in 2010.  As a large importer of 

liquefied natural gas, Japan still was able to diversity its LNG sources, with the largest supplier 

being Malaysia with just under 20% of total LNG imports (EIA, 2012). 

 By contrast, the bulk of Japan’s oil imports came from a small handful of countries in the 

Persian Gulf.  In the nature of the distribution oil resources, it is very difficult for a major 
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importer to diversify its oil imports away from the Persian Gulf.  This is true for two reasons.  

First, the Persian Gulf dominates the total world export market.  More importantly, the very 

nature of the oil market and the ease of moving oil tankers dictate that supply is highly fungible.  

If something significant occurs anywhere in the world oil market—especially changes in supply, 

demand and prices—the effects are felt everywhere.  As emphasized by the U. S. National 

Petroleum Council, a hard truth is that interdependence is a fundamental characteristic of the oil 

market (NPC, 2007). 

This interdependence has important policy implications.  For example, starting with 

President Nixon, every U. S. administration since has made a public call to achieve energy 

independence, usually meaning that U. S. oil imports should be eliminated.  Over the decades 

this policy was rhetorical only, and there were no practical steps taken that would or could 

achieve the stated goal, a goal which receded even further with the growth in oil imports.  

Furthermore, even if the goal could be achieved, the result would not be independence in any 

meaningful sense.  The U. S. would still be a participant in the world oil market, and the volatile 

movements in oil prices would still buffet the economy. 

From one perspective, Japan was more fortunate than the U. S. due to the pressure of 

necessity arising from its greater dependence on oil imports.  In the U.S. the abundance of 

domestic supplies created policies that were often counterproductive—such as domestic price 

controls on oil and natural gas—and took many years to undo at great expense.   By comparison, 

Japan had no such distractions, and was forced to face its import dependence and make many 

adjustments in domestic prices and markets to accommodate the higher costs and greater 

volatility of prices.  Compared to the U. S., where real energy prices peaked at about the same 

time, Japan’s relative performance over the following years was better (IEA, 2012).  
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Higher energy prices and upheaval in the world oil market reinforced a growing concern 

with the finite nature of energy resources and the specter of long term scarcity.  From the days of 

the first publication of the “Limits to Growth” report of the Club of Rome (Meadows, Meadows, 

Randers, & Behrens, 1972), predictions abounded that economic growth and associated increases 

in the rate of consumption of energy could not be sustained.  The implication was that the 

impacts of these limits were imminent.  This perspective reinforced concerns with energy 

security and a policy emphasis on physical access to energy supply.  Japan’s pursuit of energy 

security included substantial efforts and investment in oil exploration and production in other 

countries.  In the U. S., the most egregious example of a focus on limits and shortages was the 

Power Plant and Industrial Fuel Use Act of 1978, repealed in 1987, that prohibited the 

construction of new electricity generating plants that would utilize natural gas.  The concern with 

limits and running out became popularly known under the heading of peak oil theory, perhaps 

most famously represented by an analysis that purported to show that even Saudi Arabia had 

reached the limits of its ability to expand or even sustain its ambitious production objectives 

(Simmons, 2005). 

The appeal of the logic of limits often seems irresistible.  Surely the ultimate deposits of 

non-renewable fuels are finite, so increasing use cannot go on forever.  There must be a limit.  

While this is true at the most general level, the logic does not tell us anything about when the 

limits will constrain us in a material way.  By now we know that the original forecast of the Club 

of Rome was overly pessimistic.  We have seen that if anything the real cost of non-renewable 

commodities has declined rather than risen (Nordhaus, 1992). 

A missing piece in the analysis of physical shortage and limits has always been the role 

of technology improvements.  In a static world, with finite resources and growing demand, the 
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resources may soon be exhausted.  But in the dynamic world where technological innovation 

makes available new resources and improves the productivity of the resources that we have, the 

difference in outcomes can be dramatic.  The focus on limits leads to the wrong conclusions.  

While everyone agrees that the world will eventually turn away from oil and other non-

renewable resources, it is not likely to be soon.  A reasonable view extends the current horizon 

for peak oil to at least many decades into the future (Yergin, 2011).  This has important policy 

implications.  A primary implication is that the emphasis should be on research and development 

to identify and perfect alternative energy technologies for the long run.  But it would be 

premature to stop investing in even the long-lived infrastructure that supports and depends upon 

the use of familiar fuels like oil, gas and coal. 

Three examples illustrate the point in areas that have been and will be important for 

Japan.  First, the shortage theory and limits analysis almost always assumes that energy 

consumption is tied in fixed proportions to the level of economic activity.  If the economy is to 

grow, then energy consumption must also grow at the same rate over any extended period of 

time.  However, it is clear that with innovation and investment, this iron link can be broken to 

allow economic growth with improved energy efficiency.  The change from year to year may be 

just a few percent, but the power of compound interest prevails.  Over the long run, improved 

energy efficiency makes a great difference. Japan has been and can continue to be an 

international leader in this type of innovation: “[a]mong the large developed world economies, 

Japan has one of the lowest energy intensities, as high levels of investment in R&D of energy 

technology since the 1970s has substantially increased energy efficiency.” (EIA, 2012) 

Second, the expansion of world oil supplies has been enormous, with new areas opening 

up to exploration.  Coupled with the vast improvements in the technology for drilling and 
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seismic analysis, production outside the Persian Gulf has risen steadily and beyond all 

predictions.  The change has not been so great as to eliminate the power of the oil export cartel to 

maintain high prices.  But the expansion of competing production has put limits on the ability to 

raise oil prices with impunity and without apparent limits.  A recent survey and meta-assessment 

of oil field data and analysis reinforces this conclusion (Maugeri, 2012).   The interconnected 

world oil market will continue to be dominated by the Persian Gulf producers for a long time.  

But new and different oil supplies abound.  This means that there will be a lot of oil available, 

but at high prices.  The world is not running out of oil, at least not soon. 

Finally, the most dramatic change in the shortage mentality that arose from the analysis 

of limits comes from the almost miraculous revolution in production of natural gas and oil from 

shale resources.  The early days have been dominated by the experience in the U. S., but there is 

reason to believe that the same experience is about to be repeated in many other parts of the 

world where similar shale deposits reside.  The existence of massive quantities of hydrocarbons 

locked in shale deposits has been known for a long time.  But the means of accessing these 

deposits were not available or not competitive.  Gradual and cumulative innovations in 

horizontal drilling, deep well operation, seismic analysis and fracturing to create and maintain 

small passageways in the shale eventually broke through the barrier of cost and competitiveness 

(Maugeri, 2012).  In 2007 the level of production in the United States was less than 1%.  By 

2010 the EIA reports that natural gas production from shale had risen to 16% of gross domestic 

production (EIA, 2011).  The impact has been profound.  There is a gold rush atmosphere in 

many parts of the U. S. as workers and investors race to drill in new areas, return to old fields 

that can benefit from the same technology, and reconfigure the pipeline system to deliver the 

new supplies.  The many development plans for U. S. gasification facilities to import LNG have 
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been dropped or converted to exporting LNG to the world market.  There is even quiet talk that 

the oil and gas coming from shale deposits could in the future make the U.S. a net energy 

exporter.  Certainly, as a major importer of LNG, this dramatic turn of events is a welcome 

development for Japan. 

The policy implications for Japan are important.  It should now be clear that a focus on 

shortages, limits and physical energy security was always misplaced, and certainly is not relevant 

now.  Japan is well integrated in the world economy and can continue to earn its way to pay for 

its energy imports.  There is no need to impose high costs on Japanese consumers to switch to 

domestic renewable resources designed to create energy independence.  Any need to make a 

major transition to an alternative energy mix is a long-term issue rather than an emergency. And 

the increased availability of oil and natural gas will help Japan in making that transition. 

Green Agenda 

A principal energy policy concern is to address the environmental impacts of energy 

production and utilization.  Emissions from power plants and mobile sources contribute to air 

and water pollution.  The risks of nuclear power operations and waste disposal are apparent and 

always a matter of concern.  The standard interpretation is that when left with the opportunity to 

“free ride” on everyone’s environment, individual firms would not recognize and account for 

these costs.  Government must impose policies to internalize these costs and protect the public.  

Hence, Japan has strict environmental laws and continues to work for and achieve a cleaner 

environment. 

For most pollutants, this effect of local emissions is reasonably well understood and the 

impacts fall on a country’s own citizens.  This makes environmental regulation easier to justify 

and local in its application.  The story is quite different in the case of the threat to climate as a 
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result of greenhouse gas (GHG) emissions, particularly CO2, that can change the very climate of 

the world.  In the worst cases, the climate impacts could be devastating, particularly for the most 

vulnerable populations and areas of the world.  Addressing this threat is now a prominent part of 

the green agenda. 

Although overall policy to address climate impacts is controversial and in flux, there are 

some matters that are reasonably settled.  The rise of the industrial age and the accelerated 

burning of fossil fuels increased the rate of GHG emissions.  The concentration of GHGs in the 

atmosphere has been increasing and is now well above pre-industrial levels.  The slow 

accumulation and transformation in the atmosphere combine with very long-lived residence of 

the gases, meaning that current emissions can affect climate for centuries to come.  Because the 

atmospheric concentration is not in equilibrium with current emissions, even if emissions could 

be stabilized immediately the concentrations in the atmosphere would continue to rise for the 

foreseeable future.   Since the climate impacts are roughly driven by concentrations and not 

emissions, the impacts will similarly increase.  The only policy to stabilize or reverse the 

concentration of GHGs in the atmosphere would be one that involved substantial reductions in 

net emissions. 

By contrast the determination of the impact of GHGs on climate, and what to do about it, 

is far from resolved.  The scientific consensus is that the impacts will be, and probably already 

are, serious and the recommendation is for the world to get on a path to reduce GHG 

concentrations (IPCC, 2007).  The economic analyses that evaluate policies are less settled, but 

there is agreement that beginning to do something now is justified by the best estimates of the 

costs and benefits (Nordhaus, 2008).  A common feature of the economic analyses is that the 

optimal trajectory for GHG emissions is first to slow the rate of growth, and then to reverse that 

Page 34 of 109



9 
 

growth, perhaps all the way to zero net emissions, eventually (Stavins, 2008).  Another 

commonplace in the analysis is that unlike other air pollutants which are primarily local in their 

effects, the climate problem entails the entire planet, both in terms of the varied impacts and in 

the need for a comprehensive policy if there is to be successful intervention to reduce global 

atmospheric concentrations. 

Japan has been a leader in addressing the challenges of climate change.  The Kyoto 

Protocol was an important milestone in the effort to craft an international agreement.  The 

absence of key nations such as the U.S., with the largest emissions in the developed world, and 

emerging economies like China that dominate the growth in emissions, is a major flaw in the 

present arrangements.  Japan has been forthright in taking actions to reduce its own emissions, 

all the while calling for and emphasizing the necessity of broader participation by at least all the 

large emitters of GHGs. 

In crafting an energy policy that respects the imperatives of the green agenda, there are 

some aspects that reinforce and others that conflict with the issues of energy security and the 

limits on non-renewable resources.  First, responding to the climate problem requires a very-long 

term perspective.  While it is true that CO2 emissions today will linger in the atmosphere for a 

very long time, the primary determinant of climate impacts fifty or one hundred years hence will 

be the cumulative emissions and not the trajectory.   Second, the climate problem points to 

reducing GHG emissions, not necessarily to the use of renewable energy sources.  Although 

renewable energy resources do not emit CO2, neither would non-renewable coal burning if it 

were connected to carbon capture and sequestration (CCS).  Virtually all the currently available 

technologies for low carbon emissions are expensive and not competitive with continued use of 

conventional and abundant non-renewable fossil fuels. 
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The energy policy implications of these simple observations are important.  For example, 

neither the climate problem nor the depletion of non-renewable resources is a type of emergency 

that requires crash programs or that would justify large expenditures to roll out expensive 

renewable alternatives.   A focus on research and development to create better technologies for 

the future is clearly warranted.  The goal should be to achieve long-term availability of 

inexpensive, carbon-free energy sources.  The goal should not be immediate substitution of 

expensive renewable energy.  The best argument for subsidizing renewable deployments 

otherwise not competitive in the market would be to learn how to improve the technology, and 

capture the indirect benefits of learning by doing.   With typical estimates of conventional 

learning rates, this implies that the scale of such subsidies would be quite small and the principal 

product should be information, not renewable energy (van Benthem, Gillingham, & Sweeney, 

2008).   In the long-run, the most important policies would be those which improved and 

incorporated the estimates of the costs of climate impacts and stimulated the innovation needed 

to address the green agenda. 

Electricity Market Reform 

A major focus of energy policy to address the green agenda centers on the electricity 

sector.  Electricity generation is the largest source of GHG emissions.  In addition, many of the 

policies designed to address related energy problems involve greater electrification of the 

economy.  The most obvious example is the possible large increase in reliance on electric cars 

(Moselle, Padilla, & Schmalensee, 2010).   The importance of the electricity sector in Japan is 

only reinforced by the compelling and immediate need to rethink and reorient Japan’s policy 

towards reliance on nuclear energy. 
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The choice that Japan makes in the wake of the Fukushima catastrophe is unlikely to 

expand or even sustain the prior commitment to nuclear power generation.  The more likely 

outcome would be some balance that substantially reduces nuclear output from existing plants in 

the near term and defers for many years or decades revisiting any decisions to develop new or 

replacement nuclear facilities.  Perhaps Japan will go the way of the German choice to phase out 

existing nuclear plants altogether.  This is Japan’s decision to make.  But whatever the choice, 

the larger implications are evident. 

The reduction or complete loss of the contribution of nuclear power eliminates a source 

of carbon free power generation and materially adds to the near term difficulty of meeting the 

challenges of the green agenda.  The most likely response will be to increased reliance on power 

generation derived from gas plants using imported LNG.  This option enjoys the advantages of 

being relatively low in carbon emissions, compared to imported coal, and likely to benefit from 

the near term burgeoning of the availability of gas supplies in the world market.        

Subsidizing larger scale renewable technologies, such as wind and solar, is within Japan’s 

grasp but is not likely to be a good long-run solution.  With the present state of electricity storage 

technologies, the intermittent nature of these resources imposes real additional costs on the rest 

of the system when renewables grow to a significant scale.  Furthermore, the likely possibility is 

that the existing renewable technologies will be surpassed by invention and innovation in this 

rapidly changing field.  Subsidizing a little to learn how to improve and adapt to renewables 

would be recommended.  Subsidizing large scale investment, particularly through the blunt 

instrument of electricity feed-in tariffs such as Japan has already adopted, is likely to burden 

Japan with future regrets for money wasted and other unintended consequences. 
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The real challenge is to reform the electricity sector to stimulate innovation, internalize 

the costs of environmental impacts and allow decentralized experimentation through greater use 

of markets.  The simple summary is that the current transition in the structure of the energy 

system is not amenable to the solutions of central planning by a monopoly.  If we knew what to 

do, then it would be easy to turn the problem over to the central planners and ask them to 

implement the grand design by mandating the use of the right technologies.  But if we don’t 

know exactly what to do, and we have to invent the future, the better path is to work now on the 

institutional design and create the incentives for surprising innovation that works toward the long 

run goals.  To meet the challenges of reinventing the electricity sector and addressing the green 

agenda, we need innovation not expedited implementation of off-the-shelf solutions.  As Bill 

Gates summarized, “we need energy miracles.”(Gates, 2010) 

Electricity markets around the world have begun to show that it is possible to structure 

the institutions to respond in new and sometimes surprising ways to change energy investment, 

integrating demand participation and energy efficiency, and make the electricity system smarter 

with technology (smart grids) and incentives (smart prices).  The U.S. has experimented with 

many different institutional models and, after much trial and much error, settled on a workable 

system that now stands at the center of electricity market design in the seven organized markets 

that cover two-thirds of the country.  The key organizing principle is to separate out control of 

the critical transmission grid under an independent system operator coordinating an open spot 

market that can allow for easy entry and smart prices to stimulate competition and efficiency  

(Hogan, 2010).  Coupled with tax policies or similar regimes to put a price on carbon and other 

pollutants, electricity market reform would be a powerful tool for Japan in meeting its many 

challenges ahead.  If the current turmoil in Japanese electricity and energy policy leads in this 
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virtuous direction, it would be some compensation for the costs that have been incurred by the 

nuclear catastrophe.    

Conclusion 

Japan can deal with its energy problems.  The chronic dependence on energy imports is 

not likely to change soon, and the intermediate term response to the nuclear power review is 

likely to be met largely by increased imports of LNG.  The world is not running out of energy, 

and Japan should be able to continue its de facto policy of earning through exports more than 

enough to pay for its energy imports.  Energy policy of the past, framed as one of dealing with 

shortage and energy security, will not be a good guide for the future.  The long term challenge is 

to invest in research and reform Japan’s energy markets to stimulate innovation, inventing a 

different and more cost effective energy system that comports with the green agenda.  This is not 

an emergency that requires crash programs.  It is a grand challenge that will occupy generations 

of Japanese leadership.   
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1. Introduction 

Since the Great East Japan Earthquake and the nuclear power plant accident in 
Fukushima in March 2011, Japan’s energy policy has been wavering from one 
option to another. It seems that the Japanese government is unable to decide on 
mid- to long-term energy strategies. Prior to the disaster, the government adopted 
a policy of increasing its proportion of nuclear power generation in order to cut 
greenhouse gas emissions. However, the accident in Fukushima has forced the 
government to review this previous policy. 
 
A steady supply of energy is a primary requisite for the growth of any economy. In 
this proposal, based on this recognition, we will advocate the energy policy that 
Japan should adopt in the coming 20 years. 
 
2．Challenges for Japan 

(1) Enhancing energy security 
Excepting nuclear energy, Japan’s self-sufficiency rate in energy remains at only 
4%. This rate is by far the lowest among major OECD members. Having few energy 
sources within its national borders, Japan is faced with two major risks relating to 
energy security: the disruption of energy supply from overseas and the steep rise of 
energy prices that Japan is unable to control. During the first oil crisis in 1973, 
Japan experienced both a disruption in oil supply and a steep rise in oil prices. 
 
Whenever a war or an armed conflict has broken out in the Middle East, Japan has 
been obliged to undergo turbulence in energy supply, as is evidenced in the soaring 
oil prices during the first and second oil crises, as well as during the Iraq War. 
Unfortunately, the Middle East is likely to remain vulnerable to conflicts in the 
foreseeable future, a fact that implies that Japan should remain alert to ensure the 
steady supply of fossil fuels from the region. 
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(2) Measures against global warming: reducing emissions of greenhouse gases 
There is a common recognition shared by international society that all countries in 
the world must address climate change by cutting CO2 emissions resulting from the 
combustion of fossil fuels. 
 
In September 2009, then Prime Minister Hatoyama announced at the United 
Nations climate change summit that Japan would cut CO2 emissions to 25% below 
the 1990 level by 2020. This ambitious target attracted attention from around the 
world. The target of reducing emissions by 25% was not surprising since it was 
already released in the manifesto of the Democratic Party of Japan for the election 
of the House of Representatives, which took place in 2009. However, the very fact 
that the Prime Minister announced it at the United Nations attracted attention 
since this was interpreted as Japan’s pledge to international society. 
 
In August 2010, the Japanese government issued a Basic Energy Plan, which sets 
the goal of reducing CO2 emissions by 30% from the 1990 level by 2030. 
 
Needless to say, cutting greenhouse gas emissions in the mid- to long term is a 
responsibility that Japan must fulfill as a responsible member of international 
society and as the host country of the third session of the Conference of Parties to 
the United Nations Framework Convention on Climate Change (COP3), held in 
Kyoto. 
 
 
2．Global Situation: Diversifying Energy Sources and a Rapid Increase in Demand 

(1) Conventional fossil fuels 

To continue the use of conventional fossil fuels, such as oil, coal, and natural gas, in 

power generation, it is essential to improve generation efficiency. It is particularly 

imperative to adopt clean technologies for coal combustion in order to cut CO2 

emissions. 

 

Natural gas emits 40% less CO2 than coal and 20% less CO2 than oil. The production of 

natural gas is increasing in Qatar, Australia, Indonesia, and Malaysia. In addition to 

these countries, which export the fuel to Japan, Russia, Turkmenistan, and other 

Caspian Sea nations are also increasing their exports of natural gas. 

 

If natural gas is supplied to the global market in abundance, this could potentially 

reduce its price, leading to natural gas becoming a major means of thermal power 

generation in place of coal. Together with nuclear power and renewable energy sources, 

natural gas could potentially become a mainstay energy source in the near future. 
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(2) Unconventional fossil fuels 

In the 21st century, the development of shale oil and shale gas, which are called 

unconventional fossil fuels, is rapidly advancing in various regions around the world, 

particularly in North America. 

 

Thanks to technological breakthroughs, the development of shale gas is progressing at 

a remarkable speed in the United States. As a proportion of America’s overall natural 

gas production, shale gas comprised only 1% at the beginning of this century. This 

ratio, however, is estimated to reach 50% in 2030. Although the United States has thus 

far been an importer of natural gas, in the near future it could potentially become a net 

exporter. This could significantly impact the global energy market. 

 

In addition to the United States, Canada and China have already begun to develop 

shale gas. In particular, Canada is expected to grow into one of the world’s leading 

suppliers of shale gas, matching the United States. 

 

(3) Growing demand in emerging countries 

From 2004 to 2008, China recorded an annual average economic growth rate of 12%. 

Because of its rapid economic growth, China, which had exported oil up to 1985, has 

become a net oil importer. Today, half of its demand is covered by imported oil. From 

2000 to 2010, oil consumption in China more than doubled. At present, China is the 

second largest oil consumer, second only to the United States. Around 2020, China is 

likely to overtake the United States and become the world’s largest oil consumer. 

Moreover, China is the world’s largest importer of coal today, despite formerly being a 

major exporter. 

 

The Indian economy also achieved an annual average growth rate of 8% from 2004 to 

2008. Its energy demand is expected to follow the trajectory of China. 

 

The rapid growth of demand for oil in such emerging countries explains at least to 

some extent the steep rise in oil prices that began in 2004. 

 

3．Japan’s Future Energy Policy 

(1) Importance of nuclear power generation 

An energy policy is essential for any country, and should be determined based on the 

specific situations of the respective countries. Accordingly, energy policies should 

differ from one country to another. To study Japan’s situation from this viewpoint, we 

see that the country has two major disadvantages. Firstly, Japan has to import nearly 

all the fossil fuels that it needs. Secondly, since the country is surrounded by sea, it 
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cannot exchange electric power with other countries. In recognition of these 

constraints, Japan should take a more careful and conservative approach than other 

countries, in order to ensure a stable energy supply. 

 

Looking back into the past, Japan was made to realize the vital importance of energy 

security at the time of the two oil crises during the 1970’s. Because of the bitter 

experience of Japan’s energy security being threatened by oil producing countries, 

Japan shifted its energy policy toward promoting nuclear power generation. 

 

Unlike oil, uranium deposits are found in various regions around the world, including 

politically stable countries such as the United States, Canada, and Australia. 

Moreover, uranium is easy to transport and store and even a small amount of the 

mineral generates a large amount of electric power. 

 

If we promote the nuclear fuel cycle, in which uranium and plutonium are recovered 

from spent fuel by nuclear reprocessing, this will ensure the effective reuse of uranium 

resources, as well as the stable supply of the energy source. Moreover, to ensure the 

peaceful use of plutonium, the nuclear fuel cycle has been promoted to date in 

compliance with the Japan-U.S. Nuclear Cooperation Agreement. In this respect, we 

believe that Japan should steadfastly maintain the policy to promote the nuclear fuel 

cycle. 

 

Moreover, in consideration of growing energy demand in emerging countries, we 

believe that Japan should continue nuclear power generation, since if Japan decreases 

its imports of oil and other fossil fuels, emerging countries will be able to import more 

fossil fuels. Accordingly, if Japan continues nuclear power generation, this could 

benefit emerging countries, in addition to ensuring a stable energy supply for Japan. 

 

In preparing an energy policy, in addition to the stable supply of energy sources, we 

must also consider the costs of individual energy sources. In accordance with a report 

issued on December 19, 2011 by the Japanese government panel set up in the wake of 

the nuclear disaster, per kWh costs of individual energy sources are estimated for 2030 

as follows: 8.9 yen for nuclear power,* 10.3 yen for coal thermal power generation, 10.9 

yen for LNG thermal power generation, 25.1 yen for oil thermal power generation, 10.6 

yen for hydraulic power generation, 8.8 - 17.3 yen for wind power generation, and 12.1 

- 26.4 yen for mega solar power generation. These data indicate the supremacy of 

nuclear power generation in terms of cost competitiveness. 
*The estimated amount was calculated by taking into consideration the expenses for dealing 
with the accident (5.8 trillion yen) and the expenses for additional safety measures to be 
taken after the accident in Fukushima. However, the cost could eventually become higher 
than 8.9 yen. 
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At present, the energy policy of the Japanese government is fluctuating from one 

option to another. If Japan should abandon nuclear power generation and decide to 

depend more on thermal power generation, however, this decision would definitely lead 

to a decline in Japan’s energy security, as well as in its ability to engage in price 

negotiations with oil producing countries. 

 

Moreover, nuclear power generation must be maintained in order to preserve the global 

environment. Since nuclear power generation does not emit greenhouse gases, it can 

play a key role in resolving global warming. As a responsible nation, Japan should 

endeavor to never increase its proportion of thermal power generation, which causes a 

significant increase in CO2 emissions. 

 

Many fast-growing emerging countries are planning to construct nuclear power plants 

in order to satisfy their rapidly growing demand for power. For instance, China and 

India are now constructing 27 reactors and five reactors, respectively. China plans to 

increase the total capacity of its nuclear power plants to 80 million kW by 2020. India 

plans to build 18 new reactors. Moreover, the construction of an additional 40 reactors 

is now on the drawing board in India. For Japan, this trend represents a great business 

opportunity. If Japan should let such an opportunity just pass, this would not only 

erode Japan’s industrial competitiveness but also dishonor the country, since 

transferring nuclear power technologies is a duty of Japan as a developed country. To 

fulfill its role, Japan must share with international society its nuclear power 

generation technologies, including those relating to the safety of nuclear plants. 

 

If we take into consideration various aspects, including stable energy supply, costs of 

individual energy sources, environmental preservation, and international cooperation, 

it is obvious that nuclear energy is an essential energy source for Japan. Based on the 

lessons learnt from the accident in Fukushima, Japan should enhance the safety of its 

nuclear power generation to the highest level in the world, work to retrieve trust in its 

technologies from people in Japan and around the world, and share improved 

technologies with other Asian countries, thus contributing to stable energy supply in 

Asia. To fulfill this responsibility, Japan must continue with its nuclear power 

generation. 

 

(2) Diversification of energy sources and the regions from which to import 

To enhance Japan’s energy security, it is imperative to diversify both the types of 

energy sources Japan uses and the regions from which it imports. 

 

Firstly, we must diversify the types of energy sources we use. At present, oil remains 
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the major source of Japan’s primary energy supply. Although its proportion of Japan’s 

total energy sources decreased after the first oil crisis, it still remains at nearly 50%. 

Since Japan’s dependency on imported oil is higher than that of the United States and 

European countries, in order to relieve itself of such excessive dependency on oil, we 

believe that Japan must continue to use nuclear energy as an important energy source. 

While maintaining the use of nuclear energy, we must also work to gradually increase 

our proportion of natural gas. As regards renewable energy sources, we must also 

increase their ratios by introducing them step by step, in response to the progress of 

related technologies. 

 

Secondly, Japan must also diversify the regions from which it imports fossil fuels. For 

geological reasons, reserves of fossil fuels are concentrated in countries around the 

Persian Gulf. Although this geological constraint imposes a limit on efforts toward 

diversification, Japan should make even more efforts to decrease imports from that 

region due to its high geopolitical risks. 

 

While the United States is currently promoting the commercial production of shale gas, 

the country does not permit its exports to nations that have not concluded a Free Trade 

Agreement (FTA). To import natural gas from the United States, the Japanese 

government must conclude an FTA with the U.S. as well as the Trans-Pacific 

Partnership (TPP) Agreement at the earliest possible occasion. This is essential in 

order to enable purchases of American natural gas on a steady and stable basis at low 

cost. In the immediate future, however, the Japanese government must negotiate with 

the U. S. government to ask it to grant licenses for exports to countries that have not 

yet concluded an FTA. At the same time, Japanese companies must also seek 

permission for imports from the U.S. government. 

 

Japan’s ultimate goal is to decrease its dependency on imported energy sources and to 

increase its self-sufficiency rate in energy. To achieve this goal, in addition to 

promoting the use of renewable energy sources, we must also develop methane hydrate 

and other fossil fuels available within Japan. 

 

(3) Renewable energy sources 

Renewable energy sources include, among others, wind power, solar power, bio fuels, 

biomass, geothermal power, and hydraulic power. 

 

In principle, renewable energy sources are available within the country. Although a 

stable supply of such energy sources cannot be expected at least in the immediate 

future, in the long term they are likely to serve as a pillar of energy sources, since the 

supply of fossil fuels is expected to become increasingly tight due to the rapid growth 
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of their demand in China, India, and other emerging countries. Moreover, from the 

viewpoint of environmental preservation, the use of CO2-free renewable energy sources 

should be promoted. 

 

(4) Innovation 

Japan has only a few energy sources within its national borders. This disadvantage, 

however, can be compensated for through technological innovation at least to a certain 

extent. This is evident in the fact that over the past 40 years since the first oil crisis, 

Japan has been leading the world in terms of the development of energy-efficient 

technologies. 

 

We would now like to discuss various technologies that Japan has already developed 

and technologies that Japan has the potential of developing, by classifying them into 

several areas. 

 

[1] Energy-efficient technologies 

To achieve the goal of decreasing the use of the primary energy sources by 20%, and the 

use of electric power by 10% by 2030, we should promote the use of cogeneration 

systems, including fuel cells. 

 

Using a superconductivity technology, we should promote the development of transport 

machinery and electric equipment of still higher energy efficiency. At the same time, 

we should reinforce our energy conservation policies through various means, including 

power peak cut control measures and peak shift control measures. 

 

To promote energy conservation, in addition to efforts on the part of utilities, 

consumers must also review the amount of energy they use. In short, energy 

conservation entails the efforts of the entire society. 

 

[2] Development of marine resources 

Japan should take advantage of its geographical feature as a maritime nation, 

surrounded by the sea in all directions. For instance, wind power generation can be 

more effective and efficient if wind turbines are constructed in the sea rather than on 

land, since off-coast wind turbines can be made larger and made to achieve higher 

power generation efficiency. The United Kingdom has already begun constructing wind 

turbines off its coast. In Japan, a project to commercialize floating wind power 

generation systems is already underway, taking advantage of technologies developed 

and accumulated in the steel, shipbuilding, and heavy machinery industries. 

 

To date, Japan has not yet developed methane hydrate or other marine resources. We 
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must seek to produce fossil fuels in Japan by adopting highly efficient 

drilling/extracting technologies, such as those using self-propelled mega-floats. 

 

[3] A smart grid and a smart city 

A smart grid is a next-generation power transmission system that uses information 

technologies to efficiently control various energy sources. The system estimates 

demand for power in respective areas, based on information on power consumption. It 

also supplies power from areas that have excessive capacity to other areas where more 

power is necessary. When the system estimates that power consumption will exceed 

the supply capacity, the system automatically instructs users to decrease their power 

consumption. In this way, a smart grid enables the integration of renewable energy, 

such as solar and wind power, into the grid. 

 

At present, pilot projects have begun in various regions around the world. Taking 

advantage of its cutting-edge information technologies, Japan should lead the world in 

this area, together with the United States. 

 

[4] Distributed energy systems: the effective use of secondary batteries  

In consideration of the requirements for a flexible energy supply, energy conservation, 

and risk control, we believe that we should explore ways to transform conventional, 

concentrated energy systems into more distributed energy systems. Specifically, we 

must promote cogeneration systems, the use of which is encouraged in the Innovative 

Energy and Environmental Strategies, issued by the Japanese government. To enable 

the supply of natural gas across a broad region, we must also construct related 

infrastructures, including natural gas pipelines and large underground storage 

facilities. 

 

Moreover, we propose that effective use should be sought for large stationary 

secondary-battery technologies, in which Japan leads the world. It has long been 

believed that unlike oil or gas, electricity cannot be stored. Based on this recognition, 

power-generation capacity has been planned and maintained in accordance with peak 

demand, and detailed estimates have been required on fluctuating volumes of demand 

and supply. In addition, because of the intermittency of sunshine and wind, solar 

power and wind power have been regarded as unreliable for use as constant energy 

sources. 

 

Meanwhile, Japan has long been engaged in the development of lithium rechargeable 

batteries. Japanese companies have already commercialized small lithium 

rechargeable batteries for automobiles and middle-size batteries for emergency power 

supply. By developing large stationary rechargeable batteries and linking them with 
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power grids, we believe that we will be able to resolve problems relating to peak 

demand and the intermittency of renewable energy sources. 

 

4．Conclusion 

Japan’s energy policy in the coming 20 years should prioritize diversification, 
decentralization, and innovation, while maintaining nuclear power as an essential 

energy source. 

 

Although Japan must continue to depend on the use of nuclear power and fossil fuels, 

we must still work to diversify the types of energy sources we use as much as possible. 

At the same time, we must also diversify the regions from which we import such energy 

sources. 

 

Moreover, we must develop distributed energy systems and seek an optimal balance 

between conventional concentrated energy systems and new distributed energy 

systems. 

 

In conclusion, although Japan has only a few energy sources, we firmly believe that 

Japan will be able to overcome the various constraints it faces by taking advantage of 

its cutting-edge technologies. 
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Prepared for the November 19, 2012 U.S.-Japan Symposium 

 

Two major trends will define the future of Asia in this century: one economic, the 

other geopolitical. While economic integration has proceeded apace, there has not been 

the same kind of political integration that has marked Europe since the Second World 

War. At the core of both trends is the relationship between the US and China. China’s 

economic rise and its more assertive diplomacy has created a new environment for 

neighboring countries to react to. This has necessitated other powers in Asia to work 

within a regional order that is no longer based on US primacy as the key guarantor of 

global and regional public goods. Despite relative decline, the Obama administration first 

with its unwieldy phrase of a pivot to Asia and the later notion of rebalancing has 

indicated clearly that it intends to retain a key role in Asia. The potential danger that this 

can give rise to is shown by the tension that arises periodically over territorial disputes. 

Most recently, there have been three unsettling trends. First, is the dispute between the 

Philippines and China over the Scarborough Shoal, which falls within the long tongue of 

the South China Seas that China claims as a “core interest.” Second, in mid-June 2012, 

China announced that it had set up a prefectural city, Sansha, to oversee the three South 

China Sea islands of the Spratlys, the Paracels and Macclesfield Bank. Third, there has 

been yet another escalation of sovereignty claims over the Senkaku (Diaoyu) islands 
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between China and Japan. There have also been territorial spats between Japan and South 

Korea. Whether the US will be drawn into an avoidable conflict by its allies in the region 

or whether it will renege on its alliances to maintain a viable relationship with China 

heightens the insecurity. Below, we review the economic and geopolitical pictures before 

making some concluding comments. 

 

Asia’s Economic Rise and China’s Central Role in the Global Production Chain 

In addition to the collapse of the Soviet Empire, the most important development 

of the last century was the steady, often spectacular rise of the Asian economies. Not only 

are they major players in global economic development but also the latest success story, 

China, is naively looked to as a savior of the European Union and the USA. This 

economic growth has been unusually beneficial not only for the countries in Asia but also 

for the economies that they are eclipsing. In historical terms this is unusual with new 

economic powers supporting the status quo and enhancing it rather than challenging it. 

The key question looking forward is whether China will also become status quo 

enhancing of whether its continued rise will lead to it challenging the global order. While 

some observers see China’s rise as a threat, by and large, China has sought to bring its 

practices in line with global norms and has not sought to change the rules of the game, or 

the structure of international institutions. Indeed it is hard to think of a country that has 

benefitted more than China from the current global order. As John Ikenberry has written 

“Today’s Western order is hard to overturn and easy to join.” Asia’s economic ascent, 

with China at the forefront, should continue but how political structures will 

accommodate this is harder to predict.    
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There has always been a leader of the “flying geese” pattern of development: first, 

Japan, followed by the four tigers in the 1970s with their focus on the promotion of 

export-led growth; ASEAN members in the 1980s; and in the 1990s, we have witnessed 

China’s rise, followed by India. There is a strong national aspiration for development and 

the existence of models to aspire to has propelled this process forward. 

However, not all countries in Asia have been successful in sustaining their 

economic breakthrough and certain countries have seen growth slow and income levels 

level off. Most of Southeast Asia grew quite rapidly for a period of time and then slowed 

down. Malaysia experienced a long period of expansion from 1969-1995 – real GDP 

grew at 7% per annum. Indonesia grew at 6.8% from 1967-1996. Thailand grew at 7.6% 

for almost 40 years. Yet growth in all three has slowed to 4-6% and this slow down has 

occurred at relatively low levels of income per capita: $1280 in Indonesia; $2700 in 

Thailand; and under $5000 in Malaysia. By contrast, incomes per capita in South Korea 

and Taiwan now exceed $15,000, together with Hong Kong, Singapore and Japan. 

The East Asia economies have sustained higher rates of economic growth for 

longer periods of time. Southeast Asian nations remain reliant on low-cost labor and 

natural resource exploitation. With the exception of Malaysia, Southeast Asian countries 

have all experienced extended periods of political and social turmoil. Governments are 

weakened by corruption and money politics. Mass protests and military coups have 

overthrown governments in Indonesia, Thailand and the Philippines. Urbanization has 

proceeded in a haphazard manner. East Asia countries have produced prosperity, 

stability, and international respect. Southeast Asia has followed a more circuitous route to 

a tenuous present and an uncertain future with inequality and instability as key features. It 
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remains to be seen which path those next in line, China, Vietnam, and India will follow. 

There is much discussion within China as to whether it will escape the “middle income 

trap.” 

This economic development and functional integration has not been accompanied 

by the kind of regional political institutions that might ensure stability across Asia as a 

whole. One interesting development was the convening in December 2005 of the first 

joint summit of Asian nations with the intent to build some kind of an East Asian 

Community. This extended from India through South East Asia and would include China, 

Japan, and South Korea. However, already there were considerable differences about 

what the core of the community should be. China would like to see ASEAN plus three at 

the core, while it is clear Japan sees Australia and India playing an important role. At the 

2011 meeting the original 16 was expanded to 18 to include the US and Russia.  

Some form of organizational development along these lines is necessary as 

despite the tremendous economic progress in the region and the even greater economic 

potential, there is no truly effective regional apparatus that can bind together the diverse 

and often competing nations. APEC, ASEAN plus three and ARF have been beneficial 

but have not worked in the way that the European Union and other European institutions 

have in terms of healing the wounds of War and later providing a vehicle for integrating 

the former communist nations of Eastern Europe. 

However, of course, from its origins and with its subsequent expansions, the 

European Union was based on a shared notion of not only market principles but also the 

rule of law and a particular form of political organization underpinned by a remarkably 

similar culture. This is why the question of Turkish membership is so contentious and 
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why the problems have occurred with the expansion of the Eurozone to the countries of 

the South. In Asia, the necessary conditions are still absent, which makes positive 

integration a difficult challenge. There are divergent views on the rule of law, major 

differences in political systems, and pre-existing territorial disputes and historical 

conflicts that have not been resolved as successfully as in Europe. Now, there is also 

China’s pressure on certain countries within ASEAN that might make consensual 

decision-making more difficult. This was seen in 2012 when, for the first time at the 

Phnom Penh meeting, ASEAN did not issue a joint statement. It was rumored that China 

was unhappy about potential statements covering sovereignty in the South China Sea and 

put pressure on its quasi-satellites, Kampuchea and Laos, to resist the joint statement.  

 

China, the US and the Geopolitical Order 

The preceding analysis casts doubt on the notion of an Asian century. While it is 

true that we are dealing with a resurgent Asia and one that will carry more weight in 

economic and political decision-making moving forward, the chances of any country in 

the region or the region as a whole replacing the dominance of the US is extremely 

unlikely. The region is too diverse and divided to present a coherent challenge, even 

should it wish to do so. For example, the rise of China is causing other alliances to form 

such as an emerging relationship between Japan and India. The world may become multi-

polar on some issues, a good thing, but it will be a very long time before a new unipolar 

world based on any country in Asia could emerge. This means that the major challenge is 

to devise structures that can integrate China and the US into an effective framework.  
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This makes understanding China’s international behavior crucial. As noted, recent 

moves by China have cemented the sense among some nations in the region that they 

would not be comfortable with an institutional architecture based on Chinese hegemony, 

even more uncomfortable than one reliant on the US. There is concern that the US 

refocus on Asia and China’s renewed assertiveness could lead to a period of friction and 

uncertainty. The definition of the “South China Sea” as a “core interest” for China and its 

nine-dash line are equally unsettling. 

China’s foreign policy and international behavior have been shaped by two key 

drivers that can operate in harmony but, on occasion, can operate in conflict. The first is 

an emotional driver that is closely linked to deep nationalist sentiment and often 

xenophobia and draws on China’s history of what the Chinese Communist Party (CCP) 

refers to as “national humiliation” at the hands of the foreign powers. This still underlies 

the strength of feelings about the reunification of Taiwan and a lingering suspicion of 

foreign powers when dealing with China. It underpins China’s assertion of sovereignty 

over disputed waters, islands and territories and makes the leadership in Beijing 

vulnerable to criticism if it is seen to be weak on questions of sovereignty.   

Second, a more pragmatic driver is linked to China’s desire to be an important 

player on the world stage, but that recognizes that in order to achieve this, the country 

needs to be seen as pragmatic and essentially a status quo power, one that is focused on 

economic growth as a primary policy goal. This drives China’s entry into WTO and its 

embrace of the market and international trade and investment. It has seen China become 

the key country in the global manufacturing chain.  
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Under Deng Xiaoping and his successors, the pragmatic driver remained 

paramount and still does today. However, CCP legitimacy depends increasingly on 

maintaining economic growth to raise living standards, underpinned by appeals to 

nationalism (to replace discredited Marxism-Leninism). This unprecedented level of 

integration in world energy markets, in foreign reserve accumulation and in the process 

of climate change is forcing a fundamental change in China’s former passive 

international position. The leadership under Hu Jintao and Wen Jiabao has been more 

energetic in promoting an independent foreign policy based on China’s own strategic 

interests while trying to assure neighboring countries that China’s increased economic 

strength will bring benefits to all concerned. In part this may be a natural development 

given that China’s global engagement is now extensive and it is both more dependent 

than ever before on the health of the world economy and the support of its neighbors as 

well as impacting significantly on their development. It is the major trading partner now 

for South Korea and Japan. This has set challenges for how countries in the region (and 

also the US) should respond.  

The dedication to sovereignty and a territorial definition of China that is the most 

expansive in history, and China’s reluctance to move discussions out of bilateral 

frameworks, causes uncertainty in the region that has only been partially moderated by 

the economic opportunities. It also means that China is more willing to join regimes that 

govern the international economy, but is less enthusiastic about those regional or global 

frameworks that would place real restrictions on Chinese military capabilities. The CCP 

and the military have been adamantly opposed to any attempts to establish an Asian 

collective security system, primarily because they do not wish to give Southeast Asian 
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nations a forum in which to criticize collectively its claims to sovereignty in the South 

China Sea.  

Under Hu Jintao, China has tried to develop a more coherent Asia policy. At the 

conceptual level, China has promoted the slogan of “peace and development” (first used 

by Hu at the Baoao Forum in May 2005) as a response to those who see the country’s rise 

as a current and, more importantly, a future threat. At the regional level, China has been 

promoting the idea of regional security. China’s increased acceptance of multilateral 

frameworks to promote its national interest has stemmed from two sets of experiences. 

First, China has led the Shanghai Cooperation Organization that brings together Central 

Asian states with China to discuss security and other issues. The importance that Beijing 

attaches to this organization is shown by the fact that it has moved the headquarters from 

Shanghai to the Capital. Second, the experience of working with the ARF that it joined in 

1994 has also been beneficial. China sees it as an opportunity through which it can reduce 

suspicion about Chinese power and to reduce US influence without undermining the 

relationship with the US. However, military confidence building measures through the 

ARF remain inadequate.  

Despite the progress from Beijing’s perspective, China’s relations with Asia face 

three general challenges and four specific problems. First, as noted, China needs to keep 

convincing neighbors that its economic growth and increased strength will be of benefit 

to all rather than at the expense of its neighbors. Not all will agree with China’s “win-

win” scenarios, especially farmers who are priced out of the market by the import of 

cheap agricultural products. Second, there remains the need to develop new institutions 

and a framework that will allow countries in the region to cooperate effectively. Third, 
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China’s increased influence in the region needs to be pursued in a manner that does not 

challenge, at least in the short to medium-term, US fundamental interests. For other 

countries to accept a partial withdrawal of the US would mean that China would have to 

take their interests into account and even give up its expansive view of sovereignty and 

enter into new security arrangements so that they would not need to rely on the US 

security umbrella. This strategic intent of fighting local wars under hi-tech conditions 

does not inspire confidence that this will be the case. 

The potential for friction is apparent in all four specific challenges. First, despite 

the improved relations with the return of the KMT to power on Taiwan, cross-straits 

relations still lack a long-term vision. Second, there is the instability on the Korean 

peninsula and the North Korean nuclear ambitions. It is clear that China is frustrated with 

North Korean behavior but is concerned about the adverse consequences of regime 

collapse. Third, there are the aforementioned territorial claims in the South China Sea and 

elsewhere. Last but not least, there is the question of long-term leadership in the region. 

This involves China, Japan, and the US and, in particular how well China and Japan can 

accommodate each other. This latter relationship is highly unpredictable and potentially 

very volatile. Despite the obvious compatibility of the two economies, two-way trade and 

investment has suffered because of the problems and Japanese economic involvement in 

China remains far below its potential. A functioning relationship needs to be established 

in order to prevent long-term uncertainty in the East Asian region. The renewal of the 

US-Japan security guidelines has caused Beijing concern and heightened its view that 

Japan plays an important role in the US attempts to constrain China. Similar suspicions 

exist in Beijing about more recent US agreements with Australia. 
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While there is justifiable concern about China’s military development, there are 

still constraints on its activities. China’s defense spending has remained relatively 

constant over the past 15 years at roughly 8% of GDP, despite large total increases. It 

face real limits on what it can spend for maritime defense and regional force projection 

capabilities. Even the Pentagon’s highest calculation was $139 billion in 2007, just 

slightly less than the budget for US Navy ($147 billion). Last but not least, the US 

presence in Maritime East Asia remains strong. 

 

Concluding Comments 

It is even more important for the US and China to find a way to cooperate in the 

Asia region than it is for the other countries within the region. There is no alternative 

leader within the region or group of countries that can provide the kind of balance that 

will enable the necessary public goods to be produced (maritime safety, climate control 

etc.). This will entail modification of behavior by both the US and China and it will not 

be easy.   

China’s strategic goals are directed to the defense of a continental power with 

growing maritime interests, as well as to Taiwan’s unification and other sovereignty 

claims and are largely conservative, not expansionist from their own perspective. 

However, China’s neighbors may not view this in the same way. China’s continued 

economic rise may nevertheless spawn a new security dilemma in East Asia, increasing 

regional instability and undermining China’s attempts at the diplomacy of reassurance. 

China has always shown itself willing to use force to protect what is sees as “legitimate” 

territorial claims.  
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 To be effective, both the US and China will have to make accommodations. China 

will have to define its national interest more clearly and this will mean acknowledging 

that other principles of its foreign policy may be overridden under certain circumstances. 

Its principle of non-interference has become ineffective in dealing with North Korea and 

its increased overseas investment means that its commercial activities are increasingly 

pulling China’s foreign policy into the internal affairs of other countries. Whether China 

acknowledges it or not, its commercial activities have become a major issue in the 

domestic politics of a number of countries in the region. China needs to be able to feel 

comfortable with the framework for international governance that it is now a key member 

of. Many important issues beyond the directly political and economic, such as 

environmental protection, drug smuggling, trafficking in women, and HIV/AIDS, need 

China’s active participation to resolve. China needs to reduce its suspicion of hostile 

foreign intent and adjust its outdated notion of sovereignty to accept that some issues 

need transnational solutions and that international monitoring does not have to erode CCP 

power.  

For its part, the US and other nations in the region need to incorporate China as a 

more equal partner and to build China’s reasonable concerns into the architecture of 

international governance. The US will have to adjust to the fact that the rise of Asia and 

China in particular means that while a new global order will not be multipolar, it will 

necessitate the US accepting that it needs to work within frameworks of partnership 

rather than presuming the global order is one dictated by Washington.  Without 

accommodation on both sides, China will remain a rather grumpy, unpredictable player in 

international governance and security in the Asia region will remain unpredictable.  
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1．Introduction 

 
The 21st century is often called the century of Asia. The growth potential of the 
region has been demonstrated by the economic development of the ASEAN 
countries, as well as the rise of China as an economic power. Because of such 
dynamic power of Asian countries, many countries outside the region are now 
paying keen attention to and developing new strategies toward Asia. Meanwhile, 
Japan’s presence in international society has been receding since the 1990s, when 
its economic growth began to slow down. On the other hand, taking advantage of 
its creativity and research & development capabilities, Japan has developed and 
transferred its advanced technologies to Asian countries, thus contributing to the 
growth of the regional economy. When we envision the ideal state of Japan’s 
relations with other Asian countries in the coming 20 years, we believe that we 
should develop horizontal, rather than vertical, relations with other Asian 
countries, based on the recognition that Japan itself is an Asian country. In other 
words, Japan must define its position and roles in Asia as a member of the Asian 
family and develop growth strategies for both Japan’s and Asian economies. 
 

2． Challenges for Japan 

The greatest challenges in maintaining Japan’s power (presence in the world) 
comprise the decrease in its population and its demographic changes, resulting 
from its declining birthrate and aging population. Japan’s population is predicted 
to decrease from 125 million at present to 114 million in 2030. Moreover, the ratio of 
the working-age population, which peaked in 1990, is estimated to fall from 64% to 57% 
in 2030. These estimates imply that in the coming years Japan will endure a 
shrinking domestic market and a labor shortage, which could potentially lead to a 
decline in the manufacturing and other industries. In response, Japan should 
transform its industrial structures from domestic-market-oriented to 
global-market-oriented. To deal with a labor shortage and to improve the 
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international competitiveness of Japan, we must also select key industries and 
core businesses, and develop clusters of such industries/businesses by 
concentrating resources in them. 
 
In Asian countries, which have great potential for growth, intra-regional division 
of labor is advancing. To revive Japan’s economy by benefiting from the vitality of 
Asian economies, we must further advance the internationalization of the Japanese 
economy, make the Japanese market more open, and promote inter-business 
partnerships in Asia. 
 
With this view in mind, we would like to advocate strategies that Japan should 
take toward Asia by separating its strategy toward Southeast Asia (ASEAN) from 
its strategy toward China. We will also discuss economic partnership, which is 
essential for regional economic development, and an inbound strategy that seeks to 
increase the inflow of people, merchandise, and money into Japan from the 
fast-growing Asian economies. 
 

3．Strategy toward Southeast Asia (ASEAN) 

To date, Southeast Asian countries have been building industrial clusters in joint 
efforts with Japanese exporting companies. Supported by abundant and diligent 
labor forces, these countries have achieved rapid economic growth. Since 2000, 
their dynamic economic growth has enabled the rise of the middle class in 
Southeast Asia. As a result, domestic demand is growing, transforming the 
conventional economic structure that overly depended on exports to one led by 
domestic demand. 
 
The middle class population in Asia (whose household incomes range from 5,000 to 
35, 000 U.S. dollars) is predicted to more than double from 940 million in 2010 to 
some 2 billion in 2020. People in the middle class are eager to purchase consumer 
durable goods. Although direct exports of such goods from Japan will be limited, 
Japanese companies will be able to benefit from the growing consumption of the 
middle class by producing such products at optimal locations in Asia and supplying 
parts and components. Moreover, Japan will be able to help foster Asian industries 
through the effective use of its excellent performances in research and 
development. In addressing various problems that are surfacing in association 
with the rapid economic growth, such as environmental degradation and 
urbanization problems, Japan can share its experiences and technologies so as to 
mitigate environmental impact and ensure the sustainable growth of the Asian 
economy. In developing the infrastructures necessary for further economic 
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development, Japan can also contribute to the region by engaging in programs 
relating to Shinkansen (bullet trains), power supply facilities, and facilities for 
supplying safe potable water. 
 
For Japan, it is relatively easy to build complementary relationships with 
Southeast Asian countries since our ideological differences from them are slight, as 
compared with countries in East Asia. In building new industrial and business 
models in joint efforts with Southeast Asian countries, we must prioritize the 
development of sustainable and mutually beneficial relations. While Japan ought to 
assist the economic development of Southeast Asia, Japan can also benefit from the 
growing markets in the region, which are expected to serve as an engine in 
developing Japanese companies’ businesses. 
 

4． Strategy toward China 

In 2010, China became the second largest economic power in the world, with its 
GDP surpassing that of Japan. Maintaining a high economic growth rate (7 -8%), 
China has continued to serve the world economy as its engine. Taking this into 
consideration, we believe that our strategies toward China should be different from 
the one we adopt toward Southeast Asia. 
 
Currently, China faces various problems, both domestic and diplomatic, associated 
with the rapid growth of its economy. To maintain the one-party rule by the 
Communist Party and uphold its ideology, the Chinese government must narrow 
the gap between rich and poor, while at the same time maintaining an annual 
economic growth rate of 5% or higher. 
 
This partly explains why the Chinese government is so eager to secure natural 
resources, particularly fossil fuels. In fact, the government adheres to a 
never-compromising attitude toward territorial disputes with Vietnam and the 
Philippines over islands in the South China Sea, and with Japan over the Senkaku 
Islands. 
 
Domestic challenges that China currently faces include the widening gap between 
rich and poor, bad debt of financial organizations particularly in rural areas, the 
so-called “real estate bubble,” and frequent labor disputes. Moreover, Chinese 
people are increasingly frustrated with one-party rule. To maintain the 
government’s power to integrate the nation and boost national prestige, the 
Chinese government constantly takes an extremely hard-line attitude toward 
territorial disputes and other issues relating to national sovereignty. Also 
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underlying this attitude are the repeated foreign rules that China had to endure in 
its long history. Regarding Japan, Chinese people embrace particularly negative 
feelings, partly due to the difference in ideologies and the impact of anti-Japanese 
education. Accordingly, Japanese companies that are developing their businesses 
in China must be prepared for the risks presented by differences in ideology and 
historical views. 
 
Supported by its growing economic power, China is developing and displaying its 
military capabilities. In the meantime, China is likely to continue to place pressure 
on its neighboring countries, ignoring risks of friction with them. To curb China’s 
ambition to rule the Senkaku Islands, Japan should be firmly determined to protect 
its own territory by further reinforcing the Japan-U.S. alliance. In Japan’s strategy 
toward China, however, it is essential to maintain and even deepen complementary 
relationships in the area of economy, while working to curb China’s ambitions in 
the political and military areas. 
 
Taking advantage of its inexpensive labor costs, China has thus far played the role 
of the world’s factory. China, however, is becoming increasingly unable to fulfill 
this role. Its industries can no longer enjoy abundant resources, the provision of 
ample components from supporting industries, or the constant supply of excellent 
but inexpensive young workers. In its coastal regions, the global competitiveness of 
Chinese industries is deteriorating year by year due to rising labor costs and labor 
shortages, which result from a decline in the inflow of workers from the inland 
regions. Even in the inland regions, in the coming years China’s global 
competitiveness is likely to decline at twice as fast as in the coastal regions. 
Meanwhile, since the middle class population is expected to increase in China, its 
domestic market will continue to grow. Accordingly, the Chinese economy is expected 
to gradually transform from an export-oriented economy to the one led by domestic 
demand. In this environment, Japanese exporting companies will be obliged to 
relocate their operations to other countries that have a more favorable investment 
environment. Meanwhile, Japanese companies that supply products to the Chinese 
domestic market should provide their local subsidiaries and related businesses 
with management support and services incorporating expertise accumulated in 
Japan, so as to benefit from the growth of the Chinese market. 
 
In the mid- to long term, we believe that the declining birthrate and aging 
population in China will hinder its economic growth, which could potentially lead 
to various problems. If the Chinese government fails to properly address such 
problems, this could potentially lead to a vicious cycle. Since China’s economic 
power will be much greater by then than it is now, the risk of its economic collapse 
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could potentially cause an unprecedented impact on the global economy. To prevent 
this from happening, it is essential to make efforts to pull China out of its 
unilateralism and integrate it into international society as a full member. 
 
Although China is thus urged to transform itself, the country adheres to its own 
nationalism and national particularism. It tends to behave in line with its own 
criteria. To ensure the sound and sustainable growth of the Chinese economy, 
however, China should comply with international rules, particularly those 
concerning intellectual property rights, and share values with its neighboring 
countries. Only by meeting these requisites will China be able to earn trust from 
its neighboring countries, as well as from developed countries with their advanced 
technologies. This is essential for China if it desires to develop its economy in 
coordination with the global economy. 
 
Since this invariably does not seem to be easy for China, Japan should respond to 
China with patience and work to reinforce its economic ties with China, while at 
the same time augmenting the Japan-U.S. alliance. Since Taiwan, with its 
pro-Japanese people who maintain values and an economic system that aligns with 
the global standard, is reinforcing its economic ties with China, Japan and the 
United States must in turn strengthen their ties with Taiwan and seek the 
effective use of their relations with Taiwan in their strategies toward China. 
 
Japan has already experienced several challenges that China is likely to face in the 
coming years. Accordingly, Japan could share its experiences and expertise with 
China to help China prepare for such looming challenges. In consideration of the 
peculiar relations between Japan and China, however, Japan should develop its 
strategies toward China in coordination with the United States. We believe that 
the Japan-U.S. cooperation will also benefit the United States in terms of its 
economic growth and the development of regional strategies. 
 
Although China is currently the largest trading partner for Japan, we must be 
prepared for changes in this situation. We must assume that China’s share of 
Japan’s total trade could potentially drop. In this recognition, we must refrain from 
overly depending on trade with China and maintain a certain distance from the 
country. 
 

5．Economic Partnership in the Region 

Japan can potentially benefit from the economic growth of Southeast Asian 
countries, where populations are growing and income levels are improving thanks 
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to the rapid economic development of the region. To prepare an environment that 
facilitates Japanese companies in developing their businesses in the region, 
however, it is imperative to eliminate various types of obstacles to their economic 
activities. In other words, we must work to create a “seamless” Asian market by 
promoting trade and investment liberalization and building a system to protect 
intellectual property rights. 
 
To realize this vision, it is effective to promote economic partnership based on 
either the Trans-Pacific Partnership (TPP) Agreement or a framework comprising 
ASEAN + 6. Building the framework of ASEAN + 6, however, entails greater 
efforts and longer time in coordinating the interests among its potential members, 
particularly with countries that have different values and economic systems. 
Moreover, the framework involves the risk of leadership struggles between Japan, 
China, and South Korea. By contrast, TPP is characterized by an agreement 
among countries that uphold common values and economic systems. Accordingly, 
we believe that Japan must first conclude the TPP Agreement. This will be also 
effective in inducing China to accept and observe international criteria. Since the 
creation of a Free Trade Area of the Asia-Pacific (FTAAP) should be an ultimate 
goal, Japan should also exert its leadership in efforts toward forming a FTAAP; 
however, before that Japan should conclude the TPP Agreement. Promoting trade 
liberalization is crucial for further promoting Japan’s access to the Southeast 
Asian market, characterized by great potential for growth, growing populations, 
and favorable industrial structures. 
 
Many people in Southeast Asia have a sense of affinity with the Japanese people, 
partly due to similarities in religions and historical backgrounds. It is important to 
recognize that the majority of the people in the region maintain a pro-Japan stance. 
As a regional strategy, Japan should therefore prioritize its partnership with the 
region and so inform the countries of the region. 
 

6．Japan’s Inbound Strategy 

To benefit from the economic growth of Southeast Asian countries and China, 
Japan must make greater efforts to promote the inflow of people, merchandise, and 
money from the region. 
 
To this end, we must first eliminate existing barriers in Japan that hinder the 
inflow of people, merchandise, and money from other Asian countries and the rest 
of the world. The government should set a goal of doubling the inflow, radically 
review existing regulations, and proactively reform conventional systems that 
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interfere with the inflow. Specifically, we propose the operation of Haneda Airport 
(Tokyo International Airport) around the clock, the reduction of the landing fees at 
Kansai International Airport, further promotion of the Open Skies policy, and the 
improvement of international port facilities to handle container and bulk cargos. 
We believe that these measures will be effective in facilitating the flow of people 
(tourists, businesspersons, etc.) and merchandise. In addition, Japan should 
improve domestic systems to receive greater numbers of international students, 
researchers, and specialists. We should also strengthen the international 
competitiveness of our financial, transport, and other service industries, and facilitate 
the flow of money. This will enable Japanese companies to transmit their overseas 
earnings back to Japan with greater ease. Moreover, Japan should promote academic, 
scientific, cultural, sports, youth, and other exchange programs with other Asian 
countries and the rest of the world, and work to foster human resources who will play 
an active role in the international arena. 
 
To promote inbound tourism, the Japanese government has set a goal of increasing 
the number of foreign tourists visiting Japan to 25 million people in 2020. In 2011, 
however, the number of tourists dropped to less than 8 million because of the Great 
East Japan Earthquake and harmful rumors about the nuclear power plant 
accident. We believe that Japan has great potential as a tourist destination, since 
the country has many natural and cultural assets and other tourist resources. In 
addition, the great diversity in climate, topology, and cultural traditions attract 
tourists from overseas. As a result of the growth of the middle class population in 
other Asian countries, the number of people desiring to visit Japan from the region 
is increasing year by year. In response, Japan should simplify procedures for 
obtaining visas, in addition to disseminating tourist information. At the same time, 
individual tourist destinations must introduce their attractive features, including 
their annual events, and vitalize their respective resorts. It is desirable if their 
efforts bring about an increase in not only the overall number of tourists, but also 
pro-Japanese repeaters, since their presence could potentially enhance national 
security as well as the economy. Such efforts on the part of people in tourist 
destinations should be supported by the national and local governments, as well as 
the mass media. Moreover, Japan should organize international conferences, 
exhibitions, trade shows, and other events, since they offer optimal opportunities 
to promote inbound tourism. To promote understanding of Japan and attract a 
great many more people to Japan, the construction of comprehensive resorts with 
casinos would be effective, as well as promoting linkage between these resorts, 
local industries, and tourist destinations. In addition to promoting tourism, we 
must promote Japan’s internationalization and develop comprehensive inbound 
strategies to attract overseas companies and industries to comprehensive special 
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zones and post-disaster reconstruction areas.  
 

7．Conclusion 

In August 2012, the Japanese government issued Rebirth of Japan: A 
Comprehensive Strategy, which places the utmost priority on reviving the regions 
affected by the recent earthquake, tsunami, and the nuclear power accident. The 
Comprehensive Strategy also sets the goal of achieving a nominal growth rate of 
3% and a real growth rate of 2% on average by 2020. According to the 
Comprehensive Strategy, the budget will be allocated primarily in the three key 
policy areas: Green (environment and energy) policies, Life (medical treatment and 
welfare) policies, and Agriculture (forestry and fisheries; to integrate harvesting, 
processing, and marketing activities) policies. The government expects that 
policies in these areas will boost the overall economic growth. The Comprehensive 
Strategy also sets forth initiatives and plans to promote economic partnerships so 
as to benefit from economic growth in other countries and augment Japan’s 
presence in the world. 
 
When we consider the diplomatic direction in which Japan should advance in the 
coming 20 years, we believe that Japan should abandon its please-everyone 
policies. Rather than trying to please everybody, we should select the 
countries/regions with which we desire to enter into strong partnerships, and those 
from which Japan ought to keep a little distance. Moreover, Japan should promote 
the internationalization of its own market and systems, and work harder to 
disseminate information to gain understanding from international society. At the 
same time, Japan should promote economic partnership at a higher level, taking 
the initiative in developing new trade and investment rules, so as to exert its 
leadership in international rulemaking.  
 
Through these efforts, Japan should take the lead in building a mutually 
dependent system in Asia, and create an intra-regional value chain by taking 
advantage of Japan’s technologies and R&D capabilities. We should envision our 
future growth scenario, in which Japan and other Asian countries will be able to 
grow hand in hand, as if we all belong to one big family. In conclusion, in addition 
to addressing various problems we are currently facing, including the budget 
deficit and diplomatic and security-related problems, Japan should proactively 
promote the development of its cutting-edge technologies in areas such as 
environmental preservation, maritime resource development, the safe use of 
nuclear energy, and practical applications of robot technologies. With these 
technologies, we will be able to resolve the long-term challenges that confront 
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Japan. Moreover, by sharing such solutions with other Asian countries, Japan 
should continue to contribute to the sustainable and steady growth of the Asian 
economy. It is our sincere hope that these efforts will enable Japan to maintain its 
presence in international society and to continue to enjoy trust from other 
countries in the coming 20 years. 
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Japan is a major power. It is the world’s third largest economy. Despite its recent performance 

of relatively slow growth, it retains impressive power resources. It possesses an educated and talented 

population, highly sophisticated industry, and the most modern military in Asia. While China has 

nuclear weapons and more men under arms, Japan’s military is better equipped. It also has the 

technological capacity to develop nuclear weapons very quickly if it chose to do so. Japan faces severe 

demographic problems with it population projected to shrink to one hundred million by 2050, and its 

culture is resistant to accepting immigrants.   But Japan retains a high standard of living, a highly 

skilled labor force, a stable society, and areas of technological leadership and manufacturing skills. 

Moreover, its culture (both traditional and popular), its overseas development assistance, and its 

support of international institutions provide resources for soft power.  

In terms of national security, Japan lives in a dangerous region. Most striking is the 

unpredictable dictatorship of North Korea which is poor but has invested its meager economic 

resources in nuclear and missile technology. A longer term concern is the rise of China, a nation of 1.3 

billion which passed Japan as the world’s second largest economy in 2010. To the north, a nuclear 

armed Russia still claims territory that was Japanese before 1945. In addition, Japan depends on 

imports over sea lanes in contested areas like the South China Sea.  Moreover, unlike Europe after 
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1945, East Asia never experienced the full reconciliation among rivals or the establishment of strong 

regional institutions. 

 Faced with this situation, Japan has four major security options. It could change its 

constitution and fully re-arm as a nuclear nation but this would be costly and dangerous. It could seek 

neutrality and rely upon the United Nations Charter, but this would not provide adequate security.  It 

could form an alliance with China, but this would lead to too much Chinese influence over Japan. Or it 

could maintain its alliance with the distant superpower of the United States. This is by far the safest 

and most cost effective of the options, but not everyone agrees. For example, while polls show his to 

be a minority view,   Sakai Nobuhiko, a former professor at Tokyo University has argued that 

“eventually the U.S. will for sure decline further and recede into the east of the Pacific. Then it is 

Japan that is in question…. If the US walks away under such circumstances, the Chinese army will 

come instead.” (GFJ Commentary, February 10, 2012). Even in the early 1990s when I was involved 

in re-negotiating the terms of the alliance at the end of the Cold War, high ranking Japanese officials 

would sometimes ask me if the US would abandon Japan as China became stronger.  

The U.S.-Japan Security Treaty has been a central feature of stability in East Asia for over half 

a century, but every alliance undergoes anxieties over the dilemma of possible abandonment or 

alternatively entrapment into unwanted conflict.  Such uncertainties were prominent at the end of the 

Cold War, and again after the political realignment and policy changes that followed the Japanese 

election of 2009. Some observers even thought  this could be the beginning of the end.  Despite the 

friction surrounding the Futenma air base issue on Okinawa and political rhetoric about greater 

independence and closer relations with China, if one compares the situation today with 20 years ago, 

the alliance is stronger rather than weaker. When the Obama Administration announced its so-called 
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“pivot to Asia” (more appropriately a “refocus” on Asia) in 2011, it reconfirmed the importance of the 

region and the centrality of the US –Japan alliance for American security.  

In the early 1990s, many Americans regarded Japan as an economic threat, and many Japanese 

were considering a United Nations rather than a United States centered approach to their national security. 

Some people in both countries saw the security alliance as a Cold War relic to be discarded. These trends 

were reversed by the Clinton Administration’s 1995 East Asia Strategy Report which invited China’s 

participation in international affairs, but hedged against uncertainty by reinforcing our alliance with Japan. 

In 1996, the Clinton-Hashimoto Declaration stated that the US – Japan security alliance was the 

foundation for stability that would allow growing prosperity in a post-Cold War East Asia. As I said at the 

time when I was serving in the Pentagon, we wished to see a stable triangle with good relations in all three 

sides between the US, China, and Japan, but the triangle would not be equilateral because our relationship 

with Japan rested on alliance. That approach has continued on a bipartisan basis in the United States, and 

despite recent political maneuvering, polls show that it still has a broad acceptance in Japan. This was 

reinforced by the close cooperation on disaster relief between US forces and the Japanese Self Defense 

Force in the aftermath of the Tohoku tragedy. That is why I say the U.S. –Japan alliance is in much better 

shape today than it was 20 years ago, and why I believe that can remain the case 20 years into the future.  

Nonetheless, the alliance faces three major changes in a new external environment that will 

produce challenges over the next decades. One is the danger of an unpredictable North Korea that is going 

through a period of leadership transition. Second, is Chinese economic growth at over 10 per cent per 

annum and even more rapid growth in military expenditures over the past decade.  Third, is the rise of a new 

range of transnational threats to vital national interests such as piracy, terrorism, pandemics or climate 

change.  
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North Korea’s Kim Jun Un is a young and untested leader trying to maintain a totalitarian dynasty 

in an information age where there are now one million cell phones in the country, and an increased role of 

black markets. North Korean has shown a willingness to take high risks.  It has withdrawn from the Nuclear 

Non-Proliferation Treaty and from the Six Party Talks, has sunk a South Korean naval ship and killed 

citizens on a South Korean island.   In 2012, it launched a failed missile test even though this undercut the 

so-called “Leap Year” agreement in which the United States was prepared to provide food aid. Pyongyang 

has violated its agreements, realizing that China, the country with the greatest potential leverage, is 

concerned about the potential collapse of the North Korean regime and chaos on its borders. In my book 

The Future of Power, I call this the “power of the weak;” of those who are “too important” to let collapse. 

From Beijing’s perspective, North Korea is the Lehman Brothers of East Asia.  Pyongyang realizes that the 

United States and Japan are not well placed to use force against it, and that China is unwilling to do so. 

Ironically, the North Korea’s recent risky behavior may have inadvertently helped the US-Japan alliance at 

its moment of need by reminding the Japanese public of why it makes sense to have American Marines 

stationed on Okinawa. 

Japan is concerned that it not be subject to nuclear blackmail from North Korea (or China) and 

relies on the American extended nuclear deterrent. Ironically, Japan is torn between its desire to see a non-

nuclear world (and thus  its endorsement of that objective), and the concern of defense experts that if the 

U.S. decreases its nuclear forces to parity with China, the credibility of American extended deterrence will 

be weakened and Japan will suffer the consequences.  Discussion among American and Japanese security 

experts have helped to explain the nature of American extended deterrence, but the public needs to be 

educated as well.   

It is a mistake to believe that extended deterrence depends on parity in numbers of nuclear 

weapons or the location of nuclear weapons in Japanese territorial waters. Extended deterrence depends on a 
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combination of capability and credibility. During the Cold War, the United States was able to defend Berlin 

because our promise to do so was made credible by the high stakes, the NATO alliance, and the presence of 

American troops that made decoupling of a Soviet attack from American casualties impossible. The best 

guarantee of American extended deterrence over Japan remains the presence of American troops (which 

Japan helps to maintain with generous host nation support).  Credibility is also enhanced by joint projects 

like the development of regional ballistic missile defense.  Equally important are American actions that 

show the high priority we give to the alliance and guarantees that we will not engage in what Japan fears 

will be “Japan-passing”.  

The dramatic rise of the Chinese economy has provided an important trade partner for Japan, but 

the concurrent growth of Chinese power makes Japanese nervous. When we were re-negotiating the U.S. –

Japan security alliance in the 1990s, Japanese leaders would sometimes privately ask me if the United States 

would desert Japan in favor of China.  I responded than (and today) that there is little prospect of such a 

reversal of alliances for two reasons. First, China poses a potential threat while Japan does not. Second, we 

share democratic values with Japan and China is not a democracy.  

Moreover, China’s internal evolution remains uncertain. Political evolution has failed to match 

economic progress and China is far from free. Unlike India, China has not solved the problem of political 

participation. This has become apparent in the recent events surrounding the transition to the fifth generation 

of Communist Party leadership. There is always a residual danger that China will slip into competitive 

nationalism in the face of domestic problems. At the same time, it is in the interest of the U.S., Japan, and 

China that China’s rise be peaceful and harmonious (in the words of their leaders).  That is why the strategy 

of integration plus a hedge against uncertainty makes sense for both the U.S. and Japan. In the words of 

Robert Zoellick when he was in the Bush Administration, it is in our interests to welcome the rise of China 

as a “responsible stakeholder.”  Or as Tanaka Hitoshi has put it, “the key to fostering a secure and 
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prosperous Pacific region is to focus on enrichment of the security environment, including increasing 

regional confidence-building mechanisms, particularly with China.” (JCIE East Asia Insights, December 

2011). 

If, by some mishap, China does turn aggressive, it will find that Asia contains others such as India 

and Australia as well as Japan that would contain its power. In the past few years, Chinese assertiveness in 

the South China Sea has turned its neighbors against it. But it would be a mistake for the US and Japan to 

turn to containment as our strategy.  If we treat China as an enemy, we guarantee enmity. Integration plus a 

hedge against uncertainty is a better approach. The task for American and Japanese security is not 

containment but to shape the environment in which China makes its choices so that it has incentives to act 

responsibly. This involves maintaining a strong defense capability. This does not require constitutional 

revision, but merely a broader set of interpretations. Japan must do more to prepare for low level 

provocations, and the US and Japan should discuss a new set of Defense Guidelines which make clear the 

responsibilities for responding to acts in the middle  between low level provocations and high-end conflict.  

Japanese officials must do more to foster jointness and tactical mobility and logistical capacity in the Self 

Defense Forces. Moreover, Japan should do more to resolve historical tensions that inhibit more effective 

defense cooperation with South Korea. Rather than a series of pure “hub and spokes” alliances between the 

United States and East Asian countries, Japan can work to encourage the development of more networking 

among the spokes.  

Third, in the coming decades, the U.S.-Japan alliance will have to face the challenge of a new set 

of transnational challenges to our vital interests such as health pandemics, terrorism, and outflows from 

failed states. Security is taking on new dimensions beyond just military. Chief among these challenges is the 

damage that can be wreaked by global warming where China has now surpassed the United States as the 
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leading overall (but not per capita) producer of carbon dioxide. Fortunately, this is an area that plays to 

Japan’s strengths.  

Some Japanese commentators complain about the unequal nature of our alliance in the traditional 

security field. This will remain the case because of history and the limits that Japan has put on its the use of 

force, but in these new areas, Japan is a more equal partner. Japanese overseas development assistance in 

places ranging from Africa to Afghanistan, Japanese participation in global health projects, Japanese 

support of the United Nations, Japanese naval participation in anti-piracy operations, and Japanese research 

and development on more efficient uses of energy are all at the forefront in dealing with the new 

transnational challenges.  As Tanaka Akihiko, JICA’s new president has said, “JICA has accumulated 

decades of field, administrative and intellectual  experience. We should exploit this vast knowledge bank.” 

(JICA’s World, June 2012)  Former Asahi Shimbun editor  Funibashi Yoichi put it well when he said that 

Japan has to become a global civilian power. By using its economic and soft power as well as its military 

resources, Japan can contribute to the global public good of stability that undergirds security.  

As  the Kansai Keizai Doyukai looks ahead to the requirements of Japanese security over the 

next twenty years, it is important for the U.S. and Japan to reaffirm the alliance that is the best 

option for providing security for both countries. It will be important to reject misleading 

metaphors of decline or flawed predictions of the United States abandoning the region. Hawaii is 

in the midst of the Pacific and Guam is closer to Tokyo than to Washington. Our alliance with 

Japan enjoys strong bilateral support in the US.  Even though domestic political realignment in 

Japan caused a period of minor frictions in the traditional security agenda, our common interest 

remains overwhelming and the alliance is likely to prosper unless we handle things very poorly. 

This will require greater patience and even closer consultation between Washington and Tokyo 

than in the past. As Richard Armitage and I concluded in our third report on the alliance which 
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was released in August 2012,  “With the dynamic changes taking place throughout the Asia-

Pacific, Japan will likely never have the same opportunity to help guide the fate of the region.  In 

choosing leadership, Japan can secure her status as a tier-one nation and her necessary role as an 

equal partner in the alliance.” There is enormous potential for an equal partnership, working with 

others, in the provision of global public goods which will be good for the United States, good for 

Japan, and good for the rest of the world.  In short, there are grounds to be optimistic about the 

future of the U.S. – Japan alliance over the next twenty years.  
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1. Current Environment and Public Awareness of National Security 
 
Since the end of World War II, Japan has depended upon the United States for its 
national security. Protected by the deterrent power of the United States, which is 
offered in line with the Japan-U.S. alliance, Japanese people have been able to 
dedicate themselves to economic activities and enjoy peace and prosperity. 
Meanwhile, until recently, few discussions had been held regarding national 
defense or security. In fact, there was a period when even discussing these issues 
was regarded as taboo. Even though any sovereign nation should consider ways and 
means to protect the lives and properties of its people by its own power, for a long 
time Japan has not seriously considered this matter. 
 
At present, territorial disputes have surfaced with neighboring countries, 
including China, South Korea, and Russia. Moreover, security-related risks have 
been diversified; today we are faced with so many different types of risks, ranging 
from the proliferation of weapons of mass destruction to cyber attacks, attacks by 
non-state terrorists, attacks by state terrorists, huge disasters, and pandemics. 
Moreover, Japan must determine its mid- to long-term policy directions toward 
North Korea, which remains politically unstable, as well as China with its rising 
economic and military powers. 
 
To address security-related challenges in the coming two decades, we must first 
raise public awareness of the importance of national security, and foster the 
recognition that we must defend our own country by ourselves. Next, since the 
Constitution of Japan imposes restrictions on national defense initiatives, we must 
change the conventional interpretation of the Constitution, and even revise the 
part of the Constitution that inhibits national defense programs. In addition, we 
must seek flexible operation of the Three Principles on Arms Exports, and work to 
enhance Japan's dynamic defense power, as well as make greater efforts to 
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contribute to international society. In all these efforts, the Japan-U.S. alliance 
should continue to be the backbone of our national defense policy. We must also 
establish stable maritime orders by deepening friendships with countries in East 
Asia and the Pacific regions. To enhance the security of Japan as a maritime nation, 
we must also work to develop systems of international trade and mutual 
cooperation, open to the region and the world. 
 
 
2. Existing Constraints on Japan's Defense Programs 
 
Elements that legally constrict Japan's defense programs include the Three 
Principles on Arms Exports and the rigid interpretation of Article 9 of the 
Constitution of Japan. 
 
It is obvious that any country should determine its own constitution through the 
people of that country. The Constitution of Japan, however, reflects the view that 
the United States held at the time when it occupied Japan. In other words, the 
Constitution of Japan was drafted in line with U.S. policy to completely disarm 
Japan after the end of World War II. Article 9 of the Constitution stipulates that 
Japanese people forever renounce war as a sovereign right of the nation and the 
threat or use of force as a means of settling international disputes. This article 
indeed makes Japan's Constitution exceptional, since no other country has a 
constitution that denies the right to use military force. This exceptional 
Constitution has led the Japanese people to believe that Japan is an exceptional 
country. As a result, few Japanese people seriously consider taking part in settling 
overseas conflicts and disputes, which might require the use of force. 
 
Regrettably, we do not believe that Japan fully fulfills its responsibility as a 
member of international society, particularly in the field of peacekeeping and 
security. For instance, Japan's contributions to international peacekeeping, 
including PKO activities, and other security-related issues are not sufficient. 
Whenever Japan intends to cooperate in international peacekeeping operations, 
various activities are inhibited by the rigid interpretation of Article 9 of the 
Constitution. As a result, Japan's operations must obey unrealistic rules that 
greatly deviate from actual demands on the front lines. Specific problems relate to 
the interpretation of the right of collective self-defense, and restriction on the use 
of force to support allies. According to the interpretation of the Constitution by the 
present government, there are two types of the "right of self-defense": the right of 
independent self-defense and the right of collective self-defense. The government 
interprets that the Constitution permits the country to exercise its right of 
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independent self-defense, but does not permit it to exercise the right of collective 
self-defense, even though the country holds the said right. International law and 
the Charter of the United Nations, however, do not distinguish the right of 
independent self-defense from the right of collective self-defense. International 
society understands that any nation has the right to exercise the right of 
self-defense. 
 
Accordingly, the Japanese government must first change its interpretation of the 
Constitution. A more fundamental solution, however, is to revise Article 9 to allow 
the country to exercise the right of self-defense, whether it is independent or 
collective. 
 
Regarding the Three Principles on Arms Exports, the Japanese government once 
declared that the country would refrain from exporting weapons to any country, 
including countries outside the target region of the Three Principles. Ever since, 
the government has firmly observed this policy, except for special cases, such as the 
Japan-U.S. collaboration project to develop defense systems for ballistic missiles. 
As a result, Japan has not been able to participate in international collaboration 
programs. This has caused various problems. While other countries have developed 
advanced military technologies in collaboration projects, Japan has been unable to 
share the outcome of such projects. Developing new weapons by itself, on the other 
hand, entails high costs. At the same time, fostering and maintaining a 
defense-related industry has become difficult. In December 2011, however, Japan's 
Security Council approved, as exceptions, participation in international 
collaboration programs to jointly develop or produce weapons, together with the 
provision of military equipment to international peacekeeping programs. The 
decision of the Council was reported to a cabinet meeting, which approved the 
flexible operation of the Three Principles on Arms Exports. We believe that further 
efforts should be made to ensure more flexible operation of the Three Principles, to 
increase opportunities to develop new military technologies, and to establish new 
principles in response to the advancement of military technologies. These are 
essential to reinforce Japan's basic defense power. 
 
 
3. Japan's Relationships with East Asia and the Pacific Region 
 
We believe that underlying the recent Defense Strategy Review by the United 
States, which identified Asia as a priority in future U.S. military strategy, is the 
need to address the rise of Chinese military power in joint efforts with the ASEAN 
countries, partly due to the decline of U.S. economic power. If Japan intends to long 
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maintain its economic prosperity, Japan should build internationally-open trade 
and cooperation systems with countries in East Asia and the Pacific region, 
including the United States. To build such systems, however, we must first build a 
stable and peaceful environment in this region. 
 
In this relation, we believe that Japan must take the following four initiatives: 
 
[1] Japan must first improve the present national security level to meet the level 
required for a maritime nation, sufficient to defend remote islands and 
archipelagos. To address China's hegemonic policies, which are evident in its 
attitude toward the problem of the Senkaku Islands, Japan should reinforce its 
deterrent power by augmenting the Japan-U.S. alliance. At the same time, rather 
than taking an antagonistic approach toward China, the government must widen 
the communication channels with China and foster mutual trust. Concurrently, 
Japan should strengthen its ties with other democratic countries, those that have 
common values with us, in Asia and the Pacific region, particularly India, 
Indonesia, South Korea, and Australia. To foster peace and stability in East Asia, it 
is imperative to build a strategic triangular system, comprising the Japan-U.S. 
alliance, the U.S.–South Korea alliance, and the Japan–South Korea alliance. 
Although alliance relations have been established between Japan and the United 
States, and the United States and South Korea, Japan and South Korea have not 
yet entered into a full alliance. Accordingly, we need to reinforce partnerships 
between these two countries. Despite the presence of a dispute over Takeshima 
Island, Japan has been developing close economic and cultural ties with South 
Korea. The two countries also have common interests in confronting the menace of 
North Korea and China. In this recognition, both countries must work to develop 
mature relations, and remain calm even when disputes take place over historic 
incidents. 
 
[2] Since the United States has shifted its strategic priority to Asia in order to 
prepare for China's growing maritime capabilities, Japan should seriously 
reconsider its role in East Asian security systems. While adhering to the policy of 
maintaining the Japan-U.S. alliance, Japan should work to fulfill its own role as a 
responsible state. 
 
In relation to the Japan-U.S. alliance, our greatest concern is the problem of 
military bases in Okinawa. In particular, the problem of transferring Futenma 

Marine Base has become more complicated, since former Prime Minister Hatoyama 
promised the Okinawa residents in September 2009 that the base would be 
transferred outside of Okinawa. Even today, the government has not found a 
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solution to this problem. According to a joint statement on May 28, 2010, the 
Japanese and U.S. governments announced that the base would be transferred to 
Henoko, Okinawa. The Japanese government must hold close dialogues with the 
local governments concerned and relocate the base by reflecting the demands of 
residents in Okinawa as much as possible. In response to the adoption of the new 
United States strategy to suppress Chinese military power, the Japanese 
government must make a political decision concerning the problems of military 
bases in Okinawa, and begin zero-based reviews of defense and security systems in 
East Asia. 
 
[3] Japan must continue to reinforce its relationship with countries in East Asia 
and the Pacific region. In this regard, Japan should conclude the Trans-Pacific 
Partnership (TPP) Agreement, and reinforce economic relations with its member 
countries. Partnerships with countries in this region through the TPP could be 
effective in building a strong network. 
 
[4] To augment Japan's presence as a responsible nation, Japan should lift the 
existing constraints on defense policies and adopt more realistic and practical 
policies. Specifically, we must seek more flexible operations of the Three Principles 
on Arms Exports, enact a permanent law concerning the overseas dispatch of the 
Self-Defense Forces, and change the governmental interpretation of the right of 
collective self-defense (which interprets that even though Japan has the right of 
collective self-defense, the country cannot exercise it). It is also worth considering 
setting up a government body similar to the National Security Council (NSC) in the 
United States. 
 
 
4. A Vision of Japan's Security System 
 
The present international environment does not allow any single country to resolve 
security problems by itself. Risks in our environment have become increasingly 
diversified; in addition to conventional risks, such as emergency contingencies in 
areas surrounding Japan and disputes over territories and resources, there are 
many emerging risks, ranging from the proliferation of weapons of mass 
destruction to cyber attacks, attacks by non-state terrorists, attacks by state 
terrorists, huge disasters, pandemics, and so on. In response, we must improve our 
preparedness in various ways. As stipulated in Japan's National Defense Program 
Outline, we must shift our priority from simply building our basic defense 
capability to developing more dynamic defense capabilities with greater mobility 
and combat readiness, so as to improve preparedness for a wide variety of risks, 
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including attacks by terrorists or guerillas, and intrusions by neighboring 
countries into Japan's territorial waters. 
 
To cope with such diverse risks with the limited resources available, we must select 
priority areas and concentrate resources there. The National Defense Program 
Outline roughly classifies the operation areas of the Self-Defense Forces into the 
following four major categories: conventional warfare, unconventional warfare 
(terrorist attacks), huge disasters, and international cooperation in peacekeeping. 
In allocating limited resources, the National Defense Program Outline stipulates 
that an exquisite balance must be sought among the four categories, while at the 
same time placing utmost priority on fostering dynamic defense capabilities, 
specifically, capabilities to ensure the safety of peripheral areas at sea and in the 
air, as well as preparedness for attacks on remote islands, cyber attacks, attacks by 
guerillas, commando strikes, attacks by ballistic missiles, compound circumstances, 
huge disasters, and extraordinary disasters. Concerning strategies to develop the 
defense industry and military technologies, the National Defense Program Outline 
stipulates that the development and production of weaponry should be conducted 
basically within a national framework, although it permits, as an option, 
participation in international collaboration programs for both development and 
production of weaponry. 
 
We believe that by concentrating our resources in the areas mentioned above, over 
the long term Japan should improve its defense capabilities necessary for 
self-defense. At the same time, we must continue to rely on the deterrent power of 
the United States, with which Japan shares common democratic ideals. In 
conclusion, we believe that it is essential for Japan's security to reinforce the 
Japan-U.S. alliance. 
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 When the Kansai Keizai Doyukai and Harvard held their first meeting in 1992, Japan had 

just been shaken by the bursting of the bubble that stymied Japanese economic growth. Even so, 

when our dialogues began, Americans were still concerned about Japanese economic 

competition that was challenging the pillars of the U.S. industrial economy, from sectors such as 

electronics and autos. Today, America’s intense concern about Japanese competition has 

disappeared and been replaced by concern about Chinese competition. Americans, aside from the 

cultural sphere, have reduced their interest in Japan. When our meetings began, the Soviet Union 

and the Soviet empire had just collapsed, and some questioned whether it was even necessary to 

continue the U.S.-Japanese alliance. In the mid-1990s, however, the United States and Japan 

reaffirmed their alliance. In 1992, China was just emerging from the sanctions imposed after the 

Tiananmen Incident of June 1989 and its negative growth rate in 1990; at the time, its economy 

was roughly one-fifth that of Japan’s and one-tenth that of the United States. 

 During the two decades of our meetings, the relationship between Japan and the United 

States has remained strong and their security relationship has underpinned the stability we have 

enjoyed in East Asia. During these two decades, there have been no major conflicts in East Asia 

to compare with the Korean War and the Vietnam War. However, in recent years there have been 

numerous small clashes between fishing vessels in the South China Sea, in the Senkakus 
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(Diaoyutai), and along the coast of North Korea.  The Chinese economy has continued to grow at 

enormous speed compared to the economies of Japan, the United States, and other Western 

countries. China’s GNP has surpassed that of Japan, and at current rates early in the next twenty 

years it will surpass that of the United States. Japan’s trade with China has already reached one-

fifth of its total trade, far surpassing its trade with the United States, and U.S. trade with China 

has surpassed its trade with Japan. The United States, like many other countries, has undergone a 

financial crisis, and the fiscal deficit in both Japan and the United States has grown rapidly, 

attracting the concern of investors. In Japan the stable political structure that had existed since 

1955 came to an end, and political stability has not yet been restored. 

 We lack the knowledge to anticipate all the changes that we will face in the next two 

decades, but we can identify some of the challenges that Japan and the United States are likely to 

face. 

Responding to Continued Rapid Chinese Growth  

China’s growth rate is already slowing down because of the increased costs in Chinese 

coastal areas, the slowdown in Western economies’ ability to absorb more Chinese exports, the 

declining returns on Chinese domestic infrastructure investment, and the growing competition 

from other industrializing countries such as Vietnam and India. But the presence of several 

hundred million underemployed workers in China’s rural areas still willing to w ork for low 

wages, the potential for the growth of Chinese domestic consumption, the upgrading of 

technology within China, the potential for expanding Chinese exports of heavy industrial 

products such as automobiles, steel, and ships provide a strong basis for continued economic 

growth within China. China  has trained excellent high-level officials with experience at lower 
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levels who have displayed the ability to promote overall growth within their geographical 

jurisdiction, but in the last two decades top ltaders have not had the bold leadership comparable 

to that of of Deng Xiaoping in the 1980s to deal with the problems China is already confronting.  

The Chinese system of a strong ruling party, with power decentralized to teams of local officials 

within their own area, has made possible unrivaled rapid urban development and infrastructure 

construction.  The World Bank has lowered its estimate of economic growth in the years ahead, 

but estimates for growth in the next several years still exceed 7 percent a year. Even though it is 

likely to slow down further, at least for the next decade its economy is expected to continue to 

grow far more rapidly than Western economies. 

Economic growth is hard enough to predict, but high-level political developments are 

even more difficult to anticipate.  In the last several years, however, there are signs that the 

tensions among high-level political leaders are at a high level. Chinese leaders have displayed 

great concern with the domestic political mood. They have responded strongly to the resistance 

of Uighurs and Tibetans and to foreigners whose support for these minorities might strengthen 

their resolve to resist. The regime has gone to great efforts to place limits on Internet 

communications that express criticisms of the government, but they have not been able to stop 

imaginative Internet users who find ways to display their fury with what they see as the 

“corruption” of high officials, the massive accumulation of wealth through legal or illegal means 

by their families.  Internet users have shown growing impatience with the Communist Party’s 

inability to contain the corruption among families of high officials. The lavish display of wealth 

through banquets, stylish housing, and expensive possessions has aroused the anger of those who 

live more modestly. The favoritism given to those who have family and personal connections 

with the highest officials in hiring and promoting people and distributing state assets has aroused 
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the envy of those who feel they are just as deserving. The widespread expectation that people 

must give red packets containing money if they hope to receive good medical care, obtain jobs, 

and gain promotions has tested the patience of those with limited assets.  And yet high officials 

endeavoring to curb some of these practices have found it difficult to gain the necessary 

compliance. Those with modest incomes struggling to acquire what they consider desirable 

housing are furious at the rich who not only live in luxurious buildings but by buying other 

housing as an investment for the future, drive up further the cost of housing. Farmers who 

receive modest compensation for land they are forced to give up are incensed that local officials 

and businesses who make use of the land gain great wealth. Leaders are aware that more than 

100,000  local domestic disturbances break out each year.  The legitimacy of officials, 

considered to be corrupt, who are appointed to office by other high officials without a system for 

public participation in the selection process, is being questioned.  

 The transition to slower growth rates is likely to intensify these problems as those who 

remain relatively poor believe the chances for improving their life styles will be lessened. We 

now know the difficulties that Japan faced as growth slowed down. This transition may pose 

even more serious difficulties for China. When Japan made the transition from high growth to 

slower growth, 90 percent of the population identified themselves as middle class.  Medical care 

was universal. School systems in rural areas provided education not greatly different from the 

training provided in urban schools.  By contrast, in China, growth is slowing down before a 

majority of the population has achieved middle-income levels.  

 One cannot rule out the possibility that Chinese leaders concerned about public support 

may again carry out patriotic education campaigns that would lead to an increase of tensions 

with the outside world. Japanese know very well that after youth demonstrated in Tiananmen in 
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1989, Beijing’s leaders, concerned about keeping the loyalty of the youth to the government, 

launched a patriotic education campaign that eventually included intensified criticism of the 

Japanese for their role in World War II. 

Despite these political uncertainties, the prospects are that the Chinese economy will 

continue to grow far faster than the economies of Western countries, and that this will have an 

effect on China’s relations with other countries. Not only Japan but South Korea, Taiwan, 

ASEAN, and Australia already have far more trade with China than with the United States and 

the gap between trade with China and the United States is likely to widen. The United States now 

has more trade with China than with Japan. China already possesses far more foreign capital 

reserves than any other country.  Chinese investments and the Chinese presence around the 

world are likely to increase, but the impact is likely to be far greater in Asia than elsewhere. 

China’s economic growth has been accompanied by increasing investment in the military 

and the upgrading of military capacities. For over a decade, China’s increase in expenditures for 

the military has surpassed the increase in GNP, and the prospects are for continued increase in 

Chinese military spending. Specialists differ on their estimate of the gap between Chinese and 

U.S. military power, but most well-informed analysts estimate that it will be decades before the 

Chinese military can be on a par with that of the United States, especially in software for 

command and control. However, the development of Chinese submarines and of missiles has 

already placed constraints on the access the U.S. military would have in case of conflict in the 

area around Taiwan. Chinese progress in satellites, aircraft carriers, stealth planes, and cyber 

warfare reflect China’s intention to become a major overall military power. 
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Stability in East Asia in the past two decades has rested on the dominance of the U.S. 

military and its allies. The United States cannot expect to maintain this dominance in the decades 

ahead. Neither China nor the United States claims to be the dominant power, yet each assumes 

the other is seeking dominance, and the military on each side seeks to make preparations so that 

it would prevail in case of conflict. The danger is that each side’s doubts about the intentions of 

the other will lead to an arms race. The hope is through mutual discussions between top Chinese 

political and military leaders and their U.S. and Japanese counterparts the level of trust can be 

increased. Since each side watches the behavior of the others, it is possible that collaboration of 

the Chinese and U.S. military in missions like peace keeping, search and rescue, response to 

natural disasters, and controlling piracy will make it possible to reduce the strategic mistrust and 

maintain the stability necessary for the Asia region to enjoy peaceful development. It is of course 

in the interest of Japan and the United States to work together in this process. What 

circumstances might upset the stability in East Asia? 

(1) Sudden changes in evaluation of the prospects for continued U.S. military 

commitment in Asia. Given the unsustainability of budget imbalances in Japan and the 

United States, the question is whether military planners in the United States can make 

realistic plans for military investment in East Asia. Is it possible that they might aim for very 

high-level military investments that cause others to worry about their sustainability? Is it 

possible that global financial markets might downgrade the value of U.S. bonds if the U.S. 

trade imbalance and current accounts balances remain large? The issue confronting U.S. and 

Japanese decision-makers is how to invest in the military in ways that will provide 

reassurance for allies without reaching beyond U.S. and Japanese financial capacities. How 

can the United States and Japan offer assurances to other countries in the region about the 
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firmness of their commitment without causing the Chinese to regard the preparations as 

provocative or threatening to China so that China feels it necessary to expand its military 

preparations? 

(2)  Increased Chinese assertiveness that challenges the status quo. If China, feeling more 

confident of its growing power, continues to become more assertive in pushing its claims in 

the South China Sea or were to begin placing military pressure on Taiwan to reunify with the 

mainland, this could create uncertainties and risk conflict. The question for Japan and the 

United States is how to provide enough military preparedness and to respond firmly to 

Chinese assertiveness to make this unlikely. 

(3) Chinese domestic disturbances that cause China to become more anti-foreign. If 

China, because of domestic disturbances, became more anti-foreign, this could unleash 

undisciplined Chinese groups who carry out demonstrations, boycotts, or other activities 

directed at Japanese and possibly other foreigners. This could also place stronger pressure on 

leaders to respond strongly to issues that arise between China and other countries. 

(4) The decision of various East Asian countries, to adjust their hedging strategies, 

distancing themselves from the United States and accommodating to more requests 

from the Chinese. Might South Korea, Australia, and some ASEAN countries begin moving 

closer to China and weakening their alliances with the United States? Is it possible that at 

some point, Japanese leaders, under pressure from China, will decide to reduce their support 

for American forces in Japan and request that more U.S. troops be withdrawn from Japan? 

There are many reasons for hope that U.S. relations with China will not deteriorate into 

the hostile competitiveness of its relations with the Soviet Union at the height of the Cold War. 
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Unlike the Soviet Union, China has not invaded other countries and has been restrained in 

sending its troops abroad.  The level of exchange of the Chinese people with Japan, the United 

States, and the rest of the world is far greater than what was true of the Soviet Union at its peak. 

China, unlike the Soviet Union in the Cold War, has given no indication that it seeks to expand 

its territories beyond the South China Sea, the Diaoyutai Islands, and Taiwan. 

But the level of strategic mistrust between China and other countries remains high. It is 

clear that an effective response to these challenges requires close cooperation between China on 

the one hand and the United States and Japan on the other hand. It is in the interest of all three 

countries to strengthen the relations of trust and to manage the increasing shift of economic and 

military power toward China without increasing the instabilities in the region. Although leaders 

of China and the United States have made and are continuing to make efforts to promote mutual 

understanding, they, like U.S. and Japanese leaders, will observe closely the actual behavior of 

other countries. To preserve stability in East Asia, China and other countries must, while making 

military preparations to defend their own country, find ways to adjust to the changing military 

balance without escalating into a cold war and without creating serious instabilities that lead to 

conflict. Is it possible, for example, for the United States to reduce the irritants to China by 

reducing military sales to Taiwan and reducing the surveillance missions near China’s coast 

without increasing the risk that China will respond by greater assertiveness in the South China 

Sea and around Taiwan? Or is it possible that increasing Chinese confidence will lead to greater 

assertiveness requiring Japan and the United States to strengthen their demonstration that they 

will not yield to Chinese provocations?  Is it possible that China and Japan might be able to 

engage in joint exploration in disputed territories? Is it possible that China, as a stakeholder in 

the global system, might expand its cooperation with other countries in dealing with global 
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issues like peacekeeping, climate change, environmental preservation, and prevention of nuclear 

conflict? Can Japan and the United States find ways to increase the chance that China will 

respond in this fashion? 

Achieving Domestic Political Stability and Leadership 

 How can Japan and the United States within the context of our democratic practices find 

ways to resolve our domestic problems? Can we avoid the polarization and fragmentation that 

make it difficult to make wise national decisions?  Can democracies where politicians compete to 

spend for their constituents maintain the fiscal discipline to balance budgets and leave the 

financial resources that future generations will enjoy? The United States has plenty of problems 

to worry about, but as the only Japan specialist in our American team, I shall focus on the 

challenges that I believe Japan will be facing. 

It is widely recognized that since Japan’s 1955 political system collapsed in the early 

1990s, Japan has not yet achieved a stable political system. In the last eighteen years, Japan has 

had twelve prime ministers, and there is no immediate prospect that any political leader can 

remain in office as long as several years. The frequent changeovers make it clear the problem is 

not the lack of suitable candidates but the system itself. The challenge is to find some system that 

will provide stability and enable a prime minister to remain in office for several years. If it is not 

possible to get the support for a constitutional amendment to change the system, is it possible for 

the political parties to adopt a practice of selecting a leader for a term of several years?  

Not only prime ministers but ordinary Diet members are being replaced so frequently that 

the number of knowledgeable experienced Diet members has declined. Since the creation of 

single-seat districts in 1994 in the hopes of eliminating factionalism, factionalism has been 
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greatly weakened. But the seniority system has also been weakened, because it is far more 

difficult for a Diet member to be re-elected in a single-seat district than in a multiple-seat district. 

The elimination of factions has also removed the system by which young Diet members were 

tutored by more experienced senior members of the same faction. The challenge now is how to 

find a new system that prepares younger Diet members for later leadership positions. How does 

Japan find a system so that leaders will be better prepared for high positions than they are at 

present? Is it possible to structure a system so that as the days of the Yoshida School, 

experienced and mature bureaucrats, deeply knowledgeable about the issues Japan faced, could 

become bold politicians and provide political leadership? 

Japan also needs a way to allow experienced bureaucrats to provide their knowledge and 

understanding to political leaders while allowing political leaders to concentrate on the overall 

issues of governing the country. Since the LDP (Liberal Democratic Party) lost its dominance, 

the bureaucracy has found it difficult to provide reliable channels for informing political leaders. 

How can Japan find a way to improve the morale of bureaucrats who are knowledgeable about 

affairs and provide effective inputs to politicians of whatever party? The DPJ (Democratic Party 

of Japan) has in the last several years acquired more understanding of issues facing the country 

through sending more politicians to serve in the bureaucracy, but the challenge is for these 

politicians or their successors to provide overall political leadership and leave details to the 

bureaucracy. It is also a challenge for bureaucrats accustomed to protecting their narrow 

sectional interests to focus on what they can serve overall national interests. 

A related challenge is to find a way for high-level leaders to implement the agreements 

they make with foreign leaders, for if they are unable to do so, foreign leaders are in danger of 

ignoring Japan’s point of view and spending more time talking with leaders of other countries. 
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Since Japanese share a common culture and do not have to engage in such detailed explanations 

within Japan, it is also a challenge for Japanese to find effective spokesmen who can speak in 

English at international meetings in a way that foreigners find of interest. 

* * * * 

It has been my personal pleasure over the last several years to work with many talented 

young Japanese who have spent time in the Boston area. I know that they have great potential for 

helping Japan, the United States, and other countries to meet the challenges we confront. I also 

know that there is a deep base of understanding and trust between Japanese and Americans who 

work together in many different spheres. I fervently hope that our successor generations can 

maintain their mutual trust and understanding and continue consulting closely as we endeavor to 

respond effectively to the difficult challenges ahead. 
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1. Introduction 
 
The world is currently at a historical turning point, following the passing of the days when 
developed Western countries led the global economy. The decline of their relative power is obvious 
to anyone. Meanwhile, emerging countries, which had been expected to drive the global economy 
in the place of developed countries, now show signs of a slowdown in their economic growth. 
Overall, the growth rate of the global economy is slowing down. Moreover, many challenges are 
emerging and worsening, challenges that should be addressed by the joint efforts of all countries, 
such as the increasing world population, the depletion of food and energy sources, global warming, 
regional conflicts and tensions, international crimes and terrorism, huge natural disasters, and 
pandemics. In short, the world has entered an age of great upheaval that entails drastic changes in 
economic and social systems. 
 
This historical upheaval involves Japan and Asia, the region on which the world’s attention is now 
focused. To deal with such challenges in Asia, it is particularly pressing to review existing economic 
partnerships and security systems in response to the drastic change. In this context, Japan’s role in 
international society is becoming increasingly crucial. To fulfill its role, Japan should first work to 
resolve various domestic problems, and transform itself into a responsible country ready to serve 
international society. 
 
 
2. Japan in Asia and the World 
 
Currently, world’s attention is focused on Asia since its fast-growing economy has been serving as 
the engine of the world economy. In 2011, China and India recorded growth rates of 9.3% and 6.5%, 
respectively, far exceeding the world average (slightly higher than 4%). Concerning international 
trade, Asia has a remarkable presence in the world with a share of total world trade reaching nearly 
30%. Driven by a fast-growing population, as well as rapid economic development particularly in 
China and India, Asia is also expected to serve global industries as a huge market. 
 
In addition to the Asian economy, people in other regions of the world are paying keen attention to 
the abundant natural resources of Asia. Encompassing the Western Pacific and Indian Oceans within 
the region, Asia has abundant marine resources. Besides fishery resources, various types of seabed 
resources have been discovered, including oil, natural gas, and rare metals. Innovation in mining 
technologies could potentially change the world map of energy and resource supplies. 

 
Economic development in Asia is expected to deepen mutual cooperation and dependence among 
nations within the region. Intra-regional trade in Asia has already reached 2,340 billion dollars, or 
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15.7% of world trade (14,900 billion dollars). This ratio is likely to continue to grow, driven by 
efforts toward trade and investment liberalization in the region, including initiatives to 
abolish/reduce tariff and non-tariff barriers, and to unify trade and investment rules (Figure 1). 
Asian countries are expected to promote mutual cooperation in international programs to promote 
environmental preservation and prevent terrorism/international crimes. At present, the region 
includes the Association of Southeast Asian Nations (ASEAN), comprising 10 member countries. In 
the coming years, we expect a more comprehensive framework of economic partnerships to be 
established, to include Japan, China, South Korea, Australia, and the United States, in addition to 
the 10 ASEAN countries. 
 

 
 

 
Whereas mutual cooperation and dependence are being augmented in Asia, economic development 
in the region is greatly influenced by the remarkable growth of the Chinese economy. China is 
already the second largest economy in the world, second only to the United States. The growth of 
the huge Chinese market is considered to benefit other Asian economies, since their exports to 
China have been steadily growing. 
 
At the same time, however, the rise of China as a great power is rapidly changing the existing 
power balance in the region. Since Asian countries’ exports to China have surpassed those to the 
United States (Figures 2 and 3), China now has a greater presence and influence than ever, which 
could potentially interfere with balanced economic development in Asia. 

(Source) Prepared by NLI Research Institute

Asia

The United States

Europe 

Other

$240 billion
$270 billion

$2,340 billion

$3,350 billion 

$1,040 billion

$670 billion
$380 billion

↑$960 billion
$980 billion↓

$640 billion
$320 billion

$1,000 billion
$1,100 billion

$720 billion
$870 billion
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The rise of China’s military capabilities is also influencing security in this region. China’s defense 
budget, which amounts to approximately 91.1 billion U.S. dollars (converted at the rate of 1 dollar 
= 6.6 yuan) in 2011, is the second largest in the world, after that of the United States. The growing 
Chinese defense budget is triggering tensions over territorial disputes with Japan, India, Vietnam, 
the Philippines, and Taiwan. In fact, in the East China Sea and the South China Sea, a number of 
territorial disputes have surfaced between China and its neighboring countries. Further growth of 
China’s military power will surely lead to these countries reconsidering their defense systems. 
 

Figure 2: Ratio of Exports to China (Comparison of levels in 2001 and 2011) 

Figure 3: Comparison of Exports to China and to the United States (2011) 
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Meanwhile, Japan’s international position has declined as a result of the rapid economic 
development of China and other Asian countries. While Japan was once the great economic power 
of Asia, surpassing all others in the region, those glory days are now gone. Instead, China, India, 
South Korea, and Indonesia have been steadily expanding their influence in the region, aided by 
their dynamic economic growth. Over the past two decades, known as the “lost two decades” in 
Japan, the Japanese economy has remained sluggish with its public finances worsening and its 
population rapidly aging and beginning to decline. In addition to such structural problems, because 
of so-called “on-the-fence politics,” Japanese policymakers have postponed taking effective 
measures to address these problems. Still worse, in March 2011, the Great East Japan Earthquake 
struck, accompanied by great tsunami waves and the nuclear power plant accident in Fukushima. 
Following the unprecedented disaster, Japan has fallen into its present critical state. 
 
Amid this environment, territorial disputes resurfaced in August 2012 with China and South Korea. 
We believe that diplomatic problems are inseparable from domestic challenges, and that underlying 
Japan’s tensions with these countries is the decline of Japan’s economic power. Although Japan 
maintains strong economic relations with China and South Korea, the relative importance of Japan 
for these two countries has receded over the past decade. In particular, China has surpassed Japan in 
terms of GDP. 
 
On the other hand, Japan has provided economic support to various Asian countries, particularly 
China, South Korea, and various Southeast Asian countries. Through support and exchange 
programs held by both Japan’s public and private sectors, we Japanese have earned trust from Asian 
people at least to some degree. We also believe that other Asian countries will continue to require 
Japan’s advanced technologies and high-quality services. By continuing to offer such technologies 
and services to Asian countries, Japan can continue to contribute significantly to the region. We 
therefore believe that Japan can maintain its status as a valuable partner for other Asian countries. 
 
 
3. Japan’s Role in Addressing Challenges in Asia 
 
In recognition of the current situation in Asia, we believe that there are three major 
challenges that people in Asia must address in the coming years. First, we must 
seriously consider ideal ways to realize balanced economic development in the region. 
As we mentioned, the rise of China’s power involves the risk of the Asian economic 
structure becoming distorted into a heavily China-centric form. If China, backed by its 
dominant national power, becomes the sole leader in Asia, this may affect the balance 
between the nations in the region, inhibiting the economic independence of Asian 
countries. Still worse, this could negatively affect the global economy, within which the 
Asian economy currently serves as its engine. To prevent this from happening and to 
maintain a good balance in the region, we must build multilateral economic 
partnerships instead of conventional bilateral partnerships. 
 
The second challenge is to promote and establish democratic systems, highlighted by respect for 
individual freedom and the rule of law, since some Asian countries have not yet established such 
systems. We believe that freedom of speech, protection of property rights, and the selection of diet 
members through fair elections are particularly essential for any country. Accordingly, Asian 
countries must build legal and other systems to promote these values, which should be shared 
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throughout international society. Delays in establishing such systems can hinder the building of 
economic partnerships in Asia. 
 
The third challenge concerns the quest for an effective use of the abundant natural resources, 
particularly marine resources, to be found in Asia. Rather than allowing particular countries to 
monopolize resources, we should seek ways to allow them to be used effectively by the entire 
region, and to help boost the global economy with such resources. In actuality, however, the 
economic development and increase in population in Asian countries have brought about severe 
competition over food and natural resources, including energy sources. In many cases, such 
competition has resulted in international disputes. The tensions in the East China Sea and the South 
China Sea, for instance, have been caused by the competition for domination of natural resources. 
Should Asian resources be cornered or dominated exclusively by a certain country or countries 
under its hegemonic activities, this could have a significant impact on global resource and energy 
security. 
 
In addressing such challenges, Japan should play the leading role, taking a comprehensive and 
proactive approach. Specifically, Japan should encourage other Asian countries to seek the common 
interests of the entire region, based on mid- to long-term perspectives, rather than adhering to 
principles and asserting the views of the respective countries. 
 
Concerning economic development and the effective use of regional resources, Japan should play 
the role of a keystone in adjusting the power balance in Asia. Taking advantage of the economic and 
cultural ties that Japan has thus far developed with other Asian nations, Japan should usher them in 
the direction of enhanced mutual dependence and co-prosperity. Investments and business 
penetration in other Asian counties will be effective in further promoting economic and industrial 
relations in the region. Specifically, Japan should take the initiative in building a comprehensive 
framework of economic partnerships in the Asia-Pacific region, comprising the ASEAN countries, 
Japan, China, South Korea, Australia, the United States, etc. To this end, Japan must first conclude 
the Trans-Pacific Partnership (TPP) Agreement on the earliest possible occasion, and play the 
leading role in developing regional cooperation programs. In tandem with these efforts, the 
Japanese government should support Japanese companies that intend to invest in or expand their 
business into Asian markets. To facilitate such efforts on the part of the private sector, the public 
and private sectors should discuss and determine common strategies about investments and business 
expansion. We believe that through these efforts, we should control the excessive dependence of 
Asian countries on China, and seek the effective use of regional resources by the entire region, as 
well as balanced development of the Asian economy. 
 
To disseminate and firmly establish democratic systems, along with respect for individual freedom 
and the rule of law, Japan should also exert its leadership, so as to maintain a delicate balance in 
Asia. Maintaining democratic ideals is a basic value that any member of international society must 
uphold. Through promoting and disseminating such values, we must work to ensure the harmonious 
coexistence of countries and facilitate economic integration in Asia. For over the past 60 years since 
the end of World War II, Japan has maintained a constitution that upholds respect for basic human 
rights and other democratic ideals. Presenting Japan’s legal systems and judicial rules as models, we 
believe that Japan can help develop democratic systems in other Asian countries. 
 
As the third largest economic power in the world, Japan has maintained friendly relations with 
developed Western countries. At the same time, Japan has continued to engage in cultural 
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exchanges with other Asian countries over its long history. Benefiting from its unique position in 
international society as a cultural and economic power in this region, Japan can play a leading role 
in building mutual trust among Asian countries, as well as in developing well-balanced economic 
partnerships and trade and investment rules. 
 
 
4. Reinforcing the Japan-U.S. Relationship 
 
To resolve various problems facing Asia, Japan and the United States must continue to cooperate 
with each other in the areas of both economy and security, based on the present Japan-U.S. alliance. 
In the area of economy, our two countries must continue to cooperate with each other so as to 
stabilize the global economy, as well as the Asian economy. In addition, our two countries must 
make steady efforts to liberalize trade and investment in the Asia-Pacific region. In the area of 
security, Japan must improve its own preparedness for emergency situations by enabling its 
self-defense forces to foster jointness with the forces of the United States. Moreover, Japan and the 
United States must work together and develop the defense capabilities necessary to protect Japan’s 
territory and sea lanes. 
 
Over the past two decades since the end of the Cold War, which took place during the 1990s, the 
international environment surrounding the Japan-U.S. relationship has changed radically. Following 
the collapse of the former Soviet Union, the one-time imagined enemy, that country’s threat has 
receded significantly. Instead, the rise of a new power, namely China, has begun to influence Asia. 
U.S. relations with China, however, are not as simple as those it once had with the Soviet Union. 
Whereas the United States and China occasionally oppose each other, they also depend on each 
other economically through trade and investment. Moreover, in addition to China, we must be on 
the alert regarding several other countries, as well as non-state terrorist groups and crime 
organizations. Their presence has made the international environment far more complex than in the 
period of the Cold War. 
 
In recognition of such changes in Asia, we must advance the Japan-U.S. relationship to the next 
stage. Maintaining the Japan-U.S. alliance as the cornerstone of Japan’s security policies, Japan 
should demonstrate the strong ties between our two countries to other Asian countries, while at the 
same time working to contribute to the peace and stability of the entire region. To this end, we 
believe that we must change the interpretation of the Constitution of Japan concerning the right of 
collective self-defense and review the Japan-U.S. Security Treaty, based on new interpretation. The 
Japanese government must also augment its economic partnership with the United States by 
concluding the Trans-Pacific Partnership Agreement. To reinforce Japan-U.S. relations and dampen 
the ambitions of neighboring countries, it is worth considering having Japan and the United States 
jointly develop marine resources in the East China Sea. To reinforce the partnerships of the two 
countries in terms of both security and economy, it is imperative to promote personnel exchanges in 
both the public and private sectors, and to expand and restructure existing human networks. 
 
In recognition of the present situation in Asia, we believe that maintaining peace and 
stability in the region should be one of the most important tasks for both Japan and the 
United States. In fact, the Japan-U.S. alliance has significantly contributed to the 
stability of Asia. The presence of the alliance partly explains why complex tensions 
over territorial disputes in the East China Sea and the South China Sea have not 
developed into armed conflicts. In other words, the solid alliance between Japan and 
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the United States has served as a deterrent power in Asia. Being a maritime nation, 
Japan must protect its vast oceanic territory and sea lanes. On the other hand, we do 
not believe it realistic or appropriate to radically augment Japan’s defense capabilities, 
since our neighboring countries are concerned about Japan’s military capabilities in 
regard to its past behaviors. In this regard, the Japan-U.S. alliance can compensate for 
any lack in Japan’s military capability. Moreover, the Japan-U.S. alliance serves as a 
platform for building peace and stability in Asia. 
 
Peace and stability in Asia also benefits the United States in the mid- to long term. 
Problems concerning the three challenges facing Asia that we mentioned earlier could 
potentially become long-term concerns for the United States if such problems are not 
addressed properly, since they can influence the global economy, as well as issues 
relating to natural resources and energy sources. Accordingly, we hope that the United 
States will continue its commitments in Asia, in order to promote well-balanced 
economic development and the effective use of resources in the region. We also hope 
that in its efforts to maintain balance in the region, the United States will continue 
dialogues with individual Asian governments on economic and diplomatic issues. 
 
 
5. Establishing a New Image of Japan 
 
To become a full member of international society, Japan should transform itself into a responsible 
nation that embraces “independence” and “partnership” as the two pillars of its national strategy. In 
other words, Japan should establish its own identity, assert its own, consistent views to international 
society, and improve its readiness to ally with other countries in emergency. 
 
To this end, the Japanese people should develop their spirit of independence even more strongly 
than before. Since Japanese people are losing their confidence and pride in their own country, it is 
essential to revive them. Today, many Japanese people say that even though they love their country, 
they are unable to feel proud of it. To fulfill Japan’s role and responsibility in international society, 
Japanese people must first restore their confidence and pride in their country. 
 
Instead of worrying about the negative elements of Japan, Japanese people must be encouraged to 
rediscover Japan’s strengths and potential abilities, and to develop the nation by taking advantage of 
its strong points. For instance, the presence of abundant maritime resources is one of the strong 
points of Japan. Japan’s exclusive economic zone (EEZ) is the sixth largest in the world. With an 
area of approximately 4.47 million square kilometers, there are plentiful reserves of methane 
hydrate and rare metals. Such resources have great potential to improve Japan’s self-sufficiency 
ratio of energy sources and reduce its dependency on the importation of such resources. Regarding 
our labor force, which is an essential element in sustaining economic activity, our strong point is the 
high educational standard of Japanese people. Although many highly educated women currently do 
not participate in the labor market, this implies that Japan has ample potential to convert such 
women into a capable labor force. Still other strong points of Japan reside in our national character. 
In the behavior of residents in the region affected by the Great East Japan Earthquake and tsunami, 
we were proud to recognize high morality, endurance, and a spirit of mutual aid. 
 
Moreover, Japan is expected to lead the world in initiatives to respond to an aging population. Asian 
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countries, as well as developed Western countries, are destined to face rapid population aging. Since 
Japan has already experienced the aging of its population, the country has begun to review its social 
security systems and improve its social infrastructures. Such initiatives taken in Japan will serve as 
models for other Asian countries and the rest of the world. For instance, our advanced medical 
technologies and the progress of health-related science can help enhance the health conditions of the 
elderly, which will lead to the development of new markets of healthy and energetic senior citizens. 
Moreover, healthy senior citizens can participate in the labor market, thereby compensating for 
labor shortages in the domestic market. 
 
Although population aging has thus far been considered as a negative element for the national 
economy, we must free ourselves from such stereotypical ideas and try to reconsider various facts 
more positively. We believe this approach can help Japanese people regain pride in their own 
country, inspiring them to embrace lofty ambitions toward the future. 
 
To invigorate Japanese people and empower Japan, however, we must enhance the capability of the 
nation to implement its national policies. Specifically, we must first reform the present political 
system. Over the past few decades, Japan’s successive prime ministers have remained in office for 
only one year or so. Naturally, such frequent changeovers make it difficult for Japanese prime 
ministers to exert their leadership and to develop and carry out long-term national strategies. The 
frequent changes in members representing Japan at diplomatic negotiations and international 
conferences give the impression that Japan does not hold consistent views or values. 
 
Underlying this problem is the so-called “twisted Diet,” in which the ruling party lacks a majority in 
the House of Councilors, and therefore cannot pass a bill without the cooperation of opposition 
parties. In the mid- to long term, we must reform the present legislative systems, taking into 
consideration the revision of the present constitution. Meanwhile, we should seek solutions that are 
valid even under the present constitution. As one solution, we propose that special rules be set to 
facilitate decision-making. For instance, important issues, such as the conclusion of the 
Trans-Pacific Partnership Agreement and a bill for the issuance of deficit-covering government 
bonds, could be determined at a joint conference of the two houses. 
 
In reforming political systems, it is essential to abandon populist policies and to seek a system that 
promotes the adoption of policies that benefit future generations, as well as present generations. 
Regarding important themes that determine the future state of the country and mid- to long-term 
national strategies (such as changes in social security systems and energy-related policies), we 
believe that a system for reaching consensus among constituents after thorough discussions should 
be considered. In this relation, we believe that Japan should learn from the presidential election 
system in the United States, since through the long campaign period (for selecting candidates and 
electing the president), the system enables thorough discussions on important national policies, 
involving constituents nationwide. 
 
In considering ways to promote reforms, we must also study ways to eliminate shortsighted 
politicians, whose primary concern is the next election, and who postpone taking necessary, but 
painful, measures for the sake of future generations. This, however, is extremely challenging since 
the presence of such politicians is permitted by the very democratic system itself. To address this 
problem, present constituents, particularly elderly constituents who comprise the majority, should 
seriously consider the benefits of future generations rather than their own, and vote for politicians 
who work for the long-term interests of the entire nation. In the long term, we must consider a new 
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election system, based on thorough discussions on the ideal state of democratic systems. 
 
Secondly, awareness raising is important for both individuals and companies. Yukichi Fukuzawa, a 
leading figure during the Meiji Period, once stated that a nation’s independence is secured only 
when individual people become independent. Obviously, independent people are the primary 
requisite for an independent nation, since a national identity is defined by the identity of its people, 
and a nation’s independence entails autonomous and responsible people and society. Regrettably, 
however, the present Japanese society is far from the ideal. We believe that Japanese people have a 
tendency to be “inward looking,” that is, they pay relatively little attention to overseas events, or 
even important matters at the national level. Although they seek order and harmony within their 
small groups, they tend not to express their views as to events taking place outside the boundary of 
their small groups. They tend to rely on others to resolve problems, as long as problems do not have 
direct impact on themselves. This view, we believe, explains at least partly the approaches that 
Japanese people have thus far taken in international society. 
 
To change this attitude, we must raise the awareness of constituents, and reform the present 
educational system. In addition to reading, writing and acquiring knowledge, schools must teach 
students ways to develop their own views and opinions, express them logically, and become 
accountable for their behaviors. At the same time, schools must foster awareness of the importance 
of one’s country. We do not mean reviving the education of distorted nationalism that Japan once 
implanted in the minds of its people, but fostering the awareness of people’s responsibility to 
protect their own nation and its independence. Such education, however, should be carried out not 
only in schools, but also at home and in companies. 

 
As members of private companies, we hope to take the initiative in fostering human resources who 
will work to support the independence of the nation and partnerships with other countries. For 
instance, at interviews with applicants for respective companies, we can ask them if they are 
interested in domestic or foreign affairs, and whether or not they have experience in national or 
international programs. In in-house training programs, companies can also include discussions and 
lectures on national challenges and global topics. Moreover, we should receive skilled workers from 
other Asian countries to share with them our advanced technologies and expertise, while at the same 
time promoting their understanding of the good points of Japan. 
 
 
6. Conclusion 
 
The two key values that Japan should embrace in the coming decades are “independence” and 
“partnership.” These two values should be keys to Japan’s contribution to international society, as 
well as its efforts to resolve domestic challenges. Both values are essential to the future of Japan. 
Needless to say, the United States is the most important country for Japan, and the country with 
which we can most share these values. It is our sincere hope that we can continue to have 
opportunities to discuss with our most reliable friends in the United States about the peace and 
prosperity of the two countries and the world. 
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