


The Palestrnran Academrc Socaety for the Study of Internatronaf Affa:rs (PASSIA) wa ounded in Jerusalem in W .
: March 1987 by Dr Mahdr Abdui I-Eacir and a group of Eeadlng ;Palestinran academlcs and rntellectuaiss:,PASSlA |s'-~

ci spects of life in the city, in addmon to mun|C|paI arrangements for Jerusalem as the
ftwo inc pendent states. In these meetings, as during all other events held at PASSIA, itis the desire to
”promote communicaticn, cooperation and coordination between those with an interest in the fate of this region
that overrides any other consideration, and which mewtably results in a dialogue that is as stimulating as itis
. productive..

18, Hatem Al- Ta i Street : Tel: 972-2-6264426

WadiAl-Joz : _ ; . Fax:972-2-6282819
P.O.Box 19545 . E-Mail: passia@palnet.com

Jerusalem hitp://wwiw.passia.org




TRAINING AND EDUCATION IN INTERNATIONAL AFFAIRS

PASSIA

PASSIA Seminar 1999

JAPAN, PALESTINE
AND THE MIDDLE EAST

PASSIA, Jerusalem

Palestinian Academic Society for the Study of International Affairs



PASSIA is a non-profit Palestinian institution in Jerusalem — Al-Quds. It has a
financially and legally independent status and is not affiliated with any government,
political party or organization.

PASSIA seeks to present the Palestine Question in its national, Arab and
international contexts through academic research, dialogue and publication.

With its Education and Training in International Affairs program, PASSIA has
pioneered educational seminars for Palestinian graduates. This seminar program
provides a much needed focus inside Palestine for training Palestinian graduates
and mid-career professionals in the field of international affairs with lectures and
workshops held by the highest quality Palestinian and foreign specialists. Where
possible, fellowships or study visits abroad are awarded to the most outstanding
seminar participants.

The PASSIA Seminar 1999 on Japan, Palestine and the Middle East was kindly
supported by the Japanese Endowment Fund established by the UNDP/ Program of
Assistance to the Palestinian People (PAPP), Jerusalem.

Copyright © PASSIA
June 1999

PASSIA Publication 1999
Tel: (02) 626 4426 Fax: (02) 628 2819
E-mail: passia@palnet.com
Website: www.passia.org
PO Box 19545, Jerusalem



Contents

Introduction and Seminar Program ...................occooiiiiiiiiiiiieeeeeeeeeeeeeeee e 1

Opening Remarks and Orientation
Dr. Mahdi Abdul Hadi and Dr. Rosemary HOIIS .........cc.couiieiiiiiiiiiiiiii e 3

Pre-Modern History of Japan

Prof. Ben-Ami SRIIONY ........ooiiiiiiiiiiiii e )
Modem History of Japan
Prof. Ben-Ami SHIllORY .........ociiiiiiiiiiiiiiii e 14

The Political System of Contemporary Japan
Profo IKUO KUIME .....ooooooiii ittt et e 19

The Decision-Making Process in Japan
Profe Tkto KUIME ... e e 23

Economic Development in Japan in 1990s
PrOFOSOMUNEUIIL  covccrvsomcsmminmssmss s O S S B S S SN e S S s 27

Japan, the Asian Economy and the Current Crisis
Prof. OSamus NAFIAE ...........ccoooiiiiiiiiiit i 33

Japan’s Software Industry
KAzUHIRO AGACHT 1i0ii 0000500000000 dninme ke m e mem s s e s s s o s i 180 8 i i S i 36

Trends in Japanese High Technology Ventures
Kazuhiko Adachi ..............coooiiiiiiiii e e 39

Overview: The Axis of Japan’s Foreign Policy
HE YOSRIJI NOGAIME ... ...coiiiiiiiiiiii i e e e 42

Political Relations between Japan and the Middle East
D A Rl et S o i im0 0 01 D108 i S B 47

Japanese Policy in the Middle East - With a Focus on Japan’s
New Approach Toward the Region
Raquel SRAOUL ... ... ...t e 53



Promotion of Private Investment in the Middle East
- A Japanese Perspective
YOSHIRLHATGRG coemmmenramsss s s o e S T e S D s L S s S0 s e ommenman 65

Factors of Economic Success in Japan and Asia
- Implications for the West Bank and Gaza Strip
Yoshiki HAtGnaka ................oooiiiiiiiiiii i e e 69

Japan’s Contribution to Palestinian Society
Katsuyoshi HOashi ............ociiiii i e e 77

Debate on Japan and the Middle East

DVSCUSELON  © o anesomasmsssssssins ot Soomtesomiss sy st s o 0 A R S A T s 85
Appendices

Appendix A:  Lecture Program and Lecturers .................cccccoiiiiiiiiiiiiiiiiic 91
Appendix'B:  Palestinian PattiCIPants: s s i bt m i s s syl i s 93
Appendix C: Reading Material .................cooooiiiii e, 95

ApperdixD; JapamataGlanee s oanemoiae s o i S s i s e, 97



* e o

PASSIA Seminar Japan, Palestine and the Middle East,
14-19 March 1999, PASSIA, Jerusalem: Participants and Lecturers



PASSIA Seminar Japan, Palestine and the Middle East,
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PASSIA Seminar Japan, Palestine and the Middie East, 14-19 March 1999:
Participants with HE Yoshiji Nogami, Ambassador of Japan to the OECD, Paris

Audience at the PASSIA Reception, held at the Ambassador Hotel, Jerusalem, on the
occasion of the Seminar on Japan, Palestine and the Middle East (19 March 1999)



Dr. Mahdi Abdul Hadi and Mr.Katsuyoshi Hayashi at the PASSIA Reception, held at the Ambassador
Hotel, Jerusalem, on the occasion of the Seminar Japan, Palestine and the Middle East
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PASSIA Seminar Japan, Palestine and the Middle East,
Dr. Mahdi Abdul Hadi with Prof. Ben-Ami Shilleni (back row, center) and participants



Introduction

PASSIA’s seminar on “Japan, Palestine and the
Middle East” was part of PASSIA’s annual pro-
gram on Training and Education in Interna-
tional Affairs. The purpose of this program is to
help Palestinian professionals broaden their
knowledge and contacts in the international
arena, develop their expertise in specialist areas
important to their community, and enhance their
relations with others.

In focusing on Japan, Palestine and the Middle
East, the 1999 seminar recognized that Japan has
been an important source of economic aid and
diplomatic support for the Palestinian commu-
nity over recent years, and notably since the Oslo
Accords between Israel and the Palestinians
were signed in 1993. Japan was among the coun-
tries that sent observers to monitor the Palestin-
ian elections of January 1996, and Japanese as-
sistance has been crucial in regard to economic
development within the Palestinian Autonomous
Areas. Japanese contacts with the Palestinian
community on the ground have increased ac-
cordingly and the Japanese Foreign Ministry has
established a program for bringing Palestinian
representatives to Japan for informational and
familiarization tours. Among the wider Pales-
tinian community, however, there is little knowl-
edge about Japan, its history and culture, its
contribution in the peace process and its role in
the development of Palestine. The 1999 PASSIA
seminar on Japan, Palestine and the Middle East
was designed to meet this obvious need for in-
creased understanding and contact.

The following report contains the proceedings of
the PASSIA seminar, including presentations
given by the lecturers and summaries of the sub-
sequent discussions. In the appendices, one can
find information about the lecture program, the
lecturers, the Palestinian participants, and a list
of relevant reading material.

PASSIA would like to take this opportunity to
express its deep appreciation to the Japanese
Endowment Fund established by the UNDP/
Program of Assistance to the Palestinian People
(PAPP), Jerusalem, whose kind support made
this seminar program possible.

We also thank most warmly the guest lecturers
from Japan and all the local and regional schol-
ars whose lectures and expertise contributed
greatly to the success of the seminar.

Last, but not least, the PASSIA team would like
to thank the Palestinian participants for their
comments and enthusiasm to learn about the
socioeconomic aspects, political system, and
foreign policy making of Japan especially with
regard to the Middle East and Palestine.

Jerusalem,
May 1999

Dr. Mahdi Abdul Hadi
Head of PASSIA
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Seminar Program

L Preparation

4. Lecture Program

PASSIA consulted with Palestinian and foreign
scholars in order to plan and implement the semi-
nar. Consultation on the planning and implemen-
tation of the seminar began in December 1998. At
the beginning of January 1999, PASSIA adver-
tised the seminar in the local press, Al-Quds and
Al-Ayyam; notification was also given to national
organizations such as universities, research centers,
and institutions of the Palestinian Authority. No
fees for undertaking the course were required
from the participants.

From 14-19 March 1999 a series of lectures, dis-
cussions, and other educational exercises were
conducted by local scholars and visiting foreign
experts. In addition, representatives from the Japa-
nese diplomatic corps in Tel Aviv gave presen-
tations and the participants themselves presented
the background research papers that they had pre-
pared as part of the one-month preparatory read-
ing period.

5. Social Activities

2. Participant Selection Procedure

PASSIA formed a committee specifically for the
preparatory stage and oversight of the seminar. Its
members were: Dr, Mahdi Abdul Hadi, Head of
PASSIA, Dr. Rosemary Hollis, Head of the Middle
East Program at the Royal Institute of Interna-
tional Affairs, London, and Mrs. Deniz Altayli,
PASSIA’s Program Director. PASSIA received
applications from all over the Palestinian Territo-
ries and all applicants were invited for interviews.
Dr. Hollis came from London specifically to con-
duct the interviews, which took place between 27
and 30 January 1999 in Jerusalem and Ramallah.
Seventeen of the interviewees were selected to
participate in the seminar, as well as four reserves.

During the six-day seminar, beverages and lunch-
eon for all participants and lecturers were pro-
vided by PASSIA. One evening, PASSIA hosted
a reception at the Ambassador Hotel in Jerusalem
for all involved in the seminar, as well as for rep-
resentatives of Palestinian institutions, the diplo-
matic corps and friends of PASSIA.

6. Writing Assignments

3. Reading Period

A list of reference materials providing background
information on the topics to be covered in the
seminar was prepared in consultation with rele-
vant experts. Required reading materials were
photocopied and distributed to the participants at
the beginning of February, in order that they
could familiarize themselves with the basic facts
and issues in advance of the seminar, Additional
recommended reading material was available for
the participants at PASSIA’s library.

The reading period included the preparation of a
background paper; each participant was assigned
a specific topic to research and to present during
the seminar itself.

Participants were required to write a second essay
after the close of the seminar. A list of suggested
essay topics was made available during the semi-
nar, from which participants were invited to
choose the subjects on which they wished to
write. Essays had to be completed within one
month of the end of the seminar.

Participants who attended the entire seminar and
completed the reading and writing assignments,
assuming they have attended the entire seminar,
received a certificate from PASSIA recognizing
their successful completion of the seminar pro-
gram.



Opening Remarks and Orientation

Dr. Mahdi Abdul Hadi"

This seminar is part of PASSIA’s program on
Training and Education in International Affairs,
which has included to date seminars on The
United States and Canada: Political Systems,
Policy-Making and the Middle East, The Euro-
pean Union, The Foreign Policies of Arab
States, Strategic Studies, and Diplomacy and
Conflict Resolution. The idea of these seminars
is to equip young Palestinian graduates with
knowledge, information, techniques, and venues
of communication, etc., pertaining to interna-
tional affairs. Unfortunately, we are way behind
our Israeli neighbors when it comes to having
specialists on international relations and the re-
lationships of other governments and peoples
with the Palestinians, which is why we need
young Palestinian graduates like yourselves
whose desire to learn is their greatest asset.

I would ask you to do two things: one, to feel
free to be as open as you like with the speakers,
and two, to take off your political shirts and
think of yourselves not as a faction of this school
or that school, but only as Palestinians with a
genuine right to this land, including Jerusalem.

I will now give the floor to Dr. Rosemary Hollis
from Chatham House, who all of you either met
or spoke to during the interview period. As you
know, PASSIA prefers to use an external inter-
viewer so that we cannot be accused of any form
of favoritism. One result of this is that you
should by now be aware that you are here be-
cause you deserve to be here, and for no other
reason.

Dr. Rosemary Hollis®

At Chatham House, we have various connections
with Japan, including an international energy
and environmental program. A number of Japa-
nese fellows have also stayed at Chatham House,

! Dr. Mahdi Abdul Hadi is the founder and head of PASSIA.
? Dr. Rosemary Hollis is the head of the Middle East
Program at the Royal Institute of International Affairs (RITA
— ‘Chatham House"), London.

and my colleagues and I go to Japan quite fre-
quently in order to discuss issues of mutual in-
terest that concern the Middle East. Tradition-
ally, I would say the main Japanese interest has
been in the Gulf region, the reason being the
Japanese dependency on oil from the Gulf,

You are coming from a number of different di-
rections in terms of your interest in Japan. Some
of you are interested in management and busi-
ness practices, others in the Japanese state-
building process because you see Japan as a
country that was destroyed, occupied and then
rebuilt, Others, meanwhile, might be more inter-
ested in learning a little about the culture and the
cultural differences that could affect the Pales-
tinian-Japanese relationship.

With regard to the distribution of power in the
world, international relations theory especially
after World War II was dominated by a fixation
with a certain type of power, namely military
power. Even today, it would be most unwise
especially in this part of the world to dismiss
military power altogether. A couple of days ago,
I asked an Israeli diplomat why Israel will not
consider allowing trade to go directly from Jor-
dan to Palestine and back again instead of
obliging it to go through Israeli checkpoints. I
could see what was going through his mind: You
must be joking! There is no way we are going to
allow them to bring in guns, explosives, chemi-
cal warfare agents, or whatever. The Israelis fear
that if they do not control what comes in and
what goes out the Palestinians will be able to
increase this old-fashioned but nonetheless ex-
tremely important source of power. Even those
Israelis who talk about a Palestinian state talk
about a demilitarized state. It remains up to the
Palestinians to decide if having military power is
crucial to the kind of statehood they are seeking.

The Japanese, of course, were militarily ex-
tremely powerful during World War II. Now, as
part of its effort - which has been ongoing since
the end of World War II - to establish a new
identity in the world, Japan no longer uses its
forces abroad in any way, although it has defen-
sive forces to protect Japanese home territory
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from attack and a number of bases that are part
of the American strategic presence in the region.
At the time of the 1991 Gulf War, there was an
internal debate inside Japan concerning the kind
of military contribution it could make to the
coalition war effort; at the moment, the Japanese
Constitution does not allow for that, and there
would have to be some major changes in Japan
in order to deploy military forces abroad. In ef-
fect, there has been a decision that the military
power of Japan will remain purely defensive and
as Japan has not come under attack since World
War II, the question of what the Japanese have
got or have not got and whether it is adequate
has not arisen.

Another source of power is production, or rather
industrial power or the power of production, and
here I am thinking along the lines of the Marxist
concept of the power of production. Basically,
you cannot enter the industrialized world with-
out the ability to manufacture the kinds of ma-
chinery that you need to enter the post-industrial
world. If you are a purely agricultural society
without machinery or with only imported ma-
chinery, you have not become an industrialized
country and therefore you are dependent on im-
ports. Dubai is a wonderful trading port, but
does it produce anything? No. There is a lot of
talk about the Gulf economies and the fact that
the Gulf countries are obliged to import all their
military equipment, which results in a major
form of dependency because they do not have
the power of production. This power of produc-
tion does not only apply to military equipment.
You get your washing machines, fridges, and
televisions, etc. from Israel, but, clearly, it Pal-
estine had its own power of production, some of
this dependency would be reduced.

Note that optimism, hope, tenacity, determina-
tion and all the rest of it can help, but the inter-
national relations theorists and the international
political economy theorists are mainly interested
in the structure that determines who has and who
has not, where the power is and where the power
is not. Israel, for example, started as a commu-
nity that built itself and then turned itself into a
state and had industrial production. Now, today,
Israel is far more than an industrial society, one
reason being that it has hi-tech. Hi-tech gives
power, especially if the countries that have it can
develop it themselves, a facet we can label as

‘knowledge’. This ‘knowledge’ is like the soft-
ware that goes into the computers and the crea-
tion of that software. The power of production is
going to determine whether you could make the
hardware here or whether you have to import it,
but you really need the knowledge to know what
it is that you want from other countries.

I have to say that in terms of computer know-
how, Palestine is doing quite well, the Internet
and the use of the Internet having taken off quite
spectacularly, leaving Palestine well ahead, I
would say, of any of the other Arab countries.
The Lebanese, for example, took off in that de-
partment, but they initially lacked the telephone
lines and everything was done by cellular tele-
phone, which proved enormously expensive. The
Egyptians would be up there but for the fact that
their telephone system is so old, although I be-
lieve that they are in the process of replacing it.
Fortunately for you, you did not have to do what
they had to do in Abu Dhabi, that is, to import
Egyptians to run the machinery - you already
have your own machines and do not need to rely
on Israeli expertise to run them.

The Americans are now trying to get themselves
up to speed in the area of knowledge warfare
because the American society, which is the most
powerful in the world and the most powerful in
terms of production, is vulnerable when it comes
to hackers, which means that it is important that
they keep ahead. There is a theory that if you
lead the race in the hi-tech computer field, there
is no way that other people can catch up with
you because knowledge is growing so fast and
although people can acquire some of that knowl-
edge, they cannot compete in the discovery area.

At this point, T should point out that there is a
difference between innovation and knowledge.
Innovation means that you have the most knowl-
edge, but when this knowledge is imported, you
do not have innovation. The potential vulner-
ability of the Gulf States is that all their techni-
cians and managers are imported.

The last facet is the power of credit, which
played a big role in the financial crashes that
took place in Asia. Karl Marx built his whole
theory concerning the power of production on
the basis of his understanding of how you can
mix labor with raw materials and produce goods,
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which is what production is all about. What be-
came much clearer later, however, is the power
of credit. There are bodies like the Paris Club,
the International Monetary Fund (IMF), and the
World Bank (WB), and if they decide that you
are not creditworthy, you simply cannot borrow.
Nobody can save enough money to build a fac-
tory, to buy the plant, etc., so without the power
of credit, businessmen are lost. Today, the inter-
national power structure dictates that certain
international banks, particularly Western banks,
have a very strong hold on the power of credit.
The Japanese at the moment are under pressure
from the United States not to lend money to Iran;
they made one sizeable loan to Iran to fund an
industrial project there and it makes perfectly
good sense that having made that loan they want
to protect their return on it by ensuring that the
Iranian economy is going to be able to deliver,
but for political reasons the United States inter-
vened and put pressure on the Japanese Gov-
ernment not to renew or expand the Iranians’
line of credit. As far as the United States is con-
cerned, the Islamic Republic of Iran is not to be
traded with, not to be lent anything, not to be
dealt with at all. In fact, America has actually
said that if one penny of IMF or WB money
goes to Iran, the United States will withdraw all
its funding for both organizations, which would
literally kill them.

Since the crash 18 months ago, the Japanese
banks and therefore the whole Japanese econ-
omy have found themselves in trouble for lend-
ing to insecure ventures based on insufficient
security. One important aspect of the British and
the Japanese relationship with the United States
is that the British and the Japanese along with
Canada — the three largest foreign investors in
the United States - are the most exposed in terms
of their investments there. Consequently, they
are extremely dependent on the success of the
American economy because if that nosedives,
then so do their investments and so does a large
chunk of their financial security.

The distribution of power across the interna-
tional political economy has these main facets,
but in my opinion, this model takes insufficient
account of the more tangible aspects of human
interactions and human relations, all of which
affect business and international relations. The
average political economist is a little uncomfort-

able with the whole idea of culture because he
cannot put numbers on culture; the tendency has
been in the discipline of international relations to
work with things that you can add up and divide.
Culture, of course, is not like that, so the social
scientists have been doing their best to find ways
to feed the consequences of culture into their
knowledge base in order to understand how the
world works. The same could be said of attitude.
The British, for example, were still walking
around behaving as if they had power and influ-
ence long after the fall of the British Empire, but
if anybody had tested it, it would have crumbled.
I still maintain, however, that it is always, or
nearly always possible to convince people that
you have power, even at the Israeli checkpoints.

The Palestinians, of course, are at a tremendous
disadvantage, but you know what you are aiming
for and you know where the power facets are. I
am not saying that you have to do the same thing
that you did during the Intifada, because I realize
that the power structure will not work in the
same way again, but the Intifada was a demon-
stration and we should not forget the power of
the media to send a message concerning your
attitude. The Israelis still talk about how they do
not relish the prospect of controlling 2.5 million
— soon to be three million — Palestinians who do
not want to be controlled.



Pre-Modern History of Japan

Prof. Ben-Ami Shillony'

With regard to the question of how Japan became
such a large economic, technological power in an
incredibly short space of time, one has to remem-
ber that it did not start from scratch. In fact, no
country in the world starts from scratch as every
country has its culture, its values, and its traditions,
which it uses to facilitate change. The interesting
thing about modern Japan and the key to its suc-
cess is this ability it has to change without losing
its identity. Whilst being very open to change and
to foreign influence Japan succeeded in maintain-
ing its culture and values.

Great changes took place in Japan, not once, but
twice: once starting in the second half of the 19"
Century and ending in 1945, when the greatest
change took place, and once after World War Il
and until today. The great change that occurred in
the 19™ Century is very interesting. First of all,
because Japan was the first non-European country
to modernize at a time when the entire world was
being dominated by the Western powers and the
belief that only Westerners could really develop
science or modern technology. The Japanese were
the first to prove that non-Europeans and non-
Christians were equally as capable, although there
were even some Japanese who did not believe that
they could do it.

Japan’s achievements at that stage are all the more
remarkable in light of the country’s geographical
distance from central Europe and its lack of con-
tact with Western cultures. Moreover, the Japanese
language had nothing in common with Western
languages, which meant that it was incredibly dif-
ficult for the Japanese to understand them. Thirdly,
the Japanese religion was totally different to those
that existed in the West, whilst a fourth disadvan-
tage was the Japanese’s self-inflicted seclusion and
the fact that for a very long time, they did not have

! Prof. Ben-Ami Shillony is Professor of Japanese History,
Hebrew University, Jerusalem.

any important contacts with the West. The social
structure of Japan, which was not conducive to
modernization, could also be added to the list of
disadvantages. Japan’s was a feudal class society,
in which the warriors called the Samurai were the
rulers of the peasants and the middle class, and it
was impossible to move up from the class into
which one was born.

However, Japan also had cultural and traditional ad-
vantages, including its uninterrupted independence,
which lasted from the 4™ or 5™ Century until the
19" Century, and its distance from anywhere else.
Even the Chinese had never really tried to occupy
Japan, being all too well aware of the fact that the
Mongols had failed miserably in trying to invade
Japan, whose warriors were legendary.

The Emperor in Japanese history never really had
power because all the power was in the hands of
the military — the Samurai and the Shogun. As a
symbol, however, the Emperor was very important,
being the point around which all the Japanese
could unite. The Emperor was the descendent of a
dynasty that had reigned over Japan since the very
beginning. In this context it is worth mentioning
that Japan is the only country in the world whose
dynasty has never changed.

With regard to religion, the Japanese were far less
committed than people in other Asian countries or
the West, and although there was a local religion
called Shinto, it was not taken very seriously.
There are no prophets in Shinto, no moral code,
and it is the kind of religion that is more ceremo-
nial than anything else. However, Shinto was fol-
lowed by Buddhism, a religion that came to Japan
in the form of many different sects, hundreds of
which exist until this day. This is perhaps one of
the reasons why Buddhism was also not taken that
seriously by many Japanese and why many follow
Buddhism and Shinto at the same time. In no other
country in the world could one belong to more that
one religion, the reason being that religion is taken
far more seriously everywhere else than it is in
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Japan. This, on the other hand, also explains why
there were never any clashes based on religion in
Japan. If a Japanese Buddhist is asked today which
sect he belongs to, the answer will likely be that he
is not sure because his mother belonged to one sect
while his father belonged to another. In fact, the
only time that it really becomes an issue is when
someone dies and his family have to decide in
which cemetery they should place his ashes, but
even then, there is a good chance that they will
simply go for the cheapest or closest.

Christian missionaries, who arrived in the 17" Cen-
tury from Portugal, succeeded in converting a fair
number of Japanese to Christianity. However, often
it was not a true conversion, as those who ‘con-
verted’ merely added Christianity to their other
religion(s). Many others rejected Christianity as
easily as they had accepted it once they discovered
that it would not allow them to pray to Buddha or
the eight million Shinto gods, or marry certain
spouses, etc. Even today, the Christian population
in Japan is less than one percent, not because
Christianity was banned but because of the general
lack of interest in religion. Many Japanese ‘Chris-
tians’ were only interested in the ‘nice’ parts of
Christianity, such as Christmas and wedding cere-
monies. In fact, many Japanese - even non-
Christians - marry in a church simply because of
the music. The missionaries built schools and hos-
pitals in Japan, just like in the Middle East, and the
best girls’ schools in Japan today are Christian
schools. The Empress herself is a graduate of one
of these schools, but most of the girls who attend
them are not Christians.

Another reason why the Japanese rejected Christi-
anity is that they saw that the missionaries were
being followed by the merchants and colonizers,
and having seen what had happened in the Philip-
pines, they became afraid of the missionaries, es-
pecially the Catholic ones. Eventually, Christianity
was outlawed and all the foreigners expelled from
Japan. I would say that Japan’s seclusion from the
17" to the 19" Century was a major advantage
when it confronted the West in the 19™ Century, as
it meant that the Japanese were not hindered by
any religious scruples or objections. Another ad-
vantage was the high level of education in Japan.

The Japanese have a unique system of writing,
which they took from China but not without add-
ing some modifications. Each letter signifies a
meaning and can be read in many different ways or
used to indicate some sound for phonetic purposes.
Consequently, when you look at the text it is very
difficult to decide which symbol means something
and which symbol indicates a sound, and in this
regard, it is much harder to understand than Chi-
nese, where there is actually a script.

Today, the first layer of the Japanese language is
Japanese, the second layer a very rich layer of
Chinese words, and the third layer words that were
absorbed from Western culture. There is no lan-
guage in the world that is ‘pure’ — in Arabic, for
example, there are hundreds of words from Turkey
and Persia — it being natural for languages to ab-
sorb foreign influences. However, what happened
in Japan was that the Japanese added the Chinese
words to the local ones, which means everything in
Japan had two names, the Japanese name and the
Chinese name, as the Japanese pronounce it. In
modern Japanese you can say almost anything in
three ways: in the Japanese way, in the Sino-Japa-
nese way or in the English-Japanese way.

One of Japan’s major advantages when it con-
fronted the West in the 19™ Century was the fact
that although it was a secluded country that no
foreigner could enter and no Japanese leave, its
people were very open culturally. Whereas, for
example, the Japanese were familiar with Chinese
culture, the Chinese had no idea about Japanese
culture, and one of the reasons why the Chinese
found it so difficult to modernize was that they
really felt that they had the best culture in the
world and that there was nothing to learn from the
Japanese ‘barbarians’. The Japanese, meanwhile,
were ready to absorb foreign cultures, and by the
time they came into contact with the West, they
had already been learning from the outside for
more than 1,000 years.

In addition, because the Japanese had not been
colonized by any Western power in the 19™ Cen-
tury, they had developed this easygoing way of
adopting Chinese culture without hating the Chi-
nese; they never really liked them, but they ad-
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mired their culture and it was more or less the
same when the Westerners came. In effect, the
Japanese kind of replaced China with the West,
believing that what they took from Western culture
would make them stronger and more independent.
One has to remember that the great fear in the 19™
Century was the fear of colonization and exploita-
tion, so the Japanese had basically two options: to
fight the West, or to learn from it.

Western culture arrived in two stages in Japan. The
beginning of the first stage was marked by the ar-
rival in Tokyo Bay of United States warships,
whose commanders gave an ultimatum: “Either
you open your ports or we will shoot at you.” The
Japanese decided to comply, so it was a matter of
force but without any bloodshed. Had it been the
English, they would have fired at the Japanese, but
the Americans were quite weak at that point and
could not afford a war. The Japanese actually dis-
played great wisdom in not fighting back but in-
stead saying to themselves “We will bow our
heads and accept them, but we will also make an
effort to learn from them in order to become as
strong as they are.” Had the Japanese refused to
open their doors, there would have been a war,
involving, no doubt, also the British and the
French, and Japan would have been destroyed.

Also fortunately for Japan, in 1868 a group of
young warriors overthrew the government, took
the Emperor and made him the symbolic head of a
‘government of the Emperor’ in what came to be
known as the ‘Meiji Restoration’. One result of this
was that people were motivated to work harder,
because now they felt that they were not being ex-
ploited by members of the government, but were
working for the Emperor, who was considered
sacred. Some people even called the Emperor
ka’mie which means god; he was not a god to wor-
ship or pray to, but someone who held a very sacred
position that was important enough to attract the
loyalty of the people. The ‘restoration’ men
created a myth that the Emperor had once ruled in
Japan, only for the military people to seize power
and that now, they were restoring power to the
Emperor. The real motive, however, was to com-
bine two things: Westernization or modernization,
and the strengthening of the Japanese nation so

that it could never be absorbed by the West, which
involved making loyalty to the Emperor and nation
the central element of the Japanese ideology.

From 1868 cnward, the whole system of Japan
changed. People were told that if they did not
change, the country would be lost to the enemies
surrounding it, whereas if they did, learning eve-
rything from those around them but whilst be-
coming strong militarily and economically and
developing nationalism, they would have the great
advantage. One great change was the abolition of
the class system, the feudalism, and the introduc-
tion of a Western-style constitution that abolished
all forms of special class privileges and made eve-
ryone equal before the law. The other major
change was to improve the education system. High
standards of education had existed in Japan for
hundreds of years, but the problem was that chil-
dren were learning wrong things, namely the Chi-
nese culture, which was totally dysfunctional in
the 19" Century. Being aware of this problem, the
Japanese decided it was time to teach their chil-
dren Western culture and languages but without
allowing them to lose their Japanese identity and
whilst teaching them to respect the Emperor and
the country. Furthermore, it was decided to pro-
vide equal basic education for boys and girls and
high scheol and university education for a few, ‘a
few’ not being those who were born into the right
families, but those who obtained good results in
the examination system, which had not existed
before the ‘Meiji Restoration” administration.

The military was also reformed. Previously it had
been characterized by a class occupation of the
warriors; in other words, once born into the mili-
tary class one stayed in the military for life. This
system was abolished, and a new military system
was built on the farmers as the main source of new
recruits. When the warriors complained that the
farmers would make poor soldiers, the new gov-
ernment responded by telling them that now that
the class system had been abolished, the farmers
would be motivated to become excellent soldiers
and to be loyal to their country.

Another great reform was industrialization. It was
very difficult in the 19" Century to establish a
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modern industry. There were people who were will-
ing to invest in Japan, but only with the goal of
taking out the profits and controlling the Japanese
economy, which is why the Japanese said no to
foreign investments. In order to fund the industri-
alization the government taxed the farmers very
heavily, which was rather unfair, and paid indus-
trial workers very little. In contrast to India, for
example, Japan did not go back to manufacturing
by hand; on the contrary, it decided to build new
factories and send delegations abroad to learn from
the Westerners who were flooding the Japanese
market with cheap textiles and clothes. By paying
their employees very low wages, the new Japanese
factories were able to compete against Western
products.

The way the Japanese dealt with importing the
Western language is interesting. For example, they
translated telephone as ‘electrical talking’ and train
as ‘steam car’, which meant that by seeing two
characters, one for ‘steam’ and one for ‘car’, eve-
ryone could understand what a train was. Unlike
other peoples that absorbed Western culture, the
Japanese never changed their names to Western
ones, which they considered another red line. To-
day, even Christians in Japan stick to their Japa-
nese names.

The way the Japanese dress, on the other hand,
was one of the things that did change. In the 19"
Century, the Westerners coming to Japan made it
clear that they considered anyone wearing tradi-
tional clothes barbaric. The Japanese, meanwhile,
wanted to be respected — respect is a very impor-
tant aspect in Japanese culture — and accordingly,
they changed the way they dressed, hoping to earn
respect from the Westerners coming to the coun-
try. One result of this is that the strictness of dress
in Japan today is far greater than it is anywhere
else in the world. The first delegation that went
from Japan to the West in 1860, before the resto-
ration, were dressed in kimono and they were hor-
rified to find people in the West laughing and
pointing at them, and by the time the next delega-
tion set out, they were sporting Western clothes
and Western hairstyles; in fact, the Samurai hair-
style was outlawed. Of course, the Emperor — who
was very young at the time — was used to set an
example and ordered to dress in a Western manner,

which for the Japanese was extremely difficult as
it meant putting on shoes, which they simply were
not used to.

Even the eating habits of the Japanese changed, the
reason being that they believed that the Westerners
who came to Japan were so tall because of what
they ate and that the Japanese diet was to blame for
their own short stature. The Japanese did not eat a
lot of meat at that time, only fish and occasionally
rabbit and they did not drink milk or eat dairy
products; in short, their diet was much poorer than
ours, consisting mainly of fish, vegetables and rice,
so they decided to change it, which certainly was
not easy. What did they do? They took the Emperor
and got him to eat a steak in public, saying that he
was doing it for the sake of the country and because
he wanted everyone to eat meat and be strong. One
interesting point is that the Chinese had always
eaten meat yet, until the ‘restoration’, there were
no Chinese restaurants, whereas after the ‘restora-
tion’ they gradually became popular. Did this make
any difference to the size of the Japanese? Well, it
does appear that every new generation is taller
than the last, but no one knows if it is because of
this change in their diet, although I personally
believe that food has something to do with it.

The Japanese also absorbed the Western calendar,
which gradually replaced the lunar calendar, which
the Japanese had used in the past. All their holi-
days had been based on the traditional calendar,
but instead of doing what the Jews did - namely, to
say we will have two calendars and our holidays
will be according to the old calendar and our busi-
ness dealings according to the new calendar — they
decided to move the first day of the first month
from the beginning of February — the Chinese New
Year, when spring begins — to January 1%, which
meant that all their holidays had to move a month
and a half backwards. In any other society, relig-
jous people would never allow their holidays to be
played around with, but in Japan, it was not a
problem, simply because the people did not take
religion seriously.

Something that was not so good for the Japanese
was that they copied Western imperialism, build-
ing their army on the German model and their
navy on the British one. They thought, rightly or
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wrongly, that in the world of imperialism one was
either strong or weak, and that if one was not
strong, the others would eat him up, which is why
they wanted an empire and decided to invade some
of their neighbors. Consequently, the Japanese
fought a war with China in 1894-95 and succeeded
in taking Taiwan from the Chinese. Next, they
fought a war with Czarist Russia, with whom they
had a quarrel over Taiwan, which was a real chal-
lenge because Russia was a massive power. The
Japanese fought the Russians for two reasons: to
enlarge their country and to gain admiration and
respect in the West. After this, they took Korea
and later Manchuria, which they said they needed
not only for their defense, but also for their econ-
omy, which needed raw materials; the only trouble
was, the more they got, the more they wanted.

At the beginning, Western countries looked very
favorably on Japan, which they regarded as some
kind of ‘bright pupil’, but when Japan started ex-
panding, especially after World War I, Great Brit-
ain and the United States — and also, of course
China, which was scared of being conquered by
Japan - started fearing Japan. It was at this stage
that the West began to take an interest in China
and the Chinese hatred of Japan began to be mir-
rored in the West. When World War II broke out,
the Japanese signed an agreement with Hitler,
having the intention of occupying Southeast Asia
with all its resources. The only power that was
blocking the way was the United States, so the
Japanese bombed the Americans in 1941 and
quickly seized all of Southeast Asia. From a mili-
tary point of view it was one of the greatest victo-
ries in history, and the Japanese really believed
that they had gotten away with it. However, be-
cause they were allied with Hitler, whom the West
set out to beat, the West also set out to beat Japan.

The Japanese fought heroically, but the West
fought them with a vengeance, developing all sorts
of new weapons, including the atomic bomb, in the
process. This was the only war in which nuclear
weapons have been used, with the Americans
dropping two bombs on Japanese cities. Whether
or not this was justified is still being debated to-
day, especially since the bombs were dropped at
the end of the war when Japan was already beaten.
The Japanese surrendered immediately, unlike

Germany, which had to be conquered before it
would surrender. (In Japan, only the city of Oki-
nawa was conquered.)

Japan surrendered in a very interesting way. Be-
cause the government feared the army would con-
tinue to fight, they got the Emperor, who had pre-
viously been used to urge the people to fight, to go
on the radio - for the first time ever - and tell the
people to lay down their weapons. The govern-
ment realized that if the people did not hear the
Emperor actually tell them that Japan had surren-
dered, they would never believe it.

The price of the war was enormous; all of Japan
had been destroyed, the Americans having decided
that the best way to make the Japanese surrender
was by conducting air raids, destroying not only
Japan’s military and its industries but also its
population centers. It was no surprise, therefore,
that at the end of the war, the Japanese felt that
they were back to square number one.

Participant: If Japan had had the atomic bomb in
1945 would it have used it?

Prof. Shillony: 1 think the question is, if America
had developed the bomb earlier, would it have
used it against Germany? We don’t know. World
War II was a very cruel war. We all know about
the cruel things that the Germans did but the Japa-
nese also committed atrocities in China and South-
east Asia. The Soviet Union, which was fighting
on the allied side, also committed many atrocities
when it conquered Germany and Manchuria. I
imagine that due to the cruelty of the war, yes, the
Japanese would have used the bomb. However,
when they bombed Pearl Harbor they attacked
only the naval base and not the civilian city of
Honolulu, which they could have done quite easily
had they wanted to.

Interestingly, the Japanese showed a high degree
of respect toward their British and American pris-
oners, treating them far less harshly than the
Chinese detainees, and this is but one example of
the way in which the Japanese never let go of this
respect for Westerners. During the war, for exam-
ple, the Japanese Government decided to abolish
English and there was a lot of talk about teaching
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Japanese children German instead, but their parents
insisted that they wanted them to continue learning
English. Moreover, when the B-22 bombers came,
the Japanese would say, “Mr. B-22 is coming,”
which again, implies a kind of respect for Western-
ers. Even the kamikaze pilots wrote letters in
which they said that they hate the Americans but
love their music...“so although tomorrow 1 am
going to die, I want to listen to American music.”

During the war, the Japanese officially respected
Asians and hated Americans whereas actually,
they despised the Asians and respected the Ameri-
cans, being frightened to identify with Asians, who
were a part of the underdeveloped world. As for
the Asians, they were impressed by Japan’s mod-
ernity; the Koreans, for example, hated the Japa-
nese, but they valued the new methods of produc-
tion and education that they established.

Participant: Was the Emperor regarded in the
same manner as the British Royal family?

Prof. Shillony: In a way yes, although one has to
remember that the Emperor with all his titles and
fancy clothing had far less power than the British
monarchs. Even today the Queen is the Head of
the Army, the Head of State and has one of the
world’s largest fortunes. In Japan, even before
1945, the Emperor was the Head of State and the
Chief of the Army but he was never involved in
any of the decision-making. On the other hand,
there are still people in Japan who find it hard to
believe that he will just walk around in the streets,
remembering, as they do, the ‘old days’ when the
Emperor was so ‘divine’ that to portray him on
money or postage stamps was unthinkable.

The Emperor had always been respected in Japa-
nese history; even though the government had
changed and Japan was divided into warring states
for a very short time, all of them recognized one
Emperor. Moreover, when the Meiji leaders
thought about how they should reform their coun-
try, they saw that in the West religion played a
very important role in motivating the people, and
they thought to themselves, “Okay, we do not have
a strong religion, so what do we have that is im-
portant?” It was then they realized that by using
the symbol of the Emperor, they could rally up

support for the new regime. Consequently, media
and school announcements and government proc-
lamations were all done in the name of the Em-
peror and all public documents were signed ‘By
order of the Emperor’. Even in battle the Japanese
shouted ‘Banzi, banzi,” which means ten thousand
years, or rather that ‘the Emperor should live ten
thousand years, even though I am going to die’.

Even though he was only a symbol, which meant
that no politicians were able to become strong
enough to pose a problem, all the credit for Japan’s
successes went to the Emperor. If Japan is com-
pared to any other country in the modern world,
great dramatic change was always led by dramatic
figures, but who was the Lenin, Hitler, Churchill,
Abdul Nasser, or Chairman Mao of Japan? There
was no charismatic figure at all, because to have
one, would have negated the role of the Emperor.
The great problem with personality leaderships is
that when the personality dies, everyone dies but in
a system of collective leadership, if one leaves and
one arrives, it makes little difference.

One of the disadvantages is, for instance, the
question of who should be held responsible for
mistakes. With regard to the war, the Americans
did not know whom they should put on trial,
because everyone knew that although the Emperor
had signed all the paperwork, the war had not been
his actual doing. Collective decision-making, there-
fore, has it up and its down side.

Participant: Going back to names, isn’t it true that
the Japanese who emigrate today do actually
change their names?

Prof. Shillony: Only their first names, and only
because the parents think that it will be easier for
their children to fit in at school. Unlike Jews and
Moslems, the Japanese living abroad never had
any problem with being unable to celebrate their
different religious holidays, the reason being that
they are basically of little significance and what
the Japanese emigrant wanted more than anything
else was to fit into the host society.

There were 150,000 Japanese-Americans living in
America when the war broke out in 1941. The
Americans were worried that the Japanese would
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obey the orders of the homeland so they put them
all into concentration camps, even though they had
not done anything. In addition, they confiscated all
their property and failed to return it after the war,
because they saw the Japanese as potential ene-
mies. Of the people in the camps, not one of them
identified with Japan, only with the United States,
and they even asked to be allowed to serve in the
army, to which the Americans replied, “If you
want to fight, go fight the Germans in Europe,”
which many of them did. In fact, the Japanese unit
won the largest number of medals and suffered the
highest casualties. Many of the Japanese served as
interpreters, and again proved very effective, so
there was never any reason to believe that they
were more loyal to Japan than they were to the
United States.
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Modem History of Japan

Prof. Ben-Ami Shillony'

One of the most interesting aspects of the post-war
period is the American-Japanese relationship. Dur-
ing the war, the Americans and the Japanese were
bitter enemies, and the Americans, certainly, had
never hated an enemy as much as they hated the
Japanese, whom they considered less than human.
In light of the fact that the Americans dropped the
atomic bomb and destroyed all the cities of Japan,
one would assume that this great hatred between the
Japanese and Americans would have lasted for
many generations, but the fact is, it evaporated in-
credibly quickly. Part of it can be explained with the
fact that the Japanese are so good at changing and
adapting, which means that they can easily change
from a bitter enemy into a good friend. In other
words, if you are going to war, you go to war, but if
you are going to make peace, then you make peace.
At the end of the war, the Japanese knew, even
without being urged on by the Emperor, that surren-
dering and making peace with the Americans was
the right thing to do in order to avoid an American
conquest of every Japanese town and city.

The Japanese were also fortunate that their enemy
was the United States, rather than, for example, the
Soviet Union. Even though the Americans dropped
the atomic bomb, they had no desire to annex Japan
or to punish the Japanese, and the American Gov-
ernment was extremely lenient toward Japan after
the war, even though American public opinion was
strongly anti-Japanese and demanded punishment,
The main reason was that the Cold War broke out
immediately after World War II. The Soviets had
succeeded in China and the Americans needed to
show the Asian people that capitalism, not commu-
nism was the right system. Consequently, it was in
their interest to rebuild Japan rather than destroy
and punish it. Since Japan had surrendered uncondi-
tionally, the Americans could do whatever they
wanted but there was an understanding that they
would not destroy Japan or the Royal Family or even
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depose the Emperor, in whose name the Japanese
had fought the war. The idea of ‘forgiving and for-
getting” vis-a-vis Hitler was unthinkable, but the
United States needed the Emperor because through
him they could do anything, whereas without him,
there would have been an uprising against the
Americans,

It is interesting to note that when all the Japanese
political leaders who were responsible for the war
were put on trial and executed, the vast majority of
Japanese believed that they should have committed
suicide when the war ended following the tradition
of the Samurai. As far as they were concerned, it
was shameful for them to be executed rather than
kill themselves.

Because the Americans treated the Japanese well,
the Japanese reciprocated by reacting in a positive
way to the Americans. When the Americans had
announced that they were going to occupy Japan,
the Japanese, having never before been occupied,
had no idea what would happen and were con-
vinced that their own cruelty would result in the
Americans taking revenge. Consequently, many
Japanese families sent their womenfolk into hiding
as they believed that they would all be raped and
murdered once the American soldiers arrived,
whereas what actually happened was that the
Americans gave them food and treated them with
nothing but respect. Having realized that the
Americans were not nearly as bad as they had
imagined, the Japanese fondness of the West and
their desire to learn from the West reemerged.

The Americans were also mistaken about the true
nature of the Japanese, so mistaken that General
MacArthur thought that he would need millions of
soldiers in every town and in every village, only to
discover that the Japanese were perfectly willing to
cooperate with the American occupation. Had the
Japanese responded with force, there is no doubt
that the Americans would have crushed them com-
pletely, being so much stronger, but as it was, they
did not even put the Emperor on trial or call him as
a witness, let alone execute him, which left the
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Japanese people with a very good impression about
the Americans.

The first meeting between Emperor Hirohito (Em-
peror of Japan from 1926 until 1989) and MacAr-
thur has become a famous story. MacArthur had
refused to meet the Emperor in the palace, as this
would have implied that the Emperor was more
important than he was. What happened next was
almost unbelievable: the Emperor took a couple of
people and drove to the building in which the
American general’s office was situated where, upon
hearing that MacArthur would not even condescend
to meet him downstairs, he walked up the stairs to
MacArthur’s office. When the Emperor told Mac-
Arthur “I take responsibility for the war. You can do
whatever you want,” it really threw the general, who
thought that he had come to plead for his life.
MacArthur believed that the Japanese would now
lock down on the Emperor but he was wrong; the
Japanese actually said that they admired the
Emperor because for the sake of Japan, he had gone
and lost prestige, so, in the end, the Emperor was
saved, not only as an institution but also as a person.

What happened next was that the Americans de-
cided that they should change Japan from being a
militaristic society so that it would not attack them
again. Thus they said to the Emperor, “How about
declaring that you are not God anymore?” “No
problem,” said the Emperor, and on 1 January 1946
he told his people, “My people, there has always
been a myth that I am a God. I am a human being
just like you.” For the Americans it was a great
achievement, but to be perfectly honest, few Japa-
nese really cared because it was a title of respect;
after all, there were eight million gods and one more
or one less was not going to make any difference.

Next, MacArthur decided that the Japanese should
become a democratic society, believing with good
reason that generally, democratic countries do not
fight each other. However, the Japanese did not
want to change their constitution, so MacArthur
said that if they did not change it, he would write
them a new one — which he, or rather one of his
staff, did in approximately one week. The Japanese
then made it a sort of amendment to the previous
constitution, and once it had been signed by the
Emperor and approved by the Japanese Parliament,
after the making of a few minor changes, it was

established as the new constitution of Japan in
1946. It came into force in 1947 and is still the
constitution of Japan today.

Although the new constitution was written by the
Americans it is such an idealistic constitution that
the Japanese fell in love with it straight away.
Even today, they are very committed to it, the rea-
son being that the previous constitution had said “I
the Emperor of Japan bestow on you this constitu-
tion,” whereas this one says that “the sovereignty
of the constitution lays in the sovereignty of the
people”. It goes on to say that the Emperor is a
symbol of the State, just like the flag, and has no
real power whatsoever. So it is a very democratic
constitution, all power to the parliament and total
freedom of speech and of organization, etc.

The most important clause, however, is clause
number nine, which says that Japan will never
again go to war and will never have a military or
develop a nuclear potential. Costa Rica is the only
other country in the world whose constitution says
that it should have no army. A few years after the
constitution was signed, the Americans discovered
that they had made a great mistake because they
realized that it would be a good idea to have Japar,
like Germany, become an ally of the United States.
The problem was that when they came to the Japa-
nese and said, “Now we are allies, there is the
Cold War and the Soviet Union, so how about
building a military?” the Japanese turned around
and said, “No, our constitution does not allow us.”
“But it was us who wrote the constitution!” said
the Americans, to which the Japanese replied, “No
it was the Japanese people who wrote it.” Even
today the Japanese people believe that they wrote
their own constitution.

When the Korean War broke out, the Americans
were forced to move their army from Japan to Ko-
rea, and it was then that they put real pressure on
Japan to build a military, partly because of their
fear of communism, which by that time had be-
come legal in Japan. The Japanese did, eventually,
agree to build a military, but because the constitu-
tion was against the building of a military as such
and could not be changed, the Japanese built
something called the Self-Defense Forces (SDF).
Members of the SDF are not called soldiers but
‘employees’ of the SDF, and even though some
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Japanese said that it was unconstitutional, the courts
did not abolish it, everyone having realized that
Japan needed some kind of military. The United
Nations Charter recognizes that every nation has
the right to self-defense, but even so, Japan’s mili-
tary has remained small and never exceeded more
than 250,000 members out of a total population of
120 million people. Moreover, all of its equipment
is defensive, the sole purpose of the SDF being to
block an invasion of Japan. Nevertheless, the mili-
tary budget of Japan is the second largest in the
world. One of the reasons is that because the army
is not constitutional, meaning that there is no na-
tional service, the Government of Japan is obliged
to pay members of the SDF extremely high salaries.
In addition, Japan’s military equipment, although it
is defensive, is amongst the best and therefore most
expensive in the world. Certainly the SDF stands in
stark contrast to the army in Korea, where one
million people out of a total population of 20
million are in the army, which has aircraft and tanks
and even, perhaps, nuclear weapons.

Japanese ‘soldiers’ are like any other employees
and can resign whenever they want. Worthy of
note is the fact that they take off their uniforms the
second they go home because they are ashamed of
being associated in any way with anything mili-
tary. In fact, what has happened is that the former
most militaristic society in the world has actually
become the most pacifistic society in the world, so
pacifistic that in Japan, any war is considered as
unjust. Opinion polls have revealed that were there
to be an invasion of Japan by China, the vast ma-
jority of Japanese would choose to leave the coun-
try or be ruled by the Chinese rather than fight.
Moreover, when the United Nations (UN) asked
the Japanese to provide some military personnel
for missions around the world, the Japanese public
were against it, being afraid that this would lead to
something else, such as Japan going on to conquer
China, which is of course crazy but shows the ex-
tent to which the Japanese are against the military.

The Japanese forgot about the war very quickly
and became very pro-American, both with regard
to learning from the Americans and with regard to
American popular culture, which resulted in many
English words entering the Japanese language.
Even in the cities of Nagasaki and Hiroshima,

American soldiers going there were well received,
even more warmly than in other places and even
right after the war. This is rather strange, as the
Americans did not behave very well in these cities;
at one point they built a clinic in Hiroshima and
many Japanese went there in search of treatment,
only to discover that it was there conducting re-
search on the effects of radiation. However, in-
stead of hating the Americans, the Japanese treated
the war like a game of sports; you played it, you
lost, okay, no bad feelings. Every year in Nagasaki
and Hiroshima there is a commemoration, but al-
though there is a lot of talk about bombs and nu-
clear disarmament, no mention is made of who
dropped the bombs on Nagasaki and Hiroshima,
the Japanese having long ago accepted the fact that
they made and were punished for making a huge
mistake. Today, if you go up to a Japanese and
ask, “What do you associate with Hiroshima?”
nine times out of ten the answer will be either
“The car industry” or “Mazda,” because Mazda
cars are built in Hiroshima, and in some cases “Its
baseball team”; only way down the list of associa-
tions comes the dropping of the atomic bomb.

Unlike the Japanese, the Americans have not dis-
played a willingness to forget. For example, 50
years after Pearl Harbor the Americans held a big
ceremony, but when the Japanese asked to be in-
vited, they were horrified. As far as the Japanese
were concerned, this was a new era, one in which
they were working alongside the Americans, and
everyone should let bygones be bygones. In Japa-
nese religion, there is none of this strong divide
between what is good and what is wrong, between
black and white, and the Japanese felt that during
the war cruelty was part of the way one fights,
whereas after the war you have to be friendly be-
cause you have made peace. One could even say
that the Japanese regard what happened during the
war as a natural disaster, such as the earthquake
that destroyed Tokyo in 1923, when the number of
people killed was approximately the same as the
number killed in the war. The way the Japanese
look at things, when there is an earthquake you do
not blame anyone but reorganize, rebuild and then
forget all about it. The lesson that Japan and the
United States learnt from World War II was not
the same. The lesson that the Americans learnt is
that one should never appease an aggressor and
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that they had been wrong to appease Hitler before
the war instead of confronting aggression, which
was the whole rational behind the Cold War. In
contrast, the Japanese learnt that it does not matter
if you are right or wrong, war is bad, and if the
Americans want to fight the Soviet Union, that is
their choice, but Japan will not help them.

Having made a decision to refrain from ever be-
coming militarily involved in any future conflicts,
the Japanese had to decide on what it was they
should concentrate on as a nation. What they de-
cided was that theirs should be an economic role
and that all the military energy should be re-chan-
neled into economic energy. Consequently, Japa-
nese fighters became businessmen and in building
their factories, the Japanese made use of this idea
of doing something for the Emperor, but this time,
the idea was not to fight, but to make money.

There was, however, a problem, namely democ-
racy. The government in Japan was not nationalis-
tic, but a moderate, conservative right wing. The
Liberal Democratic Party (LDP) that has ruled
Japan since the end of the war is a conservative
party and the socialists and communists were
always the opposition. There were some extremes, a
small group of right wingers and some left wingers
and some violence, terror and assassinations by
extreme right wingers, and there were also some
terrorist attacks from small, terrorist student groups.
However, all these groups were suppressed and
when it came to the polls, the majority of Japanese
always voted for the Conservatives. The old triangle
had been composed of bureaucrats, military men
and businessmen, whereas the new one was com-
posed of bureaucrats, conservative politicians and
businessmen, making it a much stronger triangle,
simply because those involved had been to school
together and knew each other well, so they helped
each other a lot.

Even though the Americans wanted to see the eco-
nomic recovery of Japan, unlike in Europe, where
there was the Marshall Plan to rebuild the economy,
in Japan there was nothing. Some say that there was
something racist in this, but the Americans did do
some positive things for Japan, such as opening the
American markets to Japanese goods, selling Ameri-
can technology to the Japanese, and accepting Japa-
nese limitations on American goods to help

Japanese industries to grow. The Japanese Govern-
ment, which was strong and pro-business, also
helped business in all sorts of ways, including by
establishing a special ministry called the Ministry of
Trade and Industry (MTI), and the businessmen
themselves displayed great skills and intelligence.

As well as the physical and organizational de-
struction, there had also been some ideological
destruction. For instance, singing the national an-
them or raising the flag was now frowned upon
because it was associated with nationalism, and
even today, although the government ordered
schools to raise the flag, the teachers are against it.
In other words, the Japanese showed a great move
from ultra-nationalism to anti-nationalism. Today,
the strongest movement against nationalism is the
Teachers’ Union.

In a way, the destruction that took place in Japan
had some positive sides, because the fact that all
the factories were destroyed meant that brand-new
efficient ones had to be built in their place, making
them the newest in the world. Also good for the
Japanese was that the colonies were taken away
from them, because from an economic point of
view these colonies did not pay and it was better to
get rid of them. But from where did Japan now get
all its raw material? The answer to that is that the
United States wanted to help Japan so it told all the
other countries to sell the Japanese what they
asked for, and with the American market now
open, the Japanese economy was able to prosper.

With regard to the former Japanese soldiers, they
were now busy with becoming good workers and
were more than willing to sacrifice themselves for
work because they knew that in the long run, their
factories would become richer and their salaries
would grow. This, however, required some long-
range thinking, which was not easy because there
were many strikes after the war. The communists
and socialists had become very active and were
accusing people of cooperating with the imperialist
United States because even though Japan did not
send soldiers to the Korean War, the war was
helping the Japanese economy because all the ci-
vilian orders for cars etc. went to Japan. The Ameri-
cans were actually very upset when the Japanese
said that they would participate in the Cold War on
an economic basis but would not be a part of the
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military struggle, although they realized that the
Japanese Constitution would not allow them to do
anything else. It was not just the legal restriction;
the Japanese public opinion was very much against
the war. Today, even if the Emperor of Japan were
to go on the radio and tell the Japanese to go to
war against China, the people of Japan would not
follow him. He is still admired, but because of the
new constitution of Japan and the new education
system the vast majority of Japanese care very
little about the Emperor and if he is mentioned at
all in the newspapers, it is only in a couple of lines
on page three or four.

There was, of course, a great danger inherent in
this right-left confrontation, the fact that workers
were striking and students, who were becoming
increasingly radical, were accusing the govern-
ment of trying to remilitarize Japan to appease the
Americans. With regard to the latter, they were
also demonstrating against the Security Pact be-
cause in 1952, America agreed to allow the Japa-
nese to become independent again on condition
that they sign a Security Pact with the United
States, according to which the Americans would
keep their bases in Japan and use them in the Cold
War against the Soviet Union. The peak of the
student demonstrations was in 1960 when thou-
sands of students marched and surrounded the
Japanese Parliament, but even though the Prime
Minister resigned, the new government that was
formed continued with the security treaty.

Because the right wing, the conservatives and the
employers all realized that too much confrontation
in the workplace could pose a serious danger to sta-
bility and productivity, the employers decided that it
would be wise to cooperate with the workforce and
gain its confidence. The result of this was that al-
though there continued to be national trade unions,
negotiations took place in the factory, the general
idea being that because employers and workers
knew each other well, they were better qualified
than an outsider to decide how much each could
give up. The new cooperation was also based on
security for the employee, which meant that once
someone was accepted into a big company, it would
perhaps lower salaries in the event of a crisis but
never fire him. In other words, there was this kind
of human connection, the idea that workers were

part of an extended family rather than nothing but
machines. From that point on, even the president of
a company would wear the same uniform as the
regular employees, and everyone would eat in the
same cafeteria, use the same toilets etc., which
sounds kind of petty but it was very symbolic. Even
the salaries of the managers were kept at a reason-
able level so that the workers would not feel that
they were being exploited. Moreover, promotions
were based on seniority, the sick were taken care of,
and kindergartens were organized for the workers’
children, so everyone was happy. In addition, profits
were shared with the workers in the form of twice
yearly bonuses, which might be small or large, de-
pending on how business was going.

With regard to the idea of giving bonuses, it was
extremely clever as workers, until today, tend to put
them in banks rather than spend them, which is due
in part to a long Japanese tradition of saving money
and, particularly in the past, to concern regarding
the future. It would have been easy for the Japanese
to encourage foreign investors to come and invest in
Japan, but they did not want to do that because they
were afraid of foreign control, so lacking foreign
investment, they took the money they needed from
the people, but this time, not by taxing the farmers
like during the ‘restoration’, but by using the sav-
ings of the workforce. When people put these lump
sums of money in the bank once or twice a year, the
banks were able to use this money to invest in the
Japanese economy, and most of the owners of the
shares in the new industries were banks rather than
private shareholders.

One of the reasons why the banks invested was
that they had more patience than private investors,
who tend to want quick returns on their money.
The banks could make long-term investments and
if, in the first few years, a factory lost money, it
was not a disaster because the investors had
enough experience to know that eventually their
investments would pay off. It is clear, therefore,
that banks were very central to the economic de-
velopment of Japan.
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The Political System of Contemporary Japan

Prof. Tkuo Kume'

In the following, I will focus on the political
leadership in Japan. Two days ago I visited Gaza
and the West Bank and I am now convinced that
it will be very important at a later stage in the
Palestinian state-building process to integrate the
whole region of the Palestinian nation and also,
at the same time, to have some form of decen-
tralized government to respond to various needs
in the different regions. Consequently, I would
like to talk a little about the development of the
central and local government relations in J apan,

Japanese politicians have constantly been la-
beled ‘weak’. In the international arena, Japa-
nese politicians, especially the Prime Minister
and top political leaders, are practically invisible
and few people understand what they are doing.
Domestically, it is also often said that the Japa-
nese political leaders are very weak and should
show more responsibility, which is one of the
reasons why Japan is currently going through a
process of political reform. One reason why
Japanese Prime Ministers have been criticized is
related — or so some people believe — to the fact
that harmony, teamwork, consensus, etc. char-
acterize Japanese culture. The same thing applies
to companies and politics, with the leaders of the
government usually leaving substantial decision-
making power in the hands of lower-ranking
officials, whose job it is to initiate the ideas and
then negotiate through the organizational proc-
ess. It is therefore very understandable that the
top leader faces some difficulty in bringing
about the top-down decision.

In the post-war history of Japan, there have,
nonetheless, been a few good Prime Ministers
and top politicians, which means that the cultural
aspect is not the only one. On the other hand,
there were people such as Prime Minister Mu-
rayama Tomiichi, who, at the time of the earth-
quake in Kobe, was very slow in responding to
the emergency, for which he was criticized by
the mass media. There again, immediately after
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World War I, Yoshida Shigeru was elected as
Prime Minister and he was a very strong leader,

In order to make sense of this kind of variation,
it is useful to apply some conceptual frame-
works. Here I would like to introduce a leader-
ship model called the ‘PM Model’: ‘P’ means
performance — performance in leadership means
that the leader says that he will do something
and then goes ahead and does it - and ‘M’ means
maintenance — i.e., to maintain the support of the
people, which is very hard for a leader to do.
Using this kind of conceptual dimension in re-
gard to Japan, one can see that there are four
kinds of leadership:

* PM - someone who is good at perform-
ance and also at maintenance;

*Pm - someone whose performance is
good but who is not good at maintenance;

® pM - someone whose performance is poor
but whose maintenance is good;

® pm - someone whose performance and
maintenance are both poor.

Anyone who looks at Japanese history in detail
will realize that Japan has had leaders from all
four categories. In Japan, where the dimension
of maintenance is very important, it is usually
difficult for Japanese leaders to focus on the per-
formance aspect.

The typical view of economists is that the Japa-
nese market is a multi-conditional kind of thing
that serves as the driving force behind Japanese
economic development. As a political scientist I
would like to focus on the other side of the story
and on three dimensions of the basic elements,
each of which has the market side, the legal side
and the political side.

1) Legal market dimension

As is well known, the butcher is very important
because everyone needs meat. If there is one
butcher in the kingdom, he should be a good per-
son and care about the community, although of
course he will also pursue his material interests.
Now, if the king suddenly says to someone else,
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“Okay, you can be a butcher too,” this will ‘de-
monopolize’ the situation, which is what hap-
pened in Japan some 200 years ago when there
were so many monopolized occupations, as well
as in many other countries. If the butcher wants
to maximize his profits, things will be very dif-
ferent as he will buy at a low price and sell at the
highest price possible. If the king realizes this is
happening, one option would be to tell the first
butcher that he has been replaced by a new
butcher, and the second option to let anyone
become a butcher, which means that the first
butcher, if he wants to maximize his profits,
should sell at a lower price in order to compete
with the others. In this kind of free market com-
petition, resources can be used very effectively
and one can buy at cheaper prices, although, of
course, there are various things that cannot be
sold in a market. To provide public goods, one
cannot count on the market freedom so the gov-
ernment is needed, which is responsible for col-
lecting taxes, etc. The way the government in-
tervenes in the market is dependent on the politi-
cal issue and this is the first dimension.

2) Comparative advantage

The second dimension is the trade issue or free
trade and the target of the concept of the com-
parative advantage. If two countries, ‘A’ and ‘B’
produce two different products - automobiles
and wheat - and if ‘A’ is better at producing
autos than ‘B’ and ‘B’ is better at producing
wheat than ‘A’, there is no reason why both
countries could not produce both autos and
wheat. On the other hand, ‘A’ could specialize in
autos and ‘B’ in producing wheat, which would
result in both countries becoming richer than
they would be if they both produced autos and
wheat. Japan is producing rice, but the price of
the rice is six times higher than in the interna-
tional market. Nevertheless, the government
wants to produce rice. Why? Because it argues
that in Asia, where there is an economic crisis,
the government wants to have a national project
and to produce its own crop; in other words,
Japan has a case of market versus politics. It is
easy to say that competitive advantage is needed
rather than comparative advantage, but in some
sectors, this is not possible. In 1957, the Japa-
nese Ministry of Transportation was reluctant to
have a Japanese car industry but the next year it
became impossible to import cars from the

United States so the government decided that the
priority was to export; it was a government issue
and the Japanese car production increased.

Imagine that two people in a country, ‘A’ and
‘B’, have different incomes. ‘A’ earns US$100
million, ‘B’ earns US$1,000, and the govern-
ment is providing them with 100 liters of water
each, for which they both have to pay a tax.
There are three different methods suggested for
payment,

A B
US$100 million US$1,000
I 50% 3%
II 10% 10%
111 US$800 US$800

1. The first option is that because ‘A’ is rich,
the payment would be related to 50 percent
of his income while ‘B’ is poor, so the tax
would be related to five percent of his in-
come.

2. The second option is that the payment rep-
resents ten percent of the individual in-
comes of ‘A’ and ‘B’.

3. A fixed sum of US$800 should be paid by
each of them.

There are various judgements as to which is the
fairest system. In Japan after World War II, all
these three issues were squeezed together.

There are three main political parties in Japan:

e Liberal: The Liberal Democratic Party
(LDP) - pro-United States

e Democraticc The Social Democratic
Party (SDP) of Japan - more autonomy

e Socialist: The Democratic Socialist Party
(DSP) - neutrality

The LDP held a near-monopoly of government
from its formation in 1955 until 1993, and was re-
turned to power in 1994. Opposition parties in
Japan have been in flux since 1994, with mem-
bership shifting between several new bodies.

The beliefs of the different parties are mentioned
in the table hereunder.
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Liberal Democratic Socialist
Free market Economic plan Same as
Intervention Demoerats
Free Trade Industrial policy Same as
) relations with Democrats
Comparative China
Advantage
Less social More social Same as
welfare welfare Democrats
Pro-United States Autonomy Neutrality
Small military Strong military No army

On the economic issue, both the Socialists and
the Democrats believe that the United States
does not open its markets to Japan and wants to
sell Japanese products in China.

After Japan became independent, the Liberal
Party was in rule but during the second half of
1954, Premier Yoshida’s policy of close collabo-
ration with the United States was strongly criti-
cized by dissidents within the Liberal Party, who
went on to form the Japan Democratic Party.
Subsequently, by virtue of Socialist Party sup-
port, the Democratic Party leader Hatoyama
Ichiro was elected premier. The Democratic
Party and the Liberal Party merged in November
of that year, giving the government an absolute
majority and inaugurating the power monopoly
of the LDP.

Until the early 1970s, there was a close correla-
tion between candidate support and LDP sup-
port. Ever since 1966, the LDP support rate has
been decreasing and then recovering, which
means that the political leaders of the LDP, in-
cluding the various Japanese Prime Ministers,
have spent a lot of time finding new supporters
and bringing more people into their party. Al-
though the LDP continued to hold the reins of
government throughout the 1970s, the party’s
cabinets frequently changed, as factional in-
fighting substituted for the alternation of gov-
erning parties. In 1975, the LDP was torn by
factional strife and failed to pass most of its
major bills and in the elections, the LDP lost its
majority in the Lower House for the very first
time. The LDP, which suffered a further setback
in the 1983 elections, won its greatest landslide
in 1986. Japan in the early 1980s faced urban

overcrowding, environmental pollution, and un-
productive agriculture, but it had the highest
rate of economic growth and the lowest infla-
tion rate among leading industrial nations.
However, economic growth began to slow
down in the mid-1980s, in part, because the
strength of the yen against the US dollar had a
dampening effect on exports.

In 1989, the Japanese Government announced
the introduction of a new consumer tax — there
had never been a consumer tax before — which
resulted in decreased support for the LDP,
whose support rate has since continued to de-
cline. This decline is mainly due to demo-
graphic reasons and the fact that many people
were moving from rural areas to urban ones. A
very rational strategy of the LDP involves
catching new groups, mainly by using various
economic measures.

The LDP won decisively in the parliamentary
elections of February 1990, although the Tokyo
stock market had begun a decline that would last
until mid-1992 and see the Nikkei average lose
almost two thirds of its value. Against a back-
ground of continuing tension with the United
States over Japan’s trade surplus, confidence in
the government continued to decline as the Japa-
nese public became increasingly frustrated with
the stagnant Japanese economy and corruption.
In the 1993 elections, the LDP lost its majority,
ending its 38-year dominance of the Japanese
Government. A fragile seven-party coalition was
formed, and the LDP became the main opposi-
tion party.

In 1996, the leader of the LDP, Hashimoto Ryu-
taro, replaced the Prime Minister in the coalition
government, marking the return of LDP domi-
nance, and in September 1596 the Prime Minis-
ter called for an early general election. The poll
returned the LDP as the largest single party but
one that did not have an overall majority. In
1997, the LDP recovered its majority in the
Lower House for the first time since 1993 but
still proved unable to remedy the country’s con-
tinuing economic downturn.

With regard to the various reasons behind the
formation of the LDP, one of the obvious rea-
sons is related to the Cold War. The Socialist
Party was divided in the early 1950s into the left
wing and the right wing and in 1954, merged
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into a large unified socialist party. Many people
believed that the Socialists would increase their
popularity in the future, which accounted, in part,
for the formation and popularity of the LDP.

As to the question of how the Prime Minister
managed the maintenance, the most important
aspect is the inter-party management, because if
the LDP is unified and the leaders agree with the
existing Prime Minister, then everything will go
smoothly. In the early 1960s, the Prime Minister
used to choose his close allies within the LDP as
ministers, but gradually the ministerial position
distribution became very institutionalized and
based on the size of factions. In addition, a new
system was established whereby after five years,
a member of the LDP could be elected as a vice-
minister of some ministry and then after six
terms become a minister.

Constitutionally speaking, every individual par-
liamentarian can send a question to any minister
and force him to answer it. In the parliamentary
deliberation, members of the Parliament can also
raise questions in front of some of the bureau-
crats, but they do not use this system so effec-
tively. In the parliamentary cabinet system, most
of the members of the Lower House support the
Prime Minister and it is very difficult to influ-
ence the government and make it establish a
policy-making process, which is why there is a
tendency to try to negotiate or reach compro-
mises with the government.

With regard to the decline of the LDP, this was
related to demographic changes in Japan and to
the fact that the party was criticized for not being
active in the areas of social welfare and environ-
ment. However, in the early 1970s, the LDP
changed its policy and introduced very extensive
and intensive social welfare policies and very
strict environmental regulation policy in a bid to
maintain power. Today, the LDP is gradually re-
covering.

Traditionally, the middle class used to be very
stable in their political support for the LDP, but
in the 1970s, there appeared the so-called ‘new
middle mass’. In Japan, in any vote almost 80-90
percent of the people are in the middle mass, and
what happened was that many of the ‘middle
mass’ people whose wellbeing was not steadily
based on real estate found themselves receiving
money and protection from the government.

Naturally, they do not want to lose their benefits,
but they are very critical in a sense and some-
what independent, so whenever there is a gov-
ernmental scandal, these people tend to go
against the LDP, unlike the traditionalists.
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The Decision-Making Process in Japan

Prof. Ikuo Kume'

In talking about the institutional aspects of Japa-
nese politics, I would like to begin by saying that
given the political development, Japanese politi-
cal leaders, especially the Prime Minister, need
to very careful when it comes to maintaining and
expanding their support using the various avail-
able policies.

In post-war Japan, there have been various
mechanisms to redistribute income, for example,
the ‘explicit distribution’ of income mechanism.
This invoived a progressive tax system and so-
cial welfare, which was based on the idea of
transferring income from one area — taxes, par-
ticularly those paid by the rich - to another —
social welfare payments such as unemployment
benefit, mainly to the poor. In this regard, Japan
was behind many other countries for a long time
as until at least the early 1970s it did not have
any intensive social programs.

In the late 1950s, there was something called
‘implicit distribution’ when the government in-
troduced very protective agricultural laws and
bought up all the rice from the farmers at a high
price, the very political objective of this being to
compensate them. In the past, farmers had been
richer than other people, but once the economic
development and industrial growth started, the
income gap between rural areas and the urban
ones became bigger and whereas workers and
other people became richer, the farmers were left
behind. Even before the war, rural life was dete-
riorating and in many rural families, the father
actually sold his daughter as a Geisha girl or a
prostitute, especially in the north of Japan, and
this kind of social problem was one of the rea-
sons behind the Japanese invasion of China.
However, in the post-war period, the govern-
ment tried to alleviate the poor conditions of the
farmers by using this protective agricultural
policy and since 1955, the domestic price of rice
has increased, as has the income of farmers. Al-
though this was not referred to as a social wel-
fare policy, functionally speaking this kind of
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protective agricultural policy played a role that
was very similar to that of social welfare.
Worthy of mention is the fact that immediately
after the war, the socialists were very powerful
in rural areas but once this protective agricultural
policy was implemented, the situation changed.

There are similar kinds of ‘implicit redistribu-
tion’. For example, in Japan it is usual for any
large company wishing to open supermarkets in
downtown districts to first go to the area and
negotiate with the small shop-owners in that area
with a view to reaching some kind of an agree-
ment. Another example involves the textile in-
dustry; in the 1970s, the Ministry of Interna-
tional Trade developed some very interesting
policy for the textile industry, which was then
applied to other industries in order to prevent
unemployment. There are many other examples.

With regard to the institutional arrangement that
supports this implicit redistribution, of obvious
importance are the elections, In Japan there are
two houses, the Upper and the Lower, but for the
sake of convenience I will focus on the Lower
House only, which has 511 members. In the
Lower House, the Prime Minister is elected ac-
cording to the direct elections program that was
introduced three years ago. The one unique as-
pect of the Japanese election system is the so-
called SNTV System (or Single Non-Transferable
Voice system). Typically, for the Lower House
election, one election district elects five parlia-
mentarians and for each district, there are be-
tween five to eight candidates of whom the
voters vote for only one.

If we have three candidates ‘A’, ‘B’ and ‘C” and
candidate ‘A’ belongs to the Nakasonic faction,
candidate ‘B’ to the Oguchi faction and candi-
date ‘C’ to the Tanaka faction, the election cam-
paign is then based on the Habatsu system. Inter-
party competition is deeply rooted and serves as
the very foundation of the Habatsu system. What
are the implications of this system? If ‘A’ wants
to get elected, he does not have to have a major-
ity as 20 percent is enough to win. Thus, ‘A’ will
say “I am a friend of sponsors and in the Diet 1
will protect you by producing more protective
policy motions” and candidate ‘B’ will say: “I
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am a friend of xyz and I will protect you,” etc.,
so this election system tends to result in politics
being based on ‘implicit distribution’.

The second important decision-maker is parlia-
ment itself. The Socialists like to see themselves
as standing against the government and they
usually take a very strong stand during the par-
liamentary sessions. On average, the LDP pos-
sessed maybe 60 percent of the seats in the
1960s and even in the 1970s, the LDP main-
tained the majority. The government usually
sends a bill to the parliament and if this bill is
very important, the LDP Minister in charge will
explain what this bill is all about before it goes
back to the committee to be discussed and then
returned to the parliament.

The practice of the opposition parties is to send
as many memoranda as possible to the appropri-
ate committee, which will usually gather to de-
liberate three days a week, on the subject of a bill
that they oppose. It takes a long time for a bill to
be passed, especially as the opposition parties use
various methods to delay its passing. If the LDP
government wants to expand its support, then it
has to make concessions. In one year, there are
200 days of sessions with three meetings being
held each day due to the lack of space.

Although parliamentary members can initiate
laws, 70 percent of the bills originate from the
government.

Due to the style of the Japanese elections system
and this parliamentary system, it is very easy for
the opposition parties and the different factions
of the LDP to realize their demands. In the
1970s and 1980s in Japan, if the economic situa-
tion was bad, the LDP was able to win massive
support because people believed that only the
LDPF could solve the problem.

The issue of the central and local government
relationship is related to the issue of internal
politics. In Tokyo, there are seven candidates for
the elections, among whom there is a very inter-
esting commonality. The Government of Japan
was experiencing very serious economic diffi-
culties, as was local government and even the
Tokyo Metropolitan Government, for whom the
financing of its budget is a very important issue
in the elections. Almost all candidates say that
the central government should give financial aid
to the Tokyo Metropolitan Government. Japa-

nese local government has only a 30 percent
share of the total tax in the country, the other 70
percent going to the central government.

Local Central
Government | Government
Tax 30% T0%
Expenditure 70% 30%

The statistics pertaining to the share of the total
tax are similar to those found in Northern Euro-
pean countries, but a unique aspect of the Japa-
nese system is the expenditure. The local gov-
ernment spends almost 70 percent of the total
budget while the central government spends only
30 percent, which is why the central government
transfers some money to the local government in
the form of ‘local transfer tax’; the poorer the
local government, the more it receives from the
central government. The Tokyo Metropolitan
Government is the richest in Japan and it has
never received any local transfer tax, but it has
learned a few lessons and so all the candidates in
the upcoming elections are demanding that the
central government give local transfer tax to
their local governments too, including the Tokyo
Metropolitan Government.

These days, the World Bank (WB), the Interna-
tional Monetary Fund (IMF) and many interna-
tional organizations strongly argue that many
countries, especially developing countries, should
have decentralized governing systems or local
government. Some developing countries or ex-
socialist countries introduced very decentralized
governing systems, but to date, they have not
been very successful. When the WB asked some
Japanese political scientists and economists to
do some research on Japanese central and local
governments, we found ourselves looking at two
types of models: the autonomous model and the
integrationist model.

1) The autonomous model

The autonomous model that the WB and IMF
have been proposing means that the local
government can have 20 percent of the tax and
20 percent of the expenditure while the central
government spends the remaining 80 percent.

Local Government 20% tax / 20% expenditure
Central Government 80% tax / 80% expenditure
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This means that there are very few interactions
between central and local government.

2) The integrationist model

The integrationist model is like Japan’s local
government with 20 percent tax and 80 percent
expenditure for the local government and 80
percent tax and 20 percent expenditure for the
central government.

Local Government 20% tax / 80% expenditure
Central Government 80% tax / 20% expenditure

In America the two models are called the ‘layer
cake model’ and the ‘marble cake model’.

N

At the time of the ‘Meiji Restoration’ Japan tried
to establish a very centralized state, this kind of
centralized government being very common, the
aim being to modernize the system. It is very
useful to have a centralized government and to
implement and devise the same policy for all the
people, but at the same time it is somewhat
difficult to implement various policies from the
top, which is why there need to be different
arrangements for implementing various policies.

Japan decided to have three government sys-
tems: central government, prefecture and
city/village/town, with the latter two kinds be-
coming the local government after World War
II. The basic idea was that the central govern-
ment would use the prefecture governor as the
agent of the national government and to monitor
or direct these local governments, but various
policy implementation is very rarely in the hands
of these local governments.

After World War II, the American occupational
forces came and tried to democratize the Japa-
nese system, the most important reform being
that the prefecture governor and prefecture con-
sul both had to be directly elected. So, after
World War II, the prefecture and the city/village/
town became the local government. It is under-
standable that the central government was not so
happy with this reform because it lost some im-

portant power over the local governments. Ac-
cordingly, some adjustments were made after the
occupational reform resulting in three mecha-
nisms to assure the central government control
over the local government. The first one is that
the central government sends some delegates to
serve as high-ranking officials in the local gov-
ernments - the so-called ‘personnel dispatch’ -
and the second is the ‘agency delegated function’.
The central government, wanting to maintain
some control over the popularly elected prefec-
tures, has tried to establish various control mecha-
nisms but this is an extremely difficult process.

The bottom line in the integrationist model is
that the local government needs some money
from the central government in the form of
subsidies and the central government tries to use
the subsidies to control the local government.

On social issues, the national government
wanted to ensure that all the people in Japan
have the same standard of living, and instead of
delegating this task to the local government, it
decided to use another agency. With this very
integrationist model, different governments as
well as prefecture governments could demand
more help from the national government, and in
many instances, mayors and governors would
use the same argument, saying, “We are imple-
menting this policy for you, so you ought to give
us more money.” It is only natural that poorer
villages and cities in particular are eager to do
this and also that their respective politicians are
very cooperative with the governors in demand-
ing more money. Therefore, this integrationist
model functions in a very similar way to dis-
tributional politics.

Now, in the World Bank - and also in Japan -
this model is no longer so popular and there are
now some reformists and government agencies
in Japan that are trying to reform the whole sys-
tem. This agency-delegated function is being
abolished this year in order to put more power in
the hands of the local government.

It is very difficult to decide to what extent the
central government should transfer money from
the rich regions to the poor ones. It takes ages to
get to work in the Tokyo metropolitan area,
which often involves taking a train and standing
in one position for a very long time, which is
extremely tiring. In the northern or western parts
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of Japan there are much fewer people so traveling
is far less stressful. In addition, there are many
museums, etc. run by local governments, unlike
in Tokyo, which is a source of great annoyance
to people living in Tokyo. So much money goes
to the rural areas, whereas in urban Tokyo, par-
ticularly in the western part, the situation is very
bad. This is partly because the system according
to which we calculate the basic needs of the
local governments is very complicated (number
of people, income levels, etc.). Within this sys-
tem, Tokyo has many disadvantages that make re-
forms necessary. It is argued, for example, that
more local autonomy and competition should be
introduced, whereby the local governments would
compete with each other in providing a high
level of services, and a decent tax system, etc.
The idea is that with more power in the hands of
the local government, the people who are disap-
pointed with their services in one region will
move to a region where the services are better.

The local governments should be more prudent
in using tax money and improving social welfare
services or whatever. Obviously, every local
government wants to have richer rather than
poorer people under its jurisdiction and therefore
more tax income and less social welfare.

If the central government is too powerful, which
is the case in many developing countries, then it
is moving towards a more autonomous model.
The Japanese experience showed that it is
important - but also difficult - to maintain some
kind of integrationist mechanism within the
system. The basic idea in Japan is to keep power
in the hand of the local government but to
maintain some critical jurisdiction in the hands
of the central government. The government is
now trying to introduce a system whereby if the
local government is not satisfied with the central
government intervention, it can appeal to the
court, which will demand that the central
government explain the reasons and the terms
that it uses to control the local government.
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Economic Development in Japan in the 1990s

Prof. Osamu Nariai ;

A Brief Review of Developments in the 19905
Growth with constant government support

Japan’s growth performance in the 1990s has
been disappointing. After peaking in February
1991, following a 51-month expansion, the Japa-
nese economy went through an unusually long
recession that lasted 32 months and then a very
modest expansion, which ended in March 1997.
The 1991-1993 downturn was the second longest
in the post-war period, the average length of re-
cessions being about 15 months, Moreover, the
subsequent 31-month upturn was clearly lacking
in vigor. The output gap swung from an estimated
negative 3.1 percent in 1991, (i.e., over-utiliza-
tion of capacity), to a positive 0.7 percent in 1993
and then continued to widen to 2.4 percent in
1995. Until the latest downturn, however, growth
outcomes had been only slightly worse than those
of the OECD as a whole had been and similar to
those in Europe. Such international comparisons
show that it was only in housing investment and,
to a lesser extent, in exports that Japan’s pattern
of spending growth was notably sub-par. The
government made vigorous efforts to reactivate
the economy, implementing seven fiscal stimulus
packages in the four years from 1992 to 1995.
Moreover, the Bank of Japan cut the official
discount rate to 0.5 percent in 1995 and has since
kept it at this historically low level.

The government also undertook a major tax re-
form in 1994 in order to make the tax system
more suitable for a rapidly aging society. Its ma-
Jjor thrust was to shift the tax base from income
toward consumption: personal income taxes were
reduced by changes in the tax schedule and an
increase in standard personal and employment
income deductions, and the consumption tax rate
was raised from three to five percent in 1997. Al-
though the reform was intended to be revenue-
neutral, it had some positive effects on the econ-
omy from 1994 to 1997 because the income tax
reduction preceded the rise in the consumption
tax rate.

! Prof. Osamu Nariai is Professor of International Econom-
ics, Reitaku University, and Advisor for Nakamae Interna-
tional Economic Research (NIER).

As a result of these various moves, the general
government structural deficit increased by about
six percentage points of potential GDP from
1991 to 1996. Mundell Fleming effects (in which
net exports are squeezed by an induced currency
appreciation due to a high interest rate} may well
have restrained the foreign balance contribution.
In other words, it appears that private sector
agents were unresponsive to the stimulus,

Lack of dynamism in business fixed investment

One of the reasons for the sluggish business in-
vestment was the build up of a physical capital
stock that was excessive in relation to require-
ments and for the 1990s. This depressed the need
for business fixed investment, and spending fell
in the period 1992-1994, The amount of excess
capacity reported by Tankan respondents peaked
in 1994 and fell in 1995, when the capital stock
adjustment was considered to be almost at an end,
judging by average historical outcomes. In fact,
the manufacturing industry increased investment
in 1995 and 1996, and this investment recovery
provided a basis for judging that the economy
was back on the path of self-sustaining expansion.
However, the investment boom, largely confined
to a few machinery sectors, which responded to
an increase in demand for information technol-
ogy, was short-lived. At the same time, invest-
ment spending by firms in the construction and
real estate sectors continued to stagnate, reflecting
their deteriorated balance sheets, especially among
small and medium-sized enterprises (SMEs).
These SMEs went for increased land-related in-
vestment in the late 1980s, financed by loans
from banks that were in search of new clients as
major companies become progressively less de-
pendent on their loans. The delayed adjustment
of dynamism in their investment continued in the
1990s. On the other hand, it is increased reloca-
tion of production to factories overseas that
accounted for an upsurge of investment by small
manufacturing firms.

Sluggish household spending

The sluggishness of the household consumption
growth in the 1990s reflected not only the weak
state of the economy in general, but also adverse
wealth effects and factors such as the effects of
the changes in labor markets and the aging society.
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Perhaps the most relevant aspect of the changes
in labor markets in this regard is the significant
rise in unemployment - which increased from 2.1
percent in 1990 to 3.4 percent in 1997 - which
raised concerns about job security and reduced the
propensity to consume. Breaking the unemploy-
ment rate down into age groups reveals a re-
markable increase in joblessness among young
and elderly workers, the former caused mainly by
an increase in voluntary unemployment and the
latter by corporate restructuring. A study by the
Economic Planning Agency (1997) shows that
the propensity to consume is aftected by the share
of private sector employees who have experi-
enced either an employer-ordered job change,
paid suspension of employment or encourage-
ment to take voluntary retirement and acceptance
thereof, in addition to wealth and other variables.
Concemns about post-retirement incomes might
also have discouraged spending, as people were
beginning to understand the future financial diffi-
culties of the pension system. According to a
recent survey, more and more people, not only the
elderly but younger people as well, now worry
about their old-age incomes. Therefore, house-
holds might cut spending to provide for their
retirement regardless of their current age.

Similar factors also restrained residential invest-
ment. Eroded confidence seems to have had a
significant impact, since the capital cost of hous-
ing investment fell as a result of lower land
prices, construction costs and interest rates. In
addition, the stock adjustment mechanism de-
pressed rental housing construction in particular,
which continued to decline except for during a
two-year period, when it was affected by tempo-
rary factors. Because rental housing is a kind of
‘inferior good’ (relative to owner-occupied hous-
ing) in Japan, most rental units are occupied by
younger people. Expectations of a shrinking popu-
lation of young people might have made the ad-
justment more severe. Owner-occupied housing
construction might also have been affected by
demographic factors: the population of house-
buying age (taken here to be 34 to 43 years) fell
by 19.1 percent between 1990 and 1996. The low
number of new houses being built caused the
secondhand housing market to be much thinner,
with an increasing concentration of all transac-
tions involving cheaper structures.

The magnitude of capital losses

The speculative build-up in asset prices that oc-
curred toward the end of the 1980s was arguably

the greatest such ‘bubble’ in any OECD member
country in the post-war era. As such, it is by no
means surprising that reversing it has caused so
much distress and dislocation to the economy.
Overall, the nation has had to confront cumula-
tive capital losses of around one quadrillion yen
(about US$7 trillion), which represents some two
full years” worth of Japanese GDP and over 14
percent of the value of the nation’s total assets at
the end of 1989. Around two thirds of the total
loss was seen in the value of real estate, which
had fallen by around 27 percent from the peak
by March 1997. Most of the remainder occurred
in equities markets, which plunged by just over
half, while other assets, when combined, have
risen in value. Little of the decline in asset values
has been matched by corresponding falls in li-
abilities, which have dropped by only a little more
than 100 trillion yen. Thus, net worth has been
reduced in a largely corresponding way. Most of
the correction was experienced earlier in the dec-
ade, thereby helping to bring about Japan’s ninth
post-war recession (by its own reckoning) in
1991-1993. What is remarkable is that the eco-
nomic recovery in 1994-1997 was not sufficient
to stabilize asset prices and bring to a close the
persistent asset price deflation.

Problems in the financial system

Financial institutions have traditionally held a
combination of securities issued by their bor-
rowing corporate customers. Substantial capital
gains were earned on these holdings in the 1970s
and 1980s, but the ‘hidden reserves’ that were
established have since been largely wiped out
through the following:

e The steady erosion of market values;

e Their rising book value resulting from the
banks’ willingness to realize some of the
capital gains in order to meet capital ade-
quacy requirements; and

e The unwinding of these often interlocking
shareholdings and the diminishing role of the
main bank in Japanese corporate governance
more generally.

They have also suffered to the extent that the
value of the collateral - mostly land - which they
hold against their loan sales expectations formed
in the bubble era has developed to generate a bad-
loans problem. The uncertain size of this problem
has been plaguing analysts and policy-makers
alike for much of the decade.
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The financial positions of banks in the 1990s have
been adversely influenced by a number of factors
other than the direct effects of domestic asset price
deflation. First, the increasing level of competi-
tion brought about by the slow but steady process
of financial liberalization when combined with
market shrinkage and minimal exit has brought
about extremely narrow lending margins. Second,
even if the unanticipated decline in underlying in-
flation has provided a capital gain to all net credi-
tors, including banks, it has harmed banks’ cus-
tomers, their real net worth in particular. This,
along with their capital losses on their asset hold-
ings, has thereby worsened the problems of ad-
verse selection and moral hazard, which are innate
in banking markets. Further, these problems ema-
nating from asymmetric information have also
been amplified by the heightened uncertainty
resulting from the asset price deflation, the 1991-
1993 and 1997-1998 recessions and the financial
failures, which have multiplied in the recent past.
In Japan’s case, the informational problems have
not been overcome, as the regulatory authorities
have, up until quite recently, generally maintained
an attitude of regulatory forbearance (often labeled
the ‘convoy’ system), whereby insolvent institu-
tions have been kept afloat by a lack of disclosure
or have been merged forcibly with a healthier rival.
In any case, banks had no incentive to develop any
expertise in the areas of risk analysis and manage-
ment with the official strategy of complacency.

Reinvigorating Business Sector Dynamism

Not many years ago, Japanese corporations were
frequently regarded as model performers. There
are reasons to think that they lost some of their
dynamism of earlier decades. The manufacturing
sector has come to the end of the catch-up proc-
ess and many of the non-manufacturing indus-
tries, which have long operated in a regulated
environment, have become inefficient. More gen-
erally, weak business performance has led some
to question the appropriateness of the Japanese
corporate system in an environment that requires
rapid decision-making and calculated risk-taking
to achieve high rates of return.

Waning business dynamism: indicators and
possible reasons

There are indicators that the Japanese business
sector has lost some of its dynamism of earlier
decades. One of the most worrying trends has
been a declining rate of new company formation
combined with a rising rate of company closure.
A rise in the rate of company closure as such

should not be a matter for concern to the extent
that closures represent an elimination of the inef-
ficient. The birth rate had been over six percent
until the end of the 1970s but fell to about four
percent by the mid 1990s whereas the death rate
rose from the three to four percent range to about
five percent over the same period, thus surpassing
the birth rate. These trends are more marked for
the manufacturing sector where the birth rate came
down to about three percent, compared with the
situation in the service sector where the birth rate
still remains at around five percent. This gap in
rates between the two sectors is commonly ob-
served among the advanced industrial countries
and reflects a trend shift toward services produc-
tion as well as the relatively lower capital require-
ments in setting up a service operation. While in-
ternational comparison is difficult both the birth
and the death rates are lower in Japan than in
many other OECD countries, notably the United
States where the rates are two to three times higher
even after adjusting for acquisitions. This suggests
that the pace of metabolic change in business
activity, a measure of the Schumpeterian process
of creative destruction, is lower in Japan and has
been declining.

Profitability in the business sector has continued
to decline. The ratio of current profits to total as-
sets in non-financial corporations declined from
an average of 4.3 percent during the period from
1986 to 1995. A similar trend has been observed
for the manufacturing sector, which saw this
measure of profitability fall from 5.2 percent to
4.1 percent in the same decade. As this is the
sector that has been exposed to strong competi-
tive pressure, often on a global scale, the declin-
ing profitability trend can be interpreted as an
indication of weakening business dynamism.

Possible Reasons Behind the Loss of
Dynamism

The end of the catching up process

Cross-country comparison indicates that overall
the manufacturing sector in Japan has broadly at-
tained the levels of productivity found in other
high-income countries. This would generally mean
that Japanese manufacturing companies cannot be
expected to improve productivity any more by
merely ‘catching up’ with those in the more ad-
vanced countries. Within the manufacturing sec-
tor, however, the picture varies greatly across sub-
sectors. Whereas Japan has been a leader in basic
metals and transport equipment, it has lagged
substantially in several other areas, including food,
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textiles, wood products and pulp and paper indus-
tries. The gap varies much more in Japan than in
the United States or other Anglo-Saxon countries.
This suggests a strong presence of country-spe-
cific characteristics in consumer preferences and
entry barriers and protective measures in the Japa-
nese market for those sectors with low relative
productivity. These sectors can enhance produc-
tivity given the catch-up potential. However, for
most other industries incumbent companies will
have to undertake greater innovation efforts, even
if many remain competitive owing to their supe-
rior technical know-how pertaining to the produc-
tion process, which has been the traditional
strength of Japanese manufacturing companies.

Some lacunae in the corporate system

While the legal features of Japan’s corporate Sys-
tem are similar to those in other OECD countries,
direct incentives for managers to enhance share-
holder value have been lower, and this is likely
to have weakened business dynamism. Most of
the members of the board of directors are pro-
moted from inside, having made a career in the
company, and sanctions through the market for
corporate control are extremely limited.

Cross-shareholding has resulted in only about 20
to 40 percent of shares of keirersu companies cor-
porate groups being actively traded on the stock
exchange. This arrangement is said to have insu-
lated the firms from hostile takeovers and manage-
ment from pressure to achieve short-term profit,
thereby promoting more strategic decision-making
from a long-term perspective. This has also meant,
however, that the board of directors cannot func-
tion as an impartial monitor of the performance
of senior corporate executives who themselves
are board members and appoint other directors.
In addition, with directorship widely regarded as
a reward for dedication to a company, the board
has grown in size, with some companies having
as many as 40 directors, and ceased to be an
effective body for making strategic decisions.

The key institutional shareholder that exerts pri-
mary control over managers is the so-called main
bank, which also is a principal lender. Strong
bonds between banks and companies have been
formed through the dependence on bank loans
rather than equity markets throughout most of
the post-war period. Long-term relations between
them have meant that traditionally, loans granted
to companies by banks have been secured by real
estate collateral, and that there has been relatively
little project finance, which requires assessment

of business risks. The main bank is commonly
believed to monitor managerial performance,
thereby reducing the monitoring costs to other
shareholders, and, if necessary, to discipline man-
agers - as a substitute for the open market for
corporate control. Another often-cited advantage
of main banks is lower costs of dealing with fi-
nancial distress in comparison with going through
a protracted formal bankruptcy procedure. It has
often been claimed that these features of the
corporate governance arrangements contribute to
reducing the cost of capital to companies.

These corporate governance arrangements are,
however, likely to have contributed to managerial
aversion to large risks: directors promoted from
within tend to favor continuity over change, and
the reliance on banks as the chief corporate moni-
tor 1s likely to have resulted in managerial orien-
tation towards low-risk options. The absence of a
significant change in the composition of business
investment towards innovation and new product
development seems to be consistent with such a
conjecture. This managerial risk aversion is a plau-
sible explanation for reduced business dynamism.

The ROE revolution

Back in the ‘good old days’ when capital was
plentiful and cheap, pursuing a higher market
share was the central focus of Japanese business,
and weighing down both sides of the balance
sheet with loans and depreciable assets made
sense from a tax liability perspective. Return on
equity (ROE) was an inconsequential issue be-
cause banks were willing to lend regardless of
firms’ profitability.

The weak balance sheets of banks, caused by
their bad debt problems, combined with the fact
that under the old system the banks never really
developed the capacity to evaluate risk, have
made banks unwilling to lend. These domestic
changes, along with increased economic and fi-
nancial globalization, have thrown Japanese firms
into a harsh new world. Cut off from their tradi-
tional source of financing, companies have to g0
to the commercial paper and bond markets or
look to foreign banks. Credit ratings have sud-
denly become the determining factor of Japanese
corporations’ access to capital financing costs.

The global standard for determining credit ratings
1s, of course, ROE. Since Japanese corporations,
for the reasons explained above, have notoriously
low ROEs, they are being forced to pay rates
significantly higher than the rates to which they
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are accustomed. This is why the raising of ROE
has recently taken on unprecedented significance
in the minds of Japanese corporate managers.

Moreover, along with the financial pressure to
increase ROE, the start of Japan’s big bang de-
regulation process has encouraged the estab-
lishment of better corporate governance and the
strengthening of shareholders’ rights. As share-
holders become more influential and their voice
in management decision-making strengthens, the
pursuit of higher ROE is rapidly becoming the
top priority of corporate management. However,
opportunities for earnings growth will continue
to be meager until structural reform is complete.
Corporate Japan therefore has no alternative but
to raise profitability through the rapid correction
of excess investment and employment.

The fact that the average employment levels in
Japan are excessive is highlighted by the rising
trend in the labor expense ratio, or labor share,
defined as personnel expenses in proportion to
added value. Labor share for all Japanese indus-
tries has steadily increased to an average of 68.8
percent for the period fiscal year 1994 to fiscal
year 1997, compared with an average of 64.9 per-
cent for fiscal year 1990 to fiscal year 1993. The
recent change in corporate focus towards raising
profitability means that even if the labor expense
ratio falls back to the level of the early 1990s,
further employment cuts will clearly be necessary.

Analysis across economies of investment ratios
and growth rates gives further evidence of Japan’s
need to invest more wisely. Whereas Japan’s ratio
of gross fixed capital formation to GDP in 1997
was 28.3 percent, substantially higher than the
G7 average of 17 percent, real growth of Japanese
GDP during the 1990s has averaged only 0.9
percent. This unique combination of significantly
lower returns from a substantially higher level of
investment illustrates how Japan has used capital
with spectacular inefficiency.

Further analysis of investment ratios and profit-
ability by firm size and by sector within the Japa-
nese economy highlights where investment ex-
cesses have been worst. According to the Finance
Ministry’s statistics on incorporated enterprises,
for all firms between fiscal year 1997, before-tax
ROE (current profit as a ratio of shareholders’
equity) averaged 11.5 percent. For large firms
(firms with paid-in capital of more than one bil-
lion yen), although capital investment averaged
31.1 percent of added value, before-tax ROE
averaged only 8.8 percent. Smaller firms (firms

with paid-in capital of ten million yen), in con-
trast, posted an average ROE of 16.8 percent. By
sector, large non-manufacturers had the highest
investment ratio of 39.3 percent, but still recorded
an average ROE of only 8.8 percent.

A closer look at the non-manufacturing sector re-
veals that large firms in the communications in-
dustry have been the least efficient investors of all.
Their investment ratio between fiscal year 1994
and fiscal year 1997 was 55 percent while their
average ROE was only 6.4 percent. It is true that
telecommunications is a promising industry with
high growth potential in the information age, but
there is still no justification for the huge amounts
of money these firms seem to have invested
without pausing to consider return on investment.

Orders from the communications industry make
up 17.3 percent of total machinery orders, the
largest share of any industry, and it was mainly
capital investment from the communications in-
dustry that fueled the mini-recovery seen be-
tween 1995 and 1997. Thus, on the one hand, it
is ominous for Japan’s short-term economic prog-
nosis that recent data for machinery orders indi-
cate that the second phase of capital investment
adjustment is being led by the communications
sector. On the other hand, the fact that communi-
cations orders are now falling rapidly is a wel-
come development from the standpoint of Japan’s
long-term recovery prospects, as it suggests that
the capital investment adjustment has finally
shifted into top gear.

Enhancing Structural Reform

The overall reform strategy: careful planning
but slow implementation

A renewed impetus was given to structural re-
forms when in 1996 the Hashimoto government
designated six priority areas (administration, fis-
cal structure, social security, economic structure,
financial system and education) and announced
that achieving significant process in these areas
was one of the most important tasks of the
government. The pace of reform appears to have
picked up since this announcement. Three factors
can account for this acceleration. First, under-
performance of the economy in the 1990s made
people realize that reforms must be undertaken
more quickly. In fact, the good growth outcome
in 1996 did not discourage reform efforts,
probably because people had become convinced
of the necessity of the reforms. Second, the
government’s strategy of simultaneously dealing
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with many issues probably made it easier to per-
suade interest groups to support the program.
Third, Mr. Hashimoto showed strong leadership
in advancing the agenda. The reform process in
Japan is often said to be slow and cumbersome
due to the ever-present need for consensus build-
ing prior to action and lengthy delays between
agreement and implementation. Although this
observation still seems valid, the pick-up in the
pace in 1996 and 1997 is encouraging. For ex-
ample, in the case of the administrative reform it
took only about 18 months from the time that a
council entered discussions to legislate a basic
law to restructure ministries and agencies. This
shows that the pace of reform can be speeded up
if there is strong political leadership. However,
there remains such a tremendous amount of ad-
ministrative discretion about the timing, scope
and detail of reforms that overall progress is very
much hostage to continued political leadership.

Reform of the public sector - often referred to in
Japan as ‘administrative reform’ - is one of the
key objectives of the current government. Two
basic ideas are to shift from discretionary to
regulatory administration and to separate policy
planning from implementation. Sweeping pro-
posals were made in 1997, but the final Admin-
istrative Reform Bill, passed in June 1998, did
not contain some of the more significant ele-
ments previously suggested. For example, the
privatization of the postal savings and insurance
schemes was dropped: instead responsibility for
the provision of services by the post office, in-
cluding its saving and insurance schemes, will
be transferred to a new Postal Service Agency at
some point between 2001 and 2003, which will
then be corporatized.

Public Sector Reform: Streamlining but Not
Change in Bureaucratic Incentives

Such a large institution, in competition with pri-
vate sector financial institutions in a deregulated,
market-based system should be operated without
any cross-subsidization from other services.
Postal savings funds will no longer automati-
cally be transferred to the Ministry of Finance’s
Trust Fund Bureau to be invested in the govern-
ment’s Fiscal Investment and Loan Program,
while the postal life insurance fund has had sub-
stantial discretion in portfolio investment deci-
sions since its establishment.

Second, the bill contained no clear separation of
the financial and fiscal responsibilities of the

Ministry of Finance, despite the demonstrated
risks of an over-concentration of power in one
ministry. While the ministry’s supervisory role
was transferred to the new Financial Supervisory
Agency (FSA) in June 1998, there had been calls
for financial planning functions to go with it, as
there had been suggestions that the national tax
administration should be separated from the
ministry. In the autumn, however, an agreement
was reached with the opposition parties to pres-
ent a bill in the next Diet session to transfer all
responsibility for financial regulation from the
ministry to a new Financial Reconstruction
Commission (which would also oversee the
FSA) by the end of 1999. In the interim the
ministry will retain joint responsibility (with the
FSA) for financial crisis management.

The bill did make some useful changes, how-
ever, by providing for the streamlining of the
existing 22 government departments into a sin-
gle-cabinet office and 12 ministries and agen-
cies, together with a reduction in the number of
bureaus from 128 to around 90 by 2001. It also
called for a ten percent reduction in the civil
services, whose current size is around 510,000.
Finally, it gives greater power to the Prime Min-
ster, who will be able to propose fundamental
national policies at cabinet meetings, and the
cabinet secretariat will be responsible for the
design of basic budget, macroeconomic, and
security policies. This may clarify the lines of
power. Any improvement in efficiency may be
limited, however, unless regulatory incentives,
bureaucratic discretion and the lack of account-
ability and transparency in the decision-making
process are changed.

T 3
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Japan, the Asian Economy and the Current Crisis

Prof. Osamu Nariai 1

Asia and the Recent Economic Crisis

Skeptics claimed that the Asian economic miracle
was exaggerated, saying that Asia was bound to
run into problems eventually. They had raised
warning flags a year or two before the Thai crisis,
noting that the current balance deficits of South-
east Asian countries were as high as or even
higher than those of Latin America in 1994, They
also argued that Asian economies were not im-
mune to financial crises. The reality was more
complex and more critical: collapses in domestic
asset markets, widespread bank failures, bank-
ruptcies of many firms, and so on. The economies
of Indonesia, Malaysia, and Thailand in particu-
lar were closely interrelated in terms of their
vulnerability to crisis.

The recent Asian currency and financial crises
highlight both the positive and negative effects
of global integration on individual economies,
The positive effects stem from the influence of
foreign capital in the form of foreign direct in-
vestment, which accelerates industrialization and
export promotion. On the other hand, three nega-
tive effects have been pointed out:

1) Globalization might enlarge income inequal-
ity.

2) Quick capital outflow, in particular short-term
portfolio capital, disturbs the individual econ-
omy.

3) A mismatch arises between global standards
and domestic institutions and customs - an-
other reason for capital outflow.

Broadly speaking, observers suggested two theo-
ries for the currency crisis:

1) Budget deficits financed by using a limited
stock of reserves made it difficult to maintain
pegged exchange rate systems. Therefore,
when reserves fell to a critical level, a specu-
lative attack on the currency was generated.

1 Prof. Osamu Nariai is Professor of International Econom-
ics, Reitaku University, and Advisor for Nakamae Interna-
tional Economic Research (NIER).

2) Defending parity is more costly (e.g., higher
interest rates) if the market believes that such
a defense will ultimately fail. For this reason,
therefore, a pegged exchange rate might mean
a trade-off between short-term stability and
long-term development.

At the same time, the Asian financial crisis seems
to have revealed several fundamental economic
weaknesses, which are as follows:

e Fragile fundamentals, such as budget deficits,
monetary expansion and inflationary pressure;

® No incentives to abandon fixed exchange
rates, because unemployment was not sub-
stantial in the early stage of the crisis;

¢ A boom-bust cycle in the asset market, such
as stock and land prices, preceded the cur-
rency crisis; and

e Financial intermediaries, such as non-bank
financial institutions in Thailand, took out too
many foreign short-term loans, often in US
dollars, then lent that money to speculative
investors. These intermediaries’ liabilities
were largely guaranteed by the government,
which posed the serious problem of moral
hazard. Similarly, these countries otfered easy
access to global capital investors, thus also in-
ducing moral hazard. As a result, external
short-term loans brought about an asset bub-
ble, which in turn generated real excess capi-
tal accumulation.

Within these contexts, there are two plausible ex-
planations for the crisis mechanisms:

e Speculative money attack (the ASEAN capi-
tal movement in terms of short-term portfolio
money inflow had been relatively small, ex-
cept in Thailand, in the previous three years);
and

e A fundamental deterioration in terms of cur-
rent balance deficits with respect to the ap-
preciation of real effective exchange rates.

For these reasons, governments failed to correct
money supply expansion by sticking to a fixed
exchange rate level (intervention in foreign ex-
change markets by buying US dollars pushed up
high-powered money, which eventually expanded
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money supply). Moreover, the sterilization policy
was ineffective because of less functional open-
market operation, and financial systems suffered
from institutional failures.

Impact on Japan and its Role

The Asian currency and financial crises exerted
various influences on the Japanese economy,
which has close ties with the Asian economy, in-
cluding a decrease of exports and increase of im-
ports, deteriorating profits for Japanese compa-
nies that have advanced into the Asian region, and
the decline of loans to Asia to a non-performing
status. Besides this direct impact, because of the
drop in the expected growth rate of the Asian
economy, which until then had been leading the
world economy as a growth center, Japanese
companies came to perceive a decline in business
opportunities, and so their propensity for capital
investment in Asia was adversely affected.

As the ripples from the Asian currency and fi-
nancial crises began to broaden and deepen, the
impact on the Japanese economy came not only
directly from the Asian countries concerned but
also indirectly from such new markets as Russia
and Latin American countries, the developed
nations that have close relations with them, and
also through the international financial market.

Although the situation has calmed somewhat, it
still does not warrant optimism, since the Asian
countries concerned continue to face economic
recession, and their financial markets remain in
confusion. Against this background, Japanese
companies continue to see their Asia-bound ex-
ports decline, and there is still concern that loans
to Asia are going to be rendered increasingly non-
performing.

There are, however, some good signs. The exports
of Asian countries are beginning to recover, and
the business sentiment and earnings of Japanese
companies in those countries, especially export-
oriented enterprises, are showing signs of picking
up. If the Asian economy moves toward an
export-led recovery, this development would also
be a factor in propping up the Japanese economy
through an increase of exports to Asia.

Regarding the domestic economies in the Asian
countries, while there are moves to eliminate ex-
cessive government intervention, there are also
moves to carry out reforms in the direction of fur-
ther consolidating their market economy systems,

including financial system reforms. Regarding
capital transactions, however, there are differences
in the responses of South Korea and Thailand,
which are seeking to deregulate, and Malaysia,
which is moving to tighten regulations. Further
discussion is necessary on the issue of capital
transfer regulations. Whatever the case, if the re-
covery led by external demand continues and or-
derly capital inflows to the Asian countries are
resumed, it will lead to an expansion of domestic
demand, and the economies of Asian countries
will hopefully move toward recovery. In that case,
hopefully the Japanese and Asian sides could form
a mutually beneficial cycle, in which the recovery
of Japan’s economy would contribute to the re-
covery of the Asian economy and vice versa.

Japan is expected to play a role especially through
the expansion of imports following domestic eco-
nomic recovery, the supply of funds for financial
stability in the Asian countries, and human re-
sources development via technical cooperation.
Regarding funds for financial stability, the New
Miyazawa Initiative is extending funds in a form
that is different from the financial cooperation of
the International Monetary Fund (IMF).

State of Progress of the New Miyazawa Initiative
South Korea

In a meeting of the leaders of Japan and South
Korea on 8 October 1998, Japan indicated untied
loans through the Export-Import Bank of Japan
(JEXIM) of the yen equivalent to approximately
US$2.35 billion.

In a meeting of the finance ministries of Japan
and South Korea on 15 January 1999, on the oc-
casion of an Asia-Europe Finance Ministers’
Meeting, Japan announced its commitment to
short-term financial support of up to US$5 billion.

Malaysia

In a meeting of the leaders of Japan and Malay-
sia on 15 December 1998, on the occasion of a
Japan-ASEAN summit, Japan indicated financial
support totaling approximately US$1.5 billion.

[Export industry support two-step loan - JEXIM):
about US$500 million; seven yen credits (Overseas
Economic Cooperation Fund): about US$1 billion.]

Thailand

In a meeting of the leaders of Japan and Thailand
on 16 December 1998, on the occasion of a Japan-
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ASEAN summit, Japan indicated financial sup-
port totaling the yen equivalent of US$1.85 billion.

[Loans for economic and financial structure re-
forms (JEXIM, co-financing with the World
Bank): up to the yen equivalent of about US$600
million; manufacturing industry support two-step
loan (JEXIM): ven equivalent of about US$250
billion; agricultural sector program loan (OECF,
co-financing with the Asian Development Bank):
yen equivalent of about US$250 million.]

Philippines

In a meeting between the finance ministers of
Japan and the Philippines on 15 January 1999,
Japan indicated financial support totaling the yen
equivalent of US$1.4 billion.

[Electric power sector reform program loan
(JEXIM, co-financing with the ADB): yen equiva-
lent of about US$300 million; banking system re-
form project loan (JEXIM, co-financing with the
World Bank): yen equivalent of about US$300
million; private-sector development two-step
loan through the Philippines Development Bank
(JEXIM): yen equivalent of about US$500 mil-
lion; Metropolitan Manila air pollution improve-
ment program loan (OECF, co-financing with the
ADB): yen equivalent of about US$300 million.]

Indonesia

When the Japanese Deputy Minister of Finance
for International Affairs visited Indonesia on 35
February 1999, he delivered a letter from Finance
Minister Miyazawa to the President in which
Japan indicated financial support totaling the yen
equivalent of about US$2.4 billion.

[Parallel loan with the IMF’s expanded credit
measure (JEXIM); co-financing with the ADB’s
program loan (JEXIM); co-financing with the
World Bank’s program loan (JEXIM): yen
equivalent of about US$1.5 billion; commodity
loans, etc. (OECF); health and nutrition sector
development program loan (OECF, co-financing
with the ADB); social safety net program loan
(OECF, co-financing with the World Bank): yen
equivalent of about US$900 million.]

IMF Recommendations and Lessons
of the Asian Crisis

In light of the crisis, the IMF recommended to
these countries the following:

e The tightening of monetary and fiscal policies;
e The establishment of market discipline; and

e Financial and banking system reform.

The IMF has been criticized by some economists,
such as Martin Feldstein, who argued in Foreign
Affairs (“Refocusing the IMF,” March/April
1998) as follows: “The IMF is now acting in
Southeast Asia and Korea in much the same way
as it did in Eastern Europe and the former Soviet
Union - insisting on fundamental changes in eco-
nomic and institutional structures as a condition
for receiving IMF funds.” Additionally, Feldstein
pointed out the following: “The IMF should
eschew the temptation to use currency crisis as
an opportunity to force fundamental structural and
institutional reforms on countries, however use-
ful they may be in the long term, unless they are
absolutely necessary to gain access to interna-
tional funds.” As a conclusion, Feldstein asserted
that the “IMF should work with countries that
have not yet reached a currency crisis in order to
prevent the larger current account deficits or the
excess short-term debts that could later precipi-
tate a crisis.”

In view of the above argument, we could draw
the following lessons from the Asian crisis. First,
regarding the sequence of liberalization of finan-
cial markets, a country should liberalize its do-
mestic financial system before opening up to
foreign capital. Second, financial liberalization
requires the strict market discipline of financial
institutions. Third, a flexible exchange rate system
is fundamentally important. Free capital move-
ment and pegged rates are a dangerous mix.
Fourth, financial markets need reliable informa-
tion to work efficiently. Fifth, in promoting the
global integration of capital, the establishment of
a resilient regional capital market is an urgent
task so as to reduce the ‘capital flight shock’.
Lastly, in creating an individual capital market
in each country, the concept of a regional mone-
tary fund (such as the ‘Asian Monetary Fund’
recently propounded by the Government of
Japan) helps to reinforce the architecture of the
global financial market. It is worth nothing that
such a regional financial institution is expected
to function on a regional basis and with looser
conditions than the IMF.

An equally important issue is when and how
such a regional monetary fund will be established.
Obviously, the setup would require financial sup-
port from the developed countries.
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Japan’s Software Industry

Kazuhiko Adachi'

Japan’s Information Technology Industry -
Current Position and Future Trends

The information technology (IT) industry includes
equipment, services, software, etc. In 1997, its
market size was US$1.8 trillion. The largest mar-
ket is that of the United States, amounting to
US$643 billion and representing 35.7 percent of
the worldwide market. After the American mar-
ket comes that of Japan, amounting to US$317
billion and representing 17.6 percent of the
worldwide market. The rest of the world is in
comparison a very small market.

Table 1: Worldwide IT Market, 1997

Market value | Share of world-

(in USS$ billion) wide market
UsS 643 35.7%
Japan 317 17.6%
Germany 119 6.6%
UK 102 5.7%
France 91 5.1%
Others 528 29.3%
Total 1,800 100

Source: JISA

In 1997, there was a three percent increase in the
IT industry as a whole in Japan, although there
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! Mr. Kazuhiko Adachi is Chairman of the International
Committee of Japan PC Software Association and President
of Intelligent Wave Inc.

was a slight decrease in hardware. The figures
for 1998 are expected to be seven percent higher
than those for 1997, and those for 1999 eight or
nine percent higher than those for 1998.

It should be mentioned at this point that large
companies — e.g., Kodak — often give technology
to other companies.

The PC Market in Japan

Personal computer (PC) and PC server shipments
drive the Japanese hardware market, and although
there was a slight decrease in this market in
1997, 1998 witnessed a steady increase; in regard
to PC server shipments, there was a large increase
of more than 20 percent. It has been estimated
that some 7.6 million units will be shipped in
1999, representing a nine percent increase.’

In this context it should also be noted that the PC
business in Japan is connected to income and also,
more recently, to the popularity of the Internet.

The Software Market in Japan

The software market in Japan is currently worth
approximately US$12.8 billion. A lot of decisions
need to be made with regard to this sector, not
least of all because of the Y2K, the year 2000
problem, which we also refer to as the ‘big bang’.
Although we have sales problems, the Y2K pres-
ents a big opportunity because everybody will
have to change his or her system. There are ap-
proximately 7,000 software companies in Japan,
which gives a general idea about the scale of its
software industry.

With regard to the new types of technology, there
is the semiconductor/IC card, mobile communi-
cation, the Internet, and multimedia. As for new
applications, there is electronic commerce (either
B to B or business to business, and B to C, or
business to consumer), digital consumer electron-
ics, electric government, and Enterprise Resource
Planning (ERP)/supply chain management.

? Figures from Nikkei Computer, May 1998,
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Enterprise Resource Planning (ERP) is a com-
puter system that is gradually gaining a larger
share of the market. It includes everything: for
example, accounting, household management,
logistics, and factory management.

An extremely important factor of the new tech-
nologies — whose development, in some cases,
began more than ten years ago — is that it is get-
ting increasingly cheaper to obtain. This includes
the semi-conductors for the mobile communica-
tions, Internet and multimedia. Although some
of the technology is relatively old, it has become
more important as people have become aware of
the different applications.

Current technology also gives one an idea about
the future of houses and daily life. In Japan, the
Internet refrigerator, for example, already exists,
but nobody uses it. The fridge is linked to a su-
permarket, which receives signals and then dis-
patches the necessary items accordingly. The
supermarket can display ‘today’s discount infor-
mation’ and functions similar to TV shopping.
The cost is high but it would be very useful for
certain groups of people, such as the elderly.

Digital electrical appliances for everyone and
daily use also include devices such as car navi-
gators and the PDA, which is a small PC that
controls all the machines inside the house: the
television, air conditioning and security systems,
etc. Another example is mobile telephones that,
in addition to the usual functions, allow for
holding video conferences.

Obviously, all of this entails investing massive
amounts of money in the infrastructure. The Japa-
nese Government, for example, is currently think-
ing of having a nationwide optical fiber network.
Moreover, the Japanese Government and Malay-
sia’s Prime Minister are currently in the process
of creating an electronic government by connect-
ing all the governmental offices to one network
in order to facilitate communication. Needless to
say, this is a very ambitious project.

What exactly is IT industry?

The IT industry comprises of hardware (PCs,
servers, work stations, main frames, etc.) and
hardware components such as semiconductors,
boards, disks (hard disk, floppy, CD ROM, etc.),
printers, displays, ete., as well as the correspond-
ing software and services (e.g., consultancy, com-
puter centers, Internet providers, etc).

Hardware components and the assembly busi-
ness require huge investments. For example, in
order to develop a new server or work station,
one needs to invest at least US$5 million in re-
search and development if the outcome is to be
something modern and competitive. For good in-
vestment, [ personally recommend software and
services, as this is a very easy field to penetrate.

To enter the software industry one needs lots of
money and a lot of hi-tech. The following soft-
ware sub-groups can be differentiated:

e Operating systems (e.g., Windows, NT,
UNIX, MVS, etc.)

e Databases (e.g., Oracle, Sybase, DB2, SQL
server, efc.)

e Languages (e.g., Cobol, Fortran, C, C++,
Java, etc.)

e Middle ware (e.g., Tuxedo, CICS, IMS, etc.)
e Network and communication software
e Development tools

e Application software

In 1992, a student at Helsinki University an-
nounced the UNIX-based operating system on the
Internet, which resulted in somewhere between
50,000 and 100,000 system engineers throughout
the world spending their time trying to improve
this system. The UNIX-based system is the big-
gest competitor of Windows NT, with both hav-
ing approximately 20 million installations
throughout the world. As Internet-made new
products are becoming a new culture, one can
say that the biggest competitor of Microsoft is a
nonprofit center.

Table 2:
Application Software (examples)

By industry: By function:

e Accounting/treasury

e Personnel
management

e Finance (securities,
banking, insurance, etc.)

¢ Manufacturing
e Distribution e Decision support
e Industry e Sales/marketing
e Public sector e Mail/group ware

e Entertainment
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There are many applications in software and it is
easy to reach the market but extremely hard to
compete with the big companies such as Micro-
soft and IBM. Of course, each industry needs
different software.

I would say that my company is dominating al-
most all of Japan. Amongst other places, we ex-
port products to California, the Philippines and
Malaysia. My advice to the Palestinians is as
follows: if you want to be a successful business-
man, you should know that business is business;
do not believe in metaphysics, but be a realist.

Characteristics of Japan’s software industry

There are nearly 70,000 repair shops in Japan,
and at least 7,000 software companies, 90 per-
cent of which are very small. The largest one is
the NTT DATA Corporation with 10,098 em-
ployees. To give you an idea, this company has a
revenue of 699 billion Yen (US$5 billion) and a
profit (before tax) of 30 billion Yen (US$230
million).

The software industry in Japan has a 12 percent
annual growth rate (1996-1997) and a share of
more than 90 percent university graduates
among its employees. Currently, it is character-
ized by small capital investment per person.

One problem the industry faces worldwide is the
illegal copying of software programs. In order to
stop people from doing this, one needs to
provide integrated services, which is something
that smaller companies are unable to do.

Opportunities for Developing Countries

There are also possibilities for developing coun-
tries to infiltrate the global market for PC and
software items. Opportunities include the fol-
lowing:

e small investment - for example, one PC in a
garage. Distribution costs can be kept low,
ie., via the Internet, which also provides
access to a worldwide market. The other side
of the coin, however, is that there is lots of
competition;

independent infrastructure and/or geography
(e.g., India, Israel, Russia, etc.);

involvement of labor intensive (but not low
level) work, which is usually available;

promotion of education.

T 3
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Trends in Japanese High Technology Ventures

Kazuhiko Adachi’

The Japanese venture movement is characterized
by the following:

Technology innovation
Restructuring of large company
Industrial promotion of local government

ol

Financial institution investment in small
venture firms

5. Central government’s shift in polices (from
big to small)

6. Change of employee’s attitude to company
(not permanent employment)

7. Influence of American business ventures

In order to encourage the software industry, one
needs incubators like the 20 or 30 new venture
companies in Israel for which the Israeli Gov-
ernment pays all the expenses, including the
salaries of the employees for two years. Of
course, capital is also needed, but finding it is
not always impossible. I have met one Palestin-
ian, for example, who gathered almost US$1
billion from 1,000 wealthy Palestinians, all of
whom invested US$1 million each.

In the Palestinian case, one should think about
outside entrepreneurs, as the Palestinian Authority
does not have the money to subsidize the capital.
The government is important and in Japan, like in
Israel, the local government helps a lot.

Figure 1: How to Establish a ‘New Venture’

e PHASE 1:
New venture idea

UNIVERSITY
e PHASE 2: INCUBATOR

Matured concept

o PHASE 3:
Business plan

e PHASE 4: B1G COMPANY,
Capital VENTURE CAPITAL,
o PHASE 5: GOVERNMENT ETC.

Human resources

. Mr. Kazuhiko Adachi is Chairman of the International
Committee of Japan PC Software Association and President
of Intelligent Wave Inc.

Almost one quarter of my company’s capital
came from venture capital, which is quite abun-
dant in Japan. First a new idea is developed and
then one goes through the different phases, all of
which are important. The business plan cannot
be formulated by oneself. Note that any venture
that is missing one of the phases will not suc-
ceed. You also, of course, need the know-how.

Sometimes, the companies are family-oriented,
which is often the case in Palestine. A very good
model is Taiwan, which used to be a Japanese
colony but whose people are Chinese. Taiwanese
businesses are family-oriented and include every
single family member, which is fine as long as
the business makes money; if it fails, everything
will be lost.

What is a hi-tech venture?
There are three main areas of hi-tech in Japan:

e Changing core technology

e New products or new services that create
new markets

e Mainly 'software’, ‘mechatronics’ and ‘bio-
technology’

Table 1: Small Business in Japan and the United

States (1996)
Japan USA
Employers 98.9% 99.7%
Employee 77.6 53.0
GDP 51.0 51.0
Innovation - 55.0

Small businesses are a very big business in Ja-
pan. Almost 77.6 percent of the people work in
small companies and produce S51percent of the
GDP. In the United States, some 53 percent of
the people work in small companies and produce
51 percent of the GDP.

It can probably be said that hi-tech companies
have taken the lead when it comes to jobs.
Research involving Sony Omron, Honda and
Kyosera has shown that hi-tech ventures create
‘new jobs’.
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Table 2: Source of Core Technology in Japan

Software | Mecha- | Bio-
tromics tech
Original 1% 95% 43%
University 6 0 43
Customer 10 0 0
Oversea 3 0 0
Others 10 5 14
Source: Research conducted by a Japanese university in

1997.

Last year, the owner of a Japanese software
company made more than US$100 million net
profit. Nevertheless, making money in Japan is
very tough, more so than in the United States.
Japan must develop a tax system that meets the
needs. Currently, people pay up to a maximum
of 65 percent tax.

Participant: If you invest here in Palestine now
you get 15 years without paying taxes.

Mr. Adachi: Yes, in Japan investors usually pay
low taxes.

Participant: If you invest outside Japan, are you
subject to double taxation?

Mr. Adachi: For my American company, I pay
taxes to the American Government and for the
investment in Japan, I pay the tax to the Japa-
nese Government. Fortunately, the United States
is very innovative in this field and there is no
double taxation.

The original concept is the most important one
when it comes to developing a product. What
kind of market exists? What kind of technology
is available? How will the product be sold? These
are the things that should be included in the origi-
nal concept. If you do not have a market here,
think about other Arab countries. You have a big
market: from Indonesia to Morocco, it is yours.

If we compare the American and the Japanese
policies, the American Government does much
more for the American companies than the Japa-
nese Government does for the Japanese compa-
nies. However, the Japanese Government re-
cently changed its policy and one of the biggest
alterations is that whereas until recently, it had
concentrated on helping large companies only,
nowadays, it is trying to help small ones.

The Japanese employer-employee attitude is
unique. For example, even my company hires
university freshmen. In Japan, there are not so
many computer graduates, and in the old days, I
often hired engineers who were not computer
specialists — marine engineers for example — and
trained them. My company still trains every-
body, computer specialists being so few and far
between. All Japanese companies concentrate on
training all their employees, which is probably
something only found in Japan.

Whereas American companies pay their employ-
ees according to their skills, Japanese companies
pay their employees according to their achieve-
ments and salaries are divided into three parts as
follows:

Figure 2: Salary Calculation

P Special skill

Management Salary

Seniority Salary

>

35 55 Years

For example, in my company the youngest di-
rector has the same management salary as any
senior one, and the two salaries only differ in
regard to the seniority and special skills salaries.

Many people retire at the age of 55 and in some
cases go on to join a new company, even though
their new salary does not reflect their ‘achieve-
ments’, only their experience.

In Japan, if you want to fire people, you give
them incentives. In a Japanese company, the
retirement money depends on the current salary
of the employee in addition to the number of
years that he has been with the company. The
total sum comes to almost five or six times your
annual salary, and many Japanese companies, if
they want someone to leave, will say, “I will
give you twice your retirement pension at one
time.” The government pension starts at 63, so if
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you are fired at 55, then you have to rely on your
company pension to see you through that ten-
year period, which can cause some serious prob-
lems. However, things are changing, especially
for the younger generation of employees, most
of whom can now choose between two systems:
one is the original salary system, the other, a
system whereby one can get a percentage of
his/her retirement money from the beginning in
addition to the regular salary. The younger gen-
eration of Japanese thinks very much like the
Americans and consequently, at a certain age many
young Japanese decide to start their own company.

In the past, the government had venture capital
but today, almost all the financial companies have
their own venture capital fund and there are more
than 200 or 300 venture capital companies, all of
which are willing to invest in small companies.
These days, if you are capable enough, you can
easily get money. Because of the recession and
people being fired, many small ventures started
up, and in some cases, these were later bought up
by some of the larger companies. If you are suc-
cessful, you have two choices: you can be totally
independent or you can sell your company and if
you work hard, you can make a lot of money,
whatever it is that you decide to do.

Participant: In Palestine, nowadays, we try to en-
courage foreign investment and Japan is one of
the countries in which we are interested. What
would you suggest we do in order to reach Japa-
nese businessmen?

Mr. Adachi: 1 personally visited many places
here during the last week. I met with people from
the Software Association and we decided to
communicate in order to learn more about each
other. I also asked them to join SITO, the South-
east Asia Information Technology Organization,
which is made up of 800 companies in Japan,
Taiwan, Hong Kong, Singapore, Indonesia, Thai-
land, Malaysia, South Korea and India. We can
help ‘match’ the Palestinian companies with other
companies; some people need technology, others
a new market, others materials, etc. If Israel
wanted to join us, I do not think that Malaysia
and Indonesia would agree, but if you wanted to
join us, it would be a different matter.
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Overview: The Axis of Japan’s Foreign Policy

HE Yoshiji Nogami'

The Japanese approach towards the peace process
has always been very simple: we want to see
changes on the ground, or more specifically, a
vast improvement in the various aspects of the
daily activities of the Palestinian people. When I
first came to this process, it was still under Shamir
and each time this word ‘Palestine’ came up, the
Israelis would replace it with ‘Judea and Sa-
maria’. Later, they referred to the ‘Palestinian Oc-
cupied Territories’ and now we are talking about
‘Palestine’, so things have certainly changed. 1
started dealing with the process, the environment
and various other issues at the time of the
Jericho Agreement, and I must say that I have
noticed some tremendous improvements.

Many of my colleagues, Japanese and foreign
alike, who are involved in day-to-day foreign
policy formulation are facing a problem, which
is the rapid speed of economic and cultural
‘globalization’. Some people refer to the result
of globalization as the ‘borderless society’, where
activities are no longer within the traditional gov-
ernment setup. The other side of this globaliza-
tion is the growing hostility amongst those who
believe that it is not to their advantage. During
the course of last year, we at the OECD were
negotiating what we call the Multilateral Arrange-
ment in International Investment. We wanted to
formulate an international code for investment,
being well aware that those who feel they are not

' Mr. Yoshiji Nogami is the permanent representative and Japa-
nese Ambassador to the Organization for Economic Coop-
eration and Development (OECD) in Paris. In 1991 he be-
came the Coordinator for Environment and Water Resources
to the multilateral peace talks, and until 1994 traveled fre-
quently to the Middle East working on issues such as sew-
age, solid waste management, and ground aquifers, etc.

[The 29 OECD member states — all Western industrialized
democracies that together account for almost 70 percent of
the world’s GDP - work toward economic policy coordina-
tion, trade policy and development policy. Initially, the
OECD was established as the economic and intellectual wing
of NATO and the implementing organization of some of the
Marshall Plan, but it has gradually changed. The United
States and Japan alone fund some 50 percent of all the
OECD’s activities. Recently, the Slovak Republic, the Rus-
sian Federation and Argentina have applied to become mem-
bers.]

benefiting from globalization regard international
investment in a very poor light. Amongst these
groups are the labor unions in the United States
and Europe and the environmentalists, who insist
that international transnational investment is
detrimental to the environment. Even today, many
human rights organizations are saying that inter-
national investment is harmful to the underprivi-
leged and leads to social evils, such as child labor.
My personal belief is that if we were to have a
code of behavior with regard to international in-
vestment, we would be able to mitigate some of
its negative impacts. The organizations that are
calling for countries to be allowed to retain their
own cultural identities say that international in-
vestment could undermine this cultural individu-
ality, so at the same time as there are forces that
are pushing for globalization, there are also
counter forces, which is making the economic
discussions increasingly complicated.

In order to achieve the European Union’s (EU)
Maastricht criteria, many countries introduced
some austere provisions and the people who are
against globalization say that because of those
measures certain sectors of the society have been
hit very hard, which is true: in many countries
the provisions for the fairly lucrative welfare
system had to be cut and the educational budget
streamlined. To put it simply, there are countries
that can keep up with the rapid speed of global-
ization and there are those - such as the African
states — that cannot.

Another fundamental problem that we are facing
concerns the ideological differences. The Russian
Federation is now applying for OECD member-
ship, while only two days ago we witnessed a
ceremony in Washington to mark NATO’s accep-
tance of Hungary, Poland and the Czech Repub-
lic. The OECD was based on this differentiation
between the so-called Western industrialized de-
mocracies versus the socialist camp, which was
utilized very conveniently in fostering solidarity
amongst the former. Right now, however, every-
body is talking about markets, about the OECD’s
expansion, etc., and the ideological differentiation
is gone, while the roles and missions of an inter-
national organization like the OECD are becom-
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ing increasingly difficult to define, especially as
some countries would appear to be obsessed with
furthering their individual interests. It is ex-
tremely difficult given this globalization and the
loss of this easy ideological demarcation to fa-
cilitate coordination amongst the different coun-
tries of the world.

Globalization is a very tiring process as one has
to try to coordinate things whilst considering
everyone’s position. Unfortunately, now that the
Cold War is no longer there to draw people to-
gether, national interests would appear to have
become many people’s major concern. Conse-
quently, it is often difficult to reach a consensus
on the difference between a so-called ‘diversified
threat’ and a ‘global issue’. Take North Korea, for
example, is it a global issue or merely a diversi-
fied geographical threat? At this point, it should
be noted that threats are sometimes diversified
not only in geographical terms, but also in terms
of nature and modality.

Japan is still surrounded by divided nations, i.e.,
the Korean Peninsula and China. The Asian se-
curity climate is certainly much different to that
of Western Europe, and whereas in the past such
issues could be easily understood and shared by
almost all the different countries, the tendency
now is for countries to talk about their own lim-
ited national interests and to pay little attention
to those of other states that do not — or so they
believe — concern them. Ask any Japanese poli-
tician, for example, for his position on Kosovo
and you will find that he does not know or care;
you will find exactly the same thing when you
ask any European politician to state his position
on the Korean Peninsula.

In Asia, unlike in Europe, for instance, the diver-
sity of the nations in the region is very striking.
For instance, I believe that in Europe, the richest
country is maybe five or six times richer than the
poorest country, so it is difficult to have a sort of
homogenous region. The Japanese GDP is larger
than that of the rest of the Asian countries put
together, we still have two countries that are
strongly professing the communist ideology, we
have the largest populated country in the region
— China has a population of 1.4 billion — which
is taking a somewhat different political stance
from the rest of the region, and so the diversity
of the states in our region is very striking. As the
second largest economy in the world, Japan’s

position is to ensure that the security and stability
in the region are maintained but, due to its past
experience, to do so without playing any kind of
military role, even though we have a very strong
presence in other regards. Japan’s decision not to
become a military superpower is one of the fun-
damental elements of Japanese foreign policy,
and on the basis of that, a number of systems and
arrangements have been built, a key element of
which is the security alliance with the United
States.

In 1945, Japan had little choice concerning its
potential as a military power as it had lost the
war and been ordered by the occupying force to
refrain from building a military capability. How-
ever, since regaining independence there has been
a conscious decision on the part of the Japanese
people to stick to this path, which, in fact, is now
an important element of the Japanese identity.
There are some older Japanese who still remem-
ber the war with a certain sentimentality, but I
could say that 90-95 percent of the Japanese
people would be against the idea of Japan be-
coming a military superpower.

Japan contributed to the Gulf War but only in the
form of providing and sending in a few mine-
sweepers. I was in charge of the Middle East at
that time and I still remember my first visit to
the region in November 1990, when 1 went to
Baghdad to bring back what President Saddam
Hussein called ‘house guests’. One should not
forget, of course, that Japan relies heavily on its
oil supply from the Gulf, its largest suppliers
being the UAE, Saudi Arabia and Kuwait. The
strong alliance with the United States was another
reason why Japan supported operation ‘Desert
Storm’, as was the fact that Japan did not accept
the invasion of one (Arab) country by another.
Japan’s role in the Gulf War was actually the
subject of a big domestic debate because in order
to fund the operations, certain taxes had to be
raised. Fortunately, people eventually realized
that this had to be done to ensure the stability of
the Gulf area, particularly the southern part, and
to stabilize the international energy market.

The Japanese-American relationship is strong but
very complex. Apart from the security arrange-
ment, the United States is the largest market for
Japan and Japan the single largest market for the
United States, excluding Canada. Thus, the Japa-
nese-American relationship is in fact a key ele-
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ment in Japanese foreign policy. Many of the
Asian countries believe that Japan is too close to
the Americans, but in spite of what they say
publicly, most of them welcome this very strong
relationship. In the past, the United States was
complaining about the strength of the Japanese
economy, whereas for the last couple of years it
has been complaining about its weakness. Cer-
tainly, Japan’s economic situation is very diffi-
cult and the Japanese market is contracting rather
than growing. Accordingly, the major economic
agenda between Japan and the United States in
recent years has involved finding ways to restore
the growth of the Japanese economy.

There is also a very complicated debate going on
in Japan concerning the defining of roles and
missions on the part of Japanese involved in the
US-Japan Security Treaty, labeled the ‘defense
guideline debate’, which centers around the criti-
cal situation in the Asia-Pacific region and the
roles and missions of the respective forces. This
is certainly a difficult issue but we have to deal
with it because of the diversified threats that still
exist in the Asia-Pacific region. In the middle of
last year, for example, North Korea started ex-
perimenting with this so-called satellite launching
program, but the ‘satellite’ was actually a ballistic
missile, and at the moment, the issue is at the

center of a big dispute involving Japan, China and

the United States. In addition, the China-Taiwan
problem has yet to be solved and we are still
faced with a divided Korea, so the situation in
the Asia-Pacific region definitely requires a more
specific definition of the roles and missions of the
various forces in the region. With regard to North
Korea, nobody can predict what course of action
it may or may not take; it is a secluded country
and we do not know anything about what is
going on there, except that the North Koreans
are spending nearly 30 percent of their GDP for
military purposes. Japan has been trying to es-
tablish some form of ‘normal’ diplomatic rela-
tions, but it is not such an easy thing to do.

China, on the other hand, is a more open country
and we have normal relations with it, although, of
course, the Chinese leaders are constantly talking
about the resurgence of militarism in Japan, partly
because of the missile defense programs that is
being carried out jointly with the United States.
The one major unstable and unknown element in
the Asia-Pacific region, however, is North Korea.

As to our position on the China-Taiwan relation-
ship, we recognize one China and do not have
any diplomatic relations with Taiwan.

Participant: How does Japan look at the nuclear
competition between Pakistan and India?

HE Yoshiji Nogami: Japan is the only country
that has ever suffered from this nuclear prolif-
eration in the history of mankind and it strongly
condemns any form of nuclear proliferation,
which is why it suspended relations with both
countries and is asking them to sign the CTVG.

Participant: What about the Israeli nuclear pro-
gram?

HE Yoshiji Nogami: The Israelis - like the South
Africans in the past — are not organizing any
testing.

Another important element in Japanese foreign
policy is the relationship with Russia. Japan has
not yet normalized its relationship with Russia
nor signed a peace treaty, although it is support-
ing Russia’s recovery and development and wel-
comes the idea of a strengthened and democratic
Russia, partly because it would enable Japan to
negotiate the return of the territories taken by
force after the end of World War II. Quite re-
cently the Japanese Prime Minister met with Presi-
dent Yeltsin and Japan and Russia will continue
to work on their peace treaty based on three
principles: realism, historical justice, and mutual
benefit. As a part of this exercise, Japan is trying
to set up a mutually acceptable borderline with
Russia and there is no doubt that once this aspect
is settled, a peace treaty will be signed. Apart
from this, there is the fact that Russia is a neigh-
bor and Japan does not like to see it in an eco-
nomically distressed situation. The problem with
Russia is that while two thirds of the Russian ter-
ritory is in Asia, two thirds of the Russian popu-
lation is in Europe, and the Russians have yet to
come up with a foreign policy concerning their
Asian neighbors. In addition, Russia has been
suffering from an extremely high rate of inflation
and a substantiated negative growth rate over the
past couple of years, whilst its discussions with
the International Monetary Fund (IMF) are not
proceeding very well, which are further reasons
why Japan has already provided it with nearly
US$23 billion,
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Although the Japanese would like to see Russia
return Japanese land, they understand that in
order to have a more meaningful discussion with
Russia on the issue of the territory, the Russian
economy has to improve. Russia would probably
like to normalize the relationship with Japan, not
least of all because it wants to take advantage of
the Japanese economic and technological capa-
bility. At the same time, however, the Russians
know that their economy is in a very difficult
situation and they do not want foreign countries
to take advantage of them. Nevertheless, I believe
that the severe economic conditions will help the
government in explaining to the Russian people
why they should try to understand the merits of
normalizing the relationship with Japan. How-
ever, one must remember that the Russians have
been suffering from the Cold War mentality for
many years and that there are still members of
the Russian Parliament whose vision is not broad
enough to allow them to see the merits of Japan
and Russia resuming normal relations.

Although US$23 billion is a huge amount of
money, it is less than half of what Japan gave
during the past year to the countries in Southeast
Asia that are suffering as a result of this eco-
nomic crisis - Indonesia, Malaysia, Thailand and
Korea - to whom we gave US$55 billion. From
the summer of 1996 onwards, many Asian coun-
tries have gone through this very difficult eco-
nomic situation, which started in Thailand then
moved down to Malaysia, Indonesia and the Phil-
ippines. Hong Kong and Korea were also affected
by the so-called ‘Asian financial crisis’. The cur-
rencies of these countries were overvalued for a
very long time, which resulted in an ever-
increasing current account deficit. Developing
countries can normally afford to have this kind
of deficit because there is a growing need for
development, but if you have a current account
deficit, you need to have funding; if you have a
current account deficit and long-term funding,
over time, the goods and capital that are im-
ported will help you to cover this deficit. There-
fore, developing economies will have a current
account deficit in order to strengthen their future
export capacity or domestic development. The
source of funding is crucial. Long-term funding
is very useful, but direct investment is even
better because you do not have to pay it back.
Unfortunately, many countries in Southeast Asia
relied heavily on short-term capital, and found
themselves in a mess when this funding started

to decrease, realizing too late that the money im-
ported from overseas sources had not been prop-
erly utilized. The ones - mainly banks - who were
putting money into Malaysia and Indonesia did
so believing that the money would be okay be-
cause of the increase guaranteed by the govern-
ment, so there was this concept of implicit guar-
antee, what we call ‘moral hazard’; the lenders
thought that the money would be okay not be-
cause of the projects themselves, but because of
the backing while the borrowers also thought
that the money they borrowed would be okay.
Those are the causes of the Asian crisis. Every-
body thought that it was a wonderful economic
miracle and wanted to be a part of it, but no one
had bargained on the failure of this implicit
guarantee, meaning more hazard, a lack of gov-
ernance, and the fact that the money was not
spent effectively, which is why every time some-
thing happened, the lenders would withdraw their
money. Because of this sudden collapse of the
economic bubbles in the Southeast Asian coun-
tries, they are undergoing a very strict process of
restructuring. One of the major aspects of Japa-
nese foreign policy is to help these countries by
providing both money and technical support and
by assisting in bringing in more globalized stan-
dards pertaining to accounting systems and pub-
lic bankruptcy procedures, etc.

I believe that the Southeast Asian countries will
come out of this crisis because they have a strong
production capability. Despite the depreciation of
their own currencies, they are regaining export
competitiveness. One major problem at the mo-
ment is that there are not so many big markets
for their exports. The American economy is now
the only truly booming economy but the Ameri-
cans are saying that they do not want to be the
market of last resort, while the European market
is contracting, so another important task is for us
to restore the growth in Japan. Once the Japa-
nese economy is back on its normal path, Japan’s
support to the Southeast Asian countries will be
strengthened.

Participant: Is it not true that Japan gave US$10
billion to Indonesia under Suharto and that econo-
mists and politicians were very critical, saying
“Why give US$10 billion to a country where the
system is corrupt?”

HE Yoshiji Nogami: Indonesia is the second larg-
est host of Japanese private investments. To date,
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we have helped in establishing an electricity net-
work and improving the telecommunications and
other basic infrastructure systems. Under Presi-
dent Suharto, the government was in a way very
autocratic, but there was certainly not a massive
infringement of human rights. People say Indo-
nesia is corrupt, but even though there were all
these cronies and the so-called ‘family business’,
there was substantial development under Suharto.
In fact, there was strong support for President
Suharto, but the economic downturn was very
sharp and toppled all the system. Indonesia has a
population of 180 million, and it is currently the
largest but slowest boat among all the Asian
boats; if no attempt is made to strengthen it, then
it will slow down the whole Asian fleet, thereby
determining the pace of the Asia-Pacific coop-
eration and resulting in a further decline of the
Asian economy.

T 3
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Political Relations Between Japan
and the Middle East

Prof. Akifumi Ikeda'

Japanese policy in the Middle East, especially in
regard to Palestine, has had relatively little to do
with politics up until very recently. Nearly a
decade ago, I had an opportunity to speak very
closely with one of our prominent ambassadors
who served in various places including the
United States and the Middle East. He was once
our ambassador to Saudi Arabia and he was
telling me about how he had been called back to
Japan from Riyadh to lead the trade negotiations
with the United States, which were certainly no
fun for Japan. In fact, the Ambassador said that
it was one of the worst assignments that he ever
had, but he added that at least it got him out of
Saudi Arabia. Knowing what I did about the
Middle East, I was very sympathetic. The Mid-
dle East was at the time no fun for anyone and in
many ways living there was likely to become
more difficult, which is why many people would
prefer to live somewhere else.

There is some good and some bad news. The bad
news is that Japan is not particularly fond of this
part of the world, but the good news is that it
still feels tremendous concern in regard to what
is going on in the region. What makes the sub-
ject so complicated? As with most places, there
are two obvious answers. One is geography - in
this case post-strategic and economic - and the
other is history, with the two being closely con-
nected. If the Middle East were closer to Japan,
its history and impact on it would be different.
Europe and America are situated farther away in
terms of purely geographic distance, but they are
the source of the modern civilizations, whereas
the Middle East, the cradle of some of the world’s
oldest civilizations, neither threatened Japan nor
provided it with models. China, another ancient
civilization, was a threat to Japan as well as a
model, but the West gradually replaced it over
the past 150 years, during which Japan’s record
of contact with the Middle East was marginal.

! Prof. Akifumi Ikeda is Associate Professor, Faculty of
Science, Toyo Eiwa Women’s University.

The Japanese image of the Middle East was
neither bad nor good. In general, there was a
vague sense that something mysterious was hap-
pening in this part of the distant world because
the Middle East is the point of contact of three of
the world’s greatest religions, that is to say Juda-
ism, Christianity and Islam, which all emerged
in the region. However, all those monotheistic
religions were alien to the Japanese, their relig-
ious traditions and their way of thinking. Japa-
nese people tend not to accept what are called
absolute values or absolute teachings, and they
are accustomed to thinking according to a com-
mon Japanese expression that means ‘In a fight,
both parties share the prey’. Some even argue
that the era of monotheism had been replaced by
the era of polytheism and that what Japan could
contribute to the world was, like the case of
computer science, this idea about religion.

In those post-Cold War years, there was a decline
of Western prestige and ideological influence,
which resulted in the rise of multiculturalism.
While in the West people talked about the end of
history or clash of civilizations, Japanese scholars
were arguing that Japan had become a major
economic power because of Shintoism and the
spirit of tolerance and polytheism coupled with
respect for labor. Now that the economic land-
scape has turned out dramatically black and the
economies are being torpedoed one by one, some
people are saying that the ‘American Century’ is
likely to go on well into the next century. It is
extremely difficult for the Japanese to become
familiar with the Middle East. Of course, some
Japanese accepted Christianity after encounter-
ing the West and deciding to follow its path in
the process of our modernization, but this was
mainly because the Christian West had con-
veniently separated the scientific knowledge
from the idea of a whole. With regard to com-
munication with other Japanese, the one million
Christians in Japan are faced with a great handi-
cap in their attempt to establish a dialogue, and
the problem is how to find a common ground in
the fundamentals of their respective religions.
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In most ways, the Middle East differs from all
parts of the world. In Japan, the same people have
been settled where they are for thousands of
years. In the Middle East, on the other hand, all
kinds of different people have been coming and
going throughout history, not only people native
to the region but also people such as Alexander
the Great, Julius Caesar, the Crusaders, Genghis
Khan, Napoleon, etc; eventually, all the great
conquerors of history left their marks here. In
some cases they found or recruited local sup-
porters, and in others, local supporters invited
them in. The Middle East has been a theater for
other people’s wars, which is another reason
why Japan has tended to shun it. In short, the
very odd political landscape of the Middle East
is so confusing and troublesome that the Japa-
nese prefer not to even think about it.

This lack of interest in the region is facilitated by
Japanese ideas concerning Islam and the Mos-
lems. Even in Southeast Asia, Japan, after occu-
pying Malaysia and Indonesia, both of which
have a large Moslem population, did not develop
a positive attitude vis-g-vis Islam. Since then, the
Japanese have turned their attention to economic
growth and their contacts with the Southeast
Asian countries were predominantly seen in
economic and technological not religious and
cultural terms. With the exception of the par-
ticular interests of area specialists, artists and
historians, Islam and Moslems were not an ob-
ject of attention for the Japanese. Although the
oil shock of 1973 resulted in a lot of sudden at-
tention being directed towards the Moslem
World by the Japanese press, this was for eco-
nomic and not military or other reasons. Since
then, there have been a few international events
during which Islam and the Moslems drew the
attention of the Japanese, one of which was the
report on the terrorist military and political ac-
tivities of the so-called Moslem fundamentalists.
This was of great importance to certain intellec-
tual circles, as were the reports on various cul-
tural conflicts; for example, the destruction of
the great Buddha statues in Afghanistan by the
Taliban, or the positions taken by the Moslem
countries on issues related to the feminist move-
ment. However, generally speaking, the com-
plexities of the situation within which these fun-
damentalists operate and within which women’s
rights are discussed are not well reported to the
Japanese public.

Another important reality that drew the attention
of Japanese public opinion relates to the direct
contact with Moslem visitors in different parts of
Japan, especially the Moslems from Turkestan
who sought political asylum and settled in Japan
during the Japanese intervention in Siberia fol-
lowing the Russian Revolution. There are other
things as well, such as the mosque built by
Moslems in Tokyo, which was the first of its
kind in Japan. The main thing, however, is the
migration waves from different parts of the Mos-
lem World, mainly from Iran and South Asia. At
first, the Moslem refugees were not numerous
enough to create a clear image of the Moslems,
but the recent intflow of migrant labors in the
1980s and 1990s resulted in the forming of some
negative images in the eyes of conservative
Japanese. This is not only because some of those
workers came to be involved in criminal activi-
ties such as telephone card forgery or drug traf-
ficking, but also because there prevailed a dis-
torted image idea that the Moslem workers were
religiously handicapped when it came to com-
peting with Japanese workers in the workplace.
The fact that they stopped working in order to
pray was difficult for the Japanese managers, for
whom hard work for the company was the only
religious activity, to understand. One could say
that the exposure to Moslem workers did not
improve the lack of interest on the part of the
Japanese towards Moslems and the Middle East.

However, the presence of the Moslem workers
led to a realization that the Middle East as well
as South Asia are not far away places with no
direct links to Japan. There is even a large park
close to the major shrine in the center of Tokyo
where one could find signs in Persian indicating
that the park closes at 3:00 p.m., the reason be-
ing that several hundreds of Iranian workers
used to gather there to meet friends and ex-
change information. However insignificant this
appears, it shows that those workers are now a
part of the Japanese society and Japanese back-
ground. The problem is to make the Japanese
fabric realize what this means in terms of human
contact. Unfortunately, there are very few exam-
ples of contacts between the Japanese and the
Moslem World, although they are bound to in-
crease in a world where inter-dependence in-
creases day after day. The question is how to
make increased contact a basis for friendship and
cooperation and not to fall victim to the racist
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anti-Moslem attitude that is frequently found in
the West.

Here it should be pointed out that there exists a
gap between the perceptional incongruity to-
wards the region and actual concern regarding
what is happening here. In recent years, Japan
has become politically more and more visible in
the region. Thus, in the last decade or so people
have become used to the idea of Japan as a visi-
ble, if not active, political player in the region.
Foreign policy is a complicated process in most
countries, but the Japanese Constitution makes
things even more difficult.

Today, very few Japanese are interested for ex-
ample in Bosnia and Kosovo or Rwanda, al-
though a few years ago, certain people in Tokyo
took them very seriously. The Middle East is
different. It is a part of the world that many
Japanese take seriously for many different rea-
sons in spite of the lack of familiarity and affini-
ties I have already described. It is also a region
where several different agencies make policy:
for example, the Prime Minister’s Office fol-
lowed by the Foreign Ministry Office and the
Ministry of International Trade and Industry
known as MITI, etc. The Federation of Eco-
nomic Organizations is also implicated in this.
Of course, Japan is not the United States and
therefore does not have to bother about the Pen-
tagon, the CIA, the media, American Jews,
American Arabs, etc. Yet, there are Japanese
with an interest in war, peace, human rights, the
global threat, the defense budget, the price of oil,
the price of the yen, the price of the dollar, etc.

There are two basic components that have con-
stantly played a major role in Japan’s policy
towards the Middle East. To put it bluntly, there
is the American factor on the one hand and the
oil factor on the other. When the international
conditions were rigidly set by the Cold War struc-
ture, Japan was so heavily dependent on the Pax-
Americana that people believed it was only natu-
ral for Japan to either take its lead unquestion-
ingly from the United States or remain as incon-
spicuous as possible. In a way, the Japanese had
no urge to change the existing framework in the
Middle East or anywhere in the world for that
matter, being content to merely follow American
policy. In this sense, Japan was far more passive
than the allies of the United States in Western
Europe and it did not even try to lay the ground-

work that was necessary in order to establish it-
self in the region. What happens in the Middle
East has a way of affecting America and what
affects Americans has a way of affecting other
people, including the Japanese, and it is for this
reason that the American factor came to repre-
sent a predominant political element of the Japa-
nese attitude towards the Middle East.

Securing a stable energy inflow is a necessity of
the utmost priority for Japan. This energy factor
formulated the dominant economic element of
the Japanese approach to the Middle East and up
to a certain point in the history, the two factors
mentioned above meant the same thing. The
world oil market was controlled by major oil
companies, which are predominantly American.
Japan preferred the cheap oil provided by them
rather than to invest in overseas or exploration
ventures. There were, of course, exceptions like
the case of the Arabian Qil Company, which was
established in the late 1950s to produce crude oil
in the neutral zone between Kuwait and Saudi
Arabia. Japan’s oil was perceived as being sup-
plied by the Americans or Euro-American com-
panies to be more precise and not by the Middle
East itself. Therefore, Japan did not have to for-
mulate its own stance with regard to the region.
Washington expresses its demands and Tokyo
complies - the same old pattern repeated itself
over and again - and historically this was a rea-
son for Japan to stay away from the Middle East.

What changed all this in a rather complicated
way were the two wars in the region, mainly the
October War (or Yom Kippur War) of 1973 and
the Gulf War of 1991. The October War brought
about the oil shock, which resulted in Japan
having to face the oil embargo by the producing
countries of the Arab World and becoming more
than a little aware of its strategic vulnerability.
One can argue that at this point Japan started to
formulate more conscious policies towards the
Middle East as the direct result of the American
failure to assure the Japanese share. In fact, the
shock led to the most rapid major diplomatic
partnering between Japan and the United States
since the establishment of their alliance relation-
ship. For the first time, circumstances forced
Japan to deal strictly on its own with a signifi-
cant portion of the developing world, i.e., the
Arab bloc. In other words, this was the begin-
ning of Japanese awareness concerning the fact
that it cannot distance itself from world politics
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such as the Arab-Israeli conflict and the Palestin-
ian problem.

One can easily see that the Japanese interests
here were already very complicated. Japan fa-
vored national independence for both Jews and
Arabs. On the other hand, it wanted to maintain
its strong ties with its single partner, the United
States, which found it particularly easy to iden-
tify with Israel, not only because it is a democ-
racy, but also because it is pioneer country, a
country of immigrants. On the other hand, Ja-
pan’s support for the American policy in the
region had never been checked and Japan
wanted to assure the flow of Middle Eastern oil
for its own economy. The net result of this com-
plication was the policy of the economic high
profile combined with the political low profile in
the region. Japan learned the lesson and was
determined to become a major business player in
the region, having realized that it could no
longer be taken for granted that oil was some-
thing that could be obtained anytime from any-
where and that Japan has to deal with the reality
and be more sensitive to the demands of the
Middle East and the oil producing countries.
Furthermore, the Middle East came to be a large
promising market as well as a supplier of energy,
s0 Japan had to decide what to do in order to
become economically visible in the region. To
find favor with the Arabs, Japan resorted to
some sneakiness: official development assis-
tance to Middle Eastern countries rocketed in the
years that followed: from US$10.6 million in
1970 to US$89.2 million in 1975 and then to
US$339.8 million by 1978. Japan also gave de
Jacto recognition to the Palestine Liberation Or-
ganization (PLQO), which opened offices in To-
kyo in 1976, and in 1981, Mr. Yasser Arafat vis-
ited Tokyo for the first time. Japan’s policy was
to consider the maintenance of a balance so as not
to hurt the American position nor cause offense.
Obviously, Japan attached enormous importance
to ensuring that America remained its principal
export market and alliance partner. Thus, Japa-
nese policy has gone in some very different
directions. In short, the more economically ac-
tive it has become in the region, the more effort
it has made to maintain a low political profile.

With the outbreak of the Gulf Crisis and the
wars of 1990 and 1991, the landscape changed
again. The Americans probably did the right thing
when the Iragis invaded Kuwait nine years ago -

I was in Iraq before the Crisis and I can therefore
say, based on personal experience and reliable
information, that Iraq at the time was home to
one of the most ruthless regimes on earth and
probably is much more worse by now. It was a
real danger to its neighbors, and the invasion of
Kuwait was a clear act of aggression and was
likely to lead to more aggression that could have
resulted in a direct confrontation with Israel and
possibly non-conventional warfare in the region.
I, like many other people, would be happier were
an Iraqi opposition to get rid of the current re-
gime, but there are real dilemmas because the
concomitant sanctions against Iraq require inter-
national support and domestic consensus. Hav-
ing said that, the mandate was to get Iraq out of
Kuwait and make sure it stops threatening its
neighbors, not to dismantle the country or over-
throw the government. In other words, there is a
line between any use of force as a sanction and
forceful imposition of the will of one state. It is
not easy to distinguish one from the other when
it comes to a real situation such as Anglo-
American bombing of Irag, but at the very least,
one should be aware that the line exists.

Despite contributing a total of US$11 billion for
logistical support for the coalition forces and an
additional US$2 billion in aid to the neighboring
states and being one of the first countries to vol-
untarily decide to impose general economic sanc-
tions against Iraq, Japan ended up being accused
of doing too little too late. The government of
Kuwait even failed to put the name of Japan on
the list of the nations to which it feels obliged.
This was indeed the trauma for Japanese policy-
makers that eventually resulted in change. Such
a lack of recognition was put down to Japan's
traditional low profile policy in the region and it
was decided that perhaps the conventional wis-
dom of keeping our heads down did not pay.

However, this disappointment was followed by a
real opportunity for Japan to emerge politically
as a visible player in the region. The Americans
succeeded in persuading Israel, the Palestinians
and other Arab states to come to Madrid in the
late autumn of 1991. The same Americans came
to ask the Japanese to take part in this Madrid
formula and they responded in an uncharacteristic
way. Since they had to pay a good part of the bill
for the Gulf War, why not get the thanks and
respect they deserved? Moreover, why should
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their financial contribution not be reflected by
playing a more responsible role?

The traumatic frustration on the one hand and
the modest ambition on the other are two sides
of the same coin. Japan became the gavel holder
of the Environment Working Groups as well as
co-organizer of the working groups on regional
economic development, water resources and the
refugee problem in the multilateral talks of the
Madrid formula. Japan is also a member of the
steering committee that supervises the working
groups and it takes part in all five.

When Japan paid US$200 million to the Pales-
tinians over two years following the signing of
the Israeli-PLO Declaration of Principles (DoP)
in September 1993, it did so in a dignified man-
ner to satisfy its ego and be recognized as one of
the agents promoting peace in the Middle East.
The fact that Japan is no longer regarded as a
bystander vis-d-vis the dispute is in itself an
achievement, and of course, if the peace process
results in success, a sizeable financial burden will
be lifted from its shoulders. Nevertheless, Japa-
nese policy-makers still face a puzzle, namely,
how to achieve a balance in dealing with two
basic aspects of Japan’s Middle East policy which
have the potential to constantly clash with each
other - the American factor and the oil factor.

The Oslo process has in a way absolved the Ar-
abs of responsibility, essentially in the case of
the Palestinian problem. The decision of the PL.O
not only to conclude a separate understanding
with Israel, but also to do so as a result of a
secret process designed to exclude other inter-
ested Arab parties led to its breaking away from
the Arab countries - for the first time it became
legitimate to strike a separate deal with Israel.
Consequently, Jordan was able to conclude its
bilateral peace agreement with Israel in October
1994, Apart from Egypt, which has full diplo-
matic relations with Israel, the process of nor-
malization of relations was at the time underway
between Israel on the one hand and Morocco,
Tunisia, Oman, Qatar, Bahrain and the UAE on
the other. Negotiations between Israel and Syria
and Israel and Lebanon were at the time under
the direct auspices of the Americans. When this
American venture to bring about a peaceful and
stable Middle East is realized, Japan will not
have to worry about its supply of energy because
it can deal with the countries in the region one

by one, separating one issue from another just us
as it does with its neighboring Asian countries or
members of the European Union (EU). In other
words, Japan will be relieved of its longstanding
obsession with the idea that in the Middle East
everything is so politicized and interlocked that
anything could lead to another oil crisis.

Today, even with all the setbacks in the peace
process, it is too difficult for Japan to imagine a
return to deep-seated enmity between the Arabs
as a block and the State of Israel. Even Syria
seems to have no interest in the resumption of
military confrontation with Israel and in the long
run, Syria’s Turkish interests seem to be best
protected by maintaining good working ties with
the Americans. Therefore, the Japanese think that
the course towards peace in the region has already
been fixed and that although it is occasionally
blocked by a stupid leader of a certain country, it
shall never be successfully torpedoed because it
has crossed the point of no return.

Thus, as far as the Middle East Peace Process is
concerned, the Japanese feel quite comfortable to
find themselves in the same boat as the Ameri-
cans. This does not mean of course that they are
happy with the situation as it is now. The Pales-
tinian dimension of the problem is still outstand-
ing and Israel is apparently unable to decide what
precisely it is willing to offer to the longsuffer-
ing Palestinians. The collapse of the Oslo process
would represent a shameless squandering of the
best opportunity to date to end the Arab-Israeli
problem. The end of the current process would,
of course, affect both Lebanon and Jordan, which
would destabilize the whole regional game, par-
ticularly in Jordan with its large Palestinian
population, a young king who has just acceded
to the throne and its vulnerable economy. Cer-
tainly, Jordan will be the key to containing the
regional threat of a decline in the fortunes of the
Israeli-Palestinian track of the peace process.

Japan is determined to demonstrate its resolution
to promote and consolidate the ongoing peace
process, being aware that the success of the pro-
cess will serve its own interests. However, there
are still many problems, including that posed by
Irag. Iran, meanwhile, has been accused of seek-
ing to disrupt the American-sponsored peace
process, it has been criticized for insisting that
Jerusalem must be Moslem, and the Americans
have labeled Iran a prime sponsor of interna-
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tional state terrorism and accused it of seeking to
develop weapons of mass destruction as well as
conventional weaponry. The Japanese are aware
of those accusations, and agree, in most cases,
with the Americans, yet they tend to differ on
what should be done concerning Iran. Washing-
ton has imposed economic sanctions on Iran, but
these are only partly responsible for Iran’s cur-
rent economic difficulties, which are due mainly
to the Iranian bureaucratic mismanagement and
the depressed global price of oil. Japan, together
with the European Union (EU) has rejected the
American-imposed economic embargo on Iran
and remains sharply critical of what it regards as
a congressional effort to extend the sovereignty
of the United States.

Moreover, Japan needs to plan its own long-term
energy security policy with particular emphasis
on Iran as it currently depends for more than 60
percent of the total energy consumption upon
oil, 80 percent of which comes from the Persian
Gulf. In addition, many of the Japanese compa-
nies have become multinationals and moved their
production bases all over the region. It is time
for Japan to face the fact that the American and
Japanese strategies each have their own interests
with regards to Iran or the Persian Gulf. Admit-
tedly, American policy towards [ran seems to
have been changing, although any US-Iranian
dialogue is still in its early stages and in spite of
the fact that informal means of communication
have been established between the two govern-
ments, each is waiting for concrete action by the
other. At least both countries are trying to ex-
plore the possibilities for a new relationship.

The impact of the firing of a new long-range
missile by North Korea late last summer caused
everyone to panic. Iran’s suspected combat ef-
fort to acquire those missiles provided a pathway
for the argument that there is a secret axis in-
volving Iran, North Korea and possibly Pakistan,
and Japan has realized that assistance to Iran
might indirectly help it and its allies to gain the
technologies that will eventually threaten Ja-
pan’s own security. Therefore, in this respect,
Japan comes closer to the American position.
Nevertheless, it seems unlikely that the potential
collision of interests between Japan and the
United States will emerge for some time to come,
but it is important to bear in mind that differ-
ences exist.

Be that as it may, everyone will agree that the
Middle East is dangerous and is likely to pose an
increasingly dangerous threat to others. Second,
some external power is required in the region
and this inevitably means the United States, at
least for the time being, whether we like it or
not. Third, America is determined not to do it
alone in the Middle East. As late as the 1970s,
America could still afford to dish out billions of
dollars for peace between Israel and Egypt, and
in 1990, America was willing to deploy half a
million troops in the Gulf, but a replay of those
past scenarios is rather unlikely. Fourth, and re-
lated to this, the Americans need more than ever
before reliable and responsible allies to work with
in the region. In the case of Japan, one must be
aware of the distance between what it can actually
do and what people expect it to do, but at least it
is moving forward by showing its willingness
and determination.
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Japanese Policy in the Middle East
With a Focus on Japan’s New Approach Toward the Region

Raquel Shaoul'

Introduction

Japanese foreign policy towards the Middle East®
shows a slow but incremental change over the
years, with the most significant political shift
following the Desert Storm Operation of 1991.
Although change of policy is usually related to
new events or circumstances, the new Japanese
approach towards the Middle East should be
regarded as a continuation of several facts within
the mew internal and external political frame-
works. The continued Japanese dependency on
the Middle East for its oil crude imports and the
extreme interdependence between its market and
those of the Middle East, combined with certain
new internal (changes in Japanese politics) and
external (structural systemic changes) circum-
stances led to a ‘new approach’ in Japanese
foreign policy. This new approach to the Middle
East, including Israel, is manifested mainly in
Japan’s participation in the peace process as a co-
organizer. In spite of this high political profile,
which is now higher than at any time in the past,
the Middle East is still relegated to secondary
importance within Japanese foreign policy. How-
ever, one cannot dismiss or underestimate the
real changes that are taking place.

New Japanese Political Approach

Three principal elements are responsible for Ja-
pan’s new political approach and attitude towards
the region: Japanese oil and commercial interests
in the region, domestic changes in Japan, and the
new international situation following the end of
the Cold War.

! Raquel Shaoul is a Ph.D. candidate at King's College,
London.

? Under the Official Development Assistance, Japan’s Min-
istry of Foreign Affairs defines the Middle East as a region
that extends from the Pamirs in the east to the Atlantic Ocean
in the west, and from Turkey in the north to Sudan in the
south, comprising of the following 21 countries: Afghanistan,
Algeria, Bahrain, Egypt, Iran, Irag, Israel, Jordan, Kuwait,
Libya, Lebanon, Morocco, Oman, Qatar, Tunisia, Turkey,
Saudi Arabia, Sudan, Syria, the UAE and Yemen. Gaimusho
(The Ministry of Foreign Affairs), Japan's Official Develop-
ment Assistance, 1995, pp. 331-352.

1. Oil and Commercial Interests

Since the end of World War 1I, Japanese de-
pendency on crude oil as its main energy source
has been enormous. In 1973, the year of the first
oil crisis, crude oil and petroleum products ac-
counted for 77.4 percent of the total energy con-
sumption. In 1990, they represented over half
the energy needs, i.e., 58.3 percent, a figure that
is expected to drop to 47.7 percent by 2010.” In
spite of the gradual decline since the 1970s,
crude oil accounts for a large portion of the total
energy consumption in Japan. In addition, Japan
is totally dependent upon foreign sources for its
oil needs; currently it imports 99 percent of its
oil.* In 1995, the Middle East accounted for about
78.6 percent of its total oil imports, thereby
underlining the region’s vital importance to Japan.

The emergence of regional and international cir-
cumstances in the early 1980s, such as structural
changes in the international oil market, the fall
and near collapse of oil prices since 1986, eco-
nomic difficulties within major oil producing
countries, and Japanese reduced oil vulnerability,
created a new more balanced mutual dependency
relationship between Japan and the oil-produc-
ing countries in the region. Although Japan’s de-
pendency upon Middle East oil has been declining
for the last 15 years, ensuring a cheap and stable
oil supply has remained one of the most impor-
tant goals of Japanese foreign policy.

Likewise, Japanese exports to the Middle East,
although not accounting for a significant segment
of total Japanese exports, are still important with
regard to reducing Japan’s trade deficit with the
area. Bilateral trade exports and imports for the
fiscal year 1982 between Japan, Saudi Arabia and
the United Arab Emirates (UAE), each one re-
spectively, emphasizes this argument’.

Advisory Committee for Energy and Ministry of Trade and
Industry estimates. Sogo Enerugi Chosakai - The Compre-
hensive Energy Investigation Committee, Chukan Hokoku
Soron (a general interim report), June 1990.

* Masukawa Shigehiko, Supply and Demand for Energy in
Japan. Tokyo: International Society for Educational Infor-
mation, 1982.

*Exports to Saudi Arabia account for US$6,621 million in
comparison to US$20,528 Japanese imports, and to the UAE,
US$1,493 million in comparison to US$7,983.
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Although 1982 is regarded as one of the high
trade deficit years of 1973-1993, at the same
time this year accounts for the highest share of
exports to the Middle East (12.2 percent) in total
Japanese exports in this period®. As such, politi-
cal and economic stability in the Middle East
continues to be crucial for Japan. From the be-
ginning, Japan has been actively involved in the
Middle East Peace Process by providing political
as well as economic support, but one could
question the timing of the changes. Part of the
answer can be found in the emergence of new
political changes inside Japan and systemic
changes in the international arena.

2. Domestic Political Changes

One-party dominance ended in 1993 when the
Liberal Democratic Party (LDP), which had ruled
Japan since 1955, lost its hegemony. The demise
of a strong central power led to political fluidity
manifested by weak governments and the
strengthening of the national bureaucracy. On the
other hand, this situation facilitated the emer-
gence of internal debates concerning the need
for rewards and recognition of Japanese contri-
butions to the Middle East. As Akifumi Ikeda
argued, pressure was put on Japanese policy
makers to “Seek a say for Japan’s pay.” “Since
we had to pay a good part of the bill for the Gulf
War, why did we not get the thanks and respect
that we deserved?”’Such open debates became
possible largely due to the absence of the tradi-
tional ideological opposition, the Japan Socialist
Party (JSP). In June 1994, the Social Democratic
Party (SDP), the new name for the JSP, joined the
LDP Party and formed a new government in
which Tomiichi Muruyama, President of the SDP
served as prime minister. This new political align-
ment led to the SDP renouncing its erstwhile
ideological premises. Muruyama’s endorsement
of a conservative status quo position raised the
question concerning the distinctiveness of the left-
wing socialists from the LDP. The SDP’s accep-
tance of the Japan-US Security Treaty and its
recognition of the formal status of the defense
forces and their activities in international peace-
keeping operations (PKO), led to Japanese po-
litical participation abroad. The dispatch of Self-
Defense Forces (SDF) personnel to the Golan
Heights and other trouble spots become easier

® Fiscal Statistics of Japan. Tokyo, 1994, p.74, 76.

7 Akifumi Ikeda, “Seeking a Say for Her Pay”, in: Middle
East Dialogue, November 1994, p. 5.

thanks to the demise of vociferous internal oppo-
sition.® Coalition changes in January 1996 have
been almost irrelevant to this present situation
because of the continuation of the same parties
in the coalition. Likewise, the October 1996 gen-
eral election renewed the LDP domination in the
new Diet (parliament).’

3. The International Arena

The end of the Cold War and the disintegration
of the Soviet Union helped alleviate the tradi-
tional Japanese dilemma regards the Middle East.
As Michael Yoshitsu argued,'® in the past, Japan
had to choose between the need to accommodate
the political demands of key oil-producing coun-
tries in the Middle East in order to secure energy
requirements or to follow American policy in the
Middle East. In most cases, those two positions
were contradictory. The timing of the Middle East
Peace Process, which began within a new sys-
temic order, enabled Japan to commit itself po-
litically in the region without paying a high price.
In other words, without risking its bilateral rela-
tions with the United States, Japan is able to
secure its oil supplies from the region. Japan’s
willingness to adopt an independent political
stand in the region is free of potential recrimina-
tions on the part of the parties involved. As Yohei
Kono, Deputy Prime Minister and Minister for
Foreign Affairs remarked in January 1995:

“The end of the Cold War has enabled Japan to
expand its foreign policy options. No longer will
Japan make foreign policy decisions based merely
on its identity as a ‘member of the West’. To make
the right decisions on foreign policy issues, Japan
needs to firmly establish values and principles in
assessing its own national interest. Such values
and principles need to be cultivated by the Japa-
nese themselves.”"!

The end of the Cold War created a whole range
of new political opportunities, mainly with regard
to regional balances of power. There no longer

* Since the International Peace Cooperation Law was enacted
in 1992, Japan has dispatched SDF to Cambodia, Mozam-
bique, Zaire and recently to the Golan Heights.

¥ See the reelection of Ryutarc Hashimoto as a Prime Minis-
ter for a second consecutive term on 7 November 1996.
Hashimoto also serves as the President of the LDP, the
largest party in the National Diet.

"®Michael Yoshitsu, Caught in the Middle East: Japan's Di-
plomacy in Transition. Lexington, Mass; Lexington Books,
1984.

"' Deputy Prime Minister and Minister for Foreign Affairs
Yohei Kono, “A Path for the Future of Japan’s Foreign
Policy.” Gaiko Forum, Sekai-no Ugoki-sha, January 1995,
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being a superpower struggle, which in the past
inevitably led to local countries playing a zero-
sum-game of aligning with the United States or
the Soviet Union, not only the United States, a
temporary exclusive superpower, but different
regional powers such as China and Japan had to
readjust their polices.

Asia as a sub-system is not an exception to this
emerging political realignment. Regional com-
petition and rivalry between China and Japan for
leadership status in Asia is leading Japan to seek
international recognition. This can be seen by
the loud Japanese demand that it be allowed to
become a permanent member of the United Na-
tions Security Council. In the words of Kono:

“Japan should become a permanent member of the
United Nations Security Council, in order to so-
lidify global cooperation as a major pillar of Ja-
pan’s foreign policy. The United Nations Security
Council is the only organization that can make de-
cisions with binding force. Further, in the mainte-
nance of international order, it is not the over-
whelming military might of some countries that is
playing a major role, but concerted international
action towards such destabilizing factors. There-
fore, it is inappropriate that a country like Japan,
which is playing a prominent role in such interna-
tional cooperation, is not permanently engaged in
the United Nations Security Council.""*

In this context, Japan’s participation in the Mid-
dle East Peace Process is an extremely effective
tool for accomplishing this goal. Prime Minister
Muruyama’s visit to the region in September
1995 was seen, in some Japanese quarters, as a
tour to gain the approval or support for the Japa-
nese bid for a Security Council position. The
question remains to what extent could the com-
petition between Japan and China for a leader-
ship role affect Japanese political attitudes to-
wards the Middle East in general and towards
Israel in particular?

Japan and the Middle East

Since the late 1980s, Japan has followed ‘a new
approach’'? towards the region and its relations,

Ibid. On 21 October 1996, Japan was elected as a non-
permanent member of the UN Security Council at the 51% UN
General Assembly. As a result, beginning 1 January 1997,
Japan served as a non-permanent member of the Security
Council for a two-year term.

'* For discussions on the new approach see Yoshiji Nogami,
“Japan’s Middle East Policy in Transition,” in: Japan Review
of International Affairs, vol. 7, no. 2 (Spring 1993), pp. 103-

especially with the oil-rich Persian Gulf states,
have moved from unilateral dependency to a
more balanced mutual dependency relationship.
A set of domestic and regional factors facilitated
this shift. Inside Japan there was a significant
improvement in its vulnerability with regard to
oil imports. As William Hogan pointed out, oil
imports have two distinct consequences: de-
pendency and vulnerability. Since dependency is
not the same as vulnerability, reduced depend-
ence contributes to oil security only by reducing
the cost of interruptions or by creating excess
capacity that could reduce the effective size of a
given interruption.'*

Although Japan did not succeed in reducing its
dependency on oil imports, it went a long way
toward reducing its vulnerability. This reduced
vulnerability became a reality because of inter-
nal legislation that permitted and ensured effi-
cient oil consumption,15 which included a mix of
fiscal, regulatory and voluntary measures., The
Petroleum Supply and Demand Adjustment Law,
for example, enables the government to imple-
ment compulsory demand restraint measures such
as consumption restrictions on large consumers,
restrictions on gasoline supplies and the rationing
and allocation of petroleum supplies. Second, the
stockpiling of petroleum reserves improved Ja-
pan’s ability to cope with potential shortfalls.
For instance, The Petroleum Stockholding Law
(1978) obliges major oil refineries, oil market-
ers, oil importers and LPG importers to maintain
emergency stocks equivalent to 70 days of the
previous year’s domestic consumption. Mean-
while, The Petroleum Supply and Demand Ad-
justment Law gives the power to the government
(Ministry of International Trade and Industry,
MITTI) to order stockdraw by companies in a de-
clared emergency and/or under the International
Energy Program triggered crisis.'®

The battle to moderate oil prices and competition
between consumers during scarcity situations,
real or fabricated, become easier in the presence
of stockpiles. Stockpiling strategy is seen not just

113; and Kunio Katakura, “Japan and the Middle East,” in:
Energy Policy, vol. 20, no.11 (Nov. 1992), pp.1032-1036.
“William Hogan, “Import Management and Qil Emergen-
cies”, in: David Deese and Joseph Nye (eds.), Energy and
Security. Cambridge: 1981, p. 282.

13 See for example, Petroleum Supply and Demand Adjustment
Law of 1973; petroleum tax was imposed from 1 June 1978.

'S IEA, Oil Supply Security: The Emergency Response Poten-
tial of IEA Countries. Paris: OECD/IEA, 1995, p. 242.
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as a solution for crisis situations but rather as a
deterrence measure to signal to the oil producing
countries that political blackmailing of the con-
sumers by creating artificial scarcity will be very
costly for all the parties involved. During the
1991 Gulf War, the IEA-coordinated Energy
Contingency Plan showed its ability to respond
to a potential oil crisis. This was possible partly
because the IEA members, including Japan, low-
ered stockholding obligations for compulsory
stocks held by companies by four days of con-
sumption, to meet the IEA commitment.'” This
sort of action was intended to glut oil markets in
case of crisis and sub-crisis situations to avoid
price rises, even in the absence of an increase in
demand.

In addition, since the early 1980s there has been
a continuous decrease in the share of oil in total
Japanese energy consumption. This is related
partly to the development of new alternative en-
ergy sources such as nuclear, natural gas liquids
(NGL), geothermal energy etc. This relative
change can be seen in Table 1.

wait, Oman, Qatar, Saudi Arabia and the UAE."®
However, since the late 1980s two distinct factors
have limited this Japanese dependency: one, the
drastic decline in oil prices since the beginning
of the 1980s and the petrodollar bubble and
explosion brought profound financial difficulties
to the Gulf countries, leading to high budget
deficits; and two, the oil producing countries are
highly dependent on exports as their primary
source of revenue."” The Arab oil producing
countries ‘cannot drink their own oil* and hence
they are very interested in sustaining a high rate
of oil exports to consumer countries, especially
to countries such as Japan, which need huge
quantities of oil over undetermined periods of
time. As Elihayu Kanovsky pointed out, “There
has, indeed, been an oil shock since 1982, but
for the oil-exporting countries, not the oil
importers.”* Beginning from the early 1980s,

“sellers do not have the power to raise prices be-
cause they ‘need’” more money; and prices are de-
termined by total supply and demand forces. Even
a monopolist has limitations with respect to price

setting, and OPEC is not
22

: ly.
TABLE 1: Oil and Nuclear Energy Consumption in Japan AIRRRCS
Year 1973 1990 2000 Change (%) Change (%)
1973-1990 1973-2000 These two developments
0il 77.4 58.3 52.9 -24.6 -31.6 led to a more balanced re-
Nuclear lationship between Japan
0.6 9.4 12.3 1,566 2,050 :

Energy and the GCC countries

Source: Advisory Committee for Energy and Ministry of Trade and Industry estimates.

When comparing the share of oil and nuclear en-
ergy in the total energy consumption, it is es-
sential to underscore two trends. One, there is an
adverse correlation between the consumption of
oil and nuclear energy. While there is a continu-
ous decrease in the former, the latter is increas-
ing considerably. Second, there is an impressive
shift towards nuclear energy consumption, which
by 2000 is expected to grow more than 20 times
in comparison to 1973, while the share of oil is
expected to fall by a third.

Furthermore, the OPEC (Organization of Petro-
leum Exporting Countries) and oil producing
Persian Gulf states are also undergoing radical
changes. Close to 70 percent of Japanese crude
oil imports come from the six Gulf Cooperation
Council (GCC) countries, namely, Bahrain, Ku-

“Ibid. p. 234,

than the one that had ex-
isted in the past. They
also enabled Japan to re-
orient its policy towards Israel and the peace
process without exposing itself to any significant
political risk or cost.

"®Japanese oil imports from the Middle East accounted for
70.4 percent of total oil imports in 1982, a situation that con-
tinued until 1990 when the share began growing (to 72.7
percent in 1991 and a peak of 78.6 percent in 1995). Petro-
leum Association of Japan, Sekiyu Shiryo Geppo (Monthly
Oil Bulletin), 1996.

"“See oil export share in total Saodi Arabia and Kuwait
exports income for the fiscal year 1994: Saudi Arabia 89.1
percent, Kuwait 93.6 percent. Economic Intelligence Unit,
1995 (Saudi Arabia and Kuwait Country Reports).

Elihayu Kanovsky, OPEC Ascendant? Another Case of
Crying Wolf, Policy Paper no. 20, Washington Institute for
Near East Studies, 1990, p. 5.

' Elihayu Kanovsky, The Economic Consequences of the
Persian Gulf War: Accelerating OPEC’s Demise, Policy
Paper no. 30, Washington Institute for Near East Studies,
1692, p. 95.



Japanese Policy in the Middle East 57

Japan and Israel

The Japanese-Israeli relations can be classified
according to four stages.”” The first stage (1952-
1972) was largely symbolic. Though there were
diplomatic relations between the two, with Israel
opening a mission in Tokyo in 1952,2 the rela-
tionship was devoid of any real political content
and there was a lack of cultural understanding
between the countries. The second stage (1973-
1979) largely coincided with the first and second
oil shocks, which raised a whole range of new
negative attitudes in Japan towards Israel. Japan’s
interest in Middle East oil imports, together with
Arab political demands, compelled it to comply
with the Arab economic boycott against Israel,
even though there was no Japanese commitment
to breaking diplomatic relations with Israel as
demanded by the Arabs. During the third phase
that extended until the Kuwait crisis, there were
certain improvements in the relationship between
the two, with Japan remaining very committed to
the Arab boycott. According to Willy Stern
“Compliance with the boycott is not only a result
of Japan’s dependence on 0il.”** He argued that
the Arab markets for Japanese consumer goods
and the Japanese unfamiliarity with the actual op-
erations of the boycott also contributed to Japan’s
compliance with the Arab boycott against Israel.
In spite of the boycotts, the trade volume between
Japan and Israel increased by more than 50
percent in 1986, which was partly due to the
Japanese perception of the importance of the Jew-
ish lobby in the United States and its possible
importance for Japanese relations with Washing-
ton. Moreover, Japan became more aware of the
Arab inability to punish it for its non-compliance
with boycott demands.

The fourth and current stage began with the 1991
Desert Storm Operation. Two principal factors

2Ror discussions on Japanese-Israeli relations see Ben-Ami
Shillony, “Japan and Isracl: The Relation That Withstood
Pressures,” in: Middle East Review, vol. 18, no.2 (Winter
1985), pp.17-24; Liat Collins, “Improving Japanese-Israeli
Relations,” in: The Israel Economist, 43 (November 1987),
pp.10-13; Willy Stern, “Japan: A Willing Participant in the
Arab Boycott of Israel,” in: Middle East Review, vol. 21,
no.l (Fall 1988), pp.47-53; Kurt W. Radtke, “Japan-Israel
Relations in the Eighties,” in: Asian Survey, vol. 18 no. 5
(May 1988), pp. 527-540; Akifumi Tkeda, “Japan’s Relation
with Israel,” in: Japan in the Contemporary Middle East,
Kaoru Sugihara and J.A. Allan (eds.), London/New York:
SOAS Center of Near and Middle Eastern Studies, 1993,
pp.155-169; and Ruth Shuster, “Japan: Rising Sun over
Israel,” in: Link, vol.6, no. 51 (October 1996), pp.40-50.

“Delegations were raised to the level of embassies in 1963.
Hstern, Japan, p.47.

are seen to be responsible for Japan’s new ap-
proach towards Israel. One, the Iraqi invasion of
Kuwait enabled Tokyo to recognize the disunity
inside the Arab World. The Desert Storm Opera-
tion was unique in the sense that the Arab coun-
tries went to war between themselves under the
political and strategic leadership of an external
power, namely the United States. Japan began to
realize that the Arab-Israeli conflict is not the
only factor that endangers stability in the Middle
East. In addition, the Israeli behavior during and
after the crisis and its avoidance of any military
response against Iraq during the war were highly
appreciated by Japanese policy makers and by the
Japanese media.” Instead of “a country of desert
and war*® for a while Israel became ‘a victim’ of
the inter-Arab conflict. Second, the Middle East
Peace Process, which began in the autumn of
1991 or a few months after Desert Storm, entered
a new phase with the signing in September 1993
of the Oslo Accord between Israel and the Pales-
tine Liberation Organization (PLO). This mutual
recognition enabled Japan to involve itself in the
peace process and contributed to the intensifica-
tion of political contacts between Israel and Japan.

Additional economic and political factors led to
an improvement in the relations between the two
countries. Growing high-level political contacts’’
opened a new bilateral dialogue that included
Japan’s declaration that it would rethink its policy
concerning the Arab boycott (agreed during
Prime Minister Yitzhak Rabin’s visit in Decem-
ber 1994), the signing of a scientific cooperation
agreement and the opening of the Israeli Stock
market to Japanese investment. In April 1994,
both countries signed an agreement on double
taxation, and they are currently negotiating a civil
aviation agreement. The security cooperation be-
tween the two countries took a significant turn as
a result of Japan’s participation in the peace
process and its dispatch of SDF personnel to the
Golan Heights in February 1996 within the frame-
work of the United Nations Disengagement Ob-
server Force (UNDOF).

% Gince the 1991 Gulf War, the Japanese state television
(NHK) office has been opened in Jerusalem, reporting con-
stantly about Israeli and Middle East affairs to Japan.

% Ami-Shillony, “Japan and Israel”, op.cit., p. 21.

27 These include the visits of Foreign Minister Nakayama (June
1991), Minister Kakizawa (Spring 1994), and Prime Minister
Muruyama (September 1995). Israeli visitors include Foreign
Minister Peres (December 1992) and Prime Minister Rabin
(December 1994).
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In spite of the prolonged recession in Japan, the
economic dialogue between the countries has im-
proved since 1993.”*Japanese participation in the
peace process coincided with the willingness of
international companies to participate in the exe-
cution of different projects for the development
of regional infrastructure. The National Agency
for Science and Technology of MITI delegation
to Israel, the Keidanren (Japan Federation of Eco-
nomic Organizations) delegation’s visit in April
1993 as well as the political exchanges between
deputy Foreign Minister of MITI Hatakeyama
and Foreign Minister Shimon Peres in Novem-
ber 1992 strengthened growing economic con-
tacts. However, 1995 can be regarded as a turning
point in the commercial and economic relations
between the two.

Israeli exports to Japan burgeoned in 1995, hav-
ing increased by 33 percent over 1994 and
reached US$1.2 billion; most of the increase was
in the hi-tech sector. The export to Japan of ma-
chinery and tools increased by an impressive 42
percent amounting to US$172 million and elec-
tronic equipment practically doubled to USS$S67
million.”

Prime Minister Muruyama’s visit to Israel in
September 1995% led to an agreement to open a
representative office of JETRO (Japan External
Trade Organization) in Israel by 1997. This move
is seen by the Israeli economic sector as having
the potential to encourage large Japanese trading
companies to enter the Israeli market. The visit
of Foreign Minister David Levy to Tokyo in late
February 1997 marked the first official contact
between the two countries since the establishment
of the new Israeli government, led by Benyamin
Netanyahu.

To what extent could a deadlock in the peace
process affect the recent achievements in Japa-
nese-Israeli relations? Japanese disappointments
regarding recent political developments were
explicit as well as public. On 26 February 1997,
Ken Shimanouchi, spokesman of the Foreign
Ministry, outlined the Japanese reaction to the
deadlock in the peace process as follows:

% In 1993 Israeli exports to Japan grew by 15 percent.

* Shuster, “Japan”, op.cit., p.43.

* Muruyama’s visit (12-19 September 1995) included the
Kingdom of Saudi Arabia, the Arab Republic of Egypt, the
Syrian Arab Republic, the State of Israel and the Gaza Strip.
It was the first time that Japan’s Prime Minister visited Israel
and Syria.

“The decision made by the Government of Israel
regarding the construction of housing at Har Homa
in eastern Jerusalem is regrettable. The Govern-
ment of Japan has repeatedly expressed its posi-
tion concerning the need for both parties to the
peace process to refrain from any action, such as
the expansion of settlements, which would preju-
dice the outcome of the final status negotiations.
Japan will continue to take part in the international
effort to underpin the peace process by taking every
opportunity to talk with the parties concerned, and
by extending assistance to the Palestinians in the
West Bank and Gaza Strip.”31

Against this background, the Japanese Govern-
ment decided to send Deputy Foreign Minister
Shunji Yanai to the region to play a role, albeit
modest, in helping to put the process back on
track. During his visit to Israel on 3 April he re-
iterated Japanese concern over “the current diffi-
culties and rising tensions between the Govern-
ment of Israel and the Palestinian Authority in
the wake of the Israeli decision to go ahead with
the Har Homa Housing project.”*

Although some disagreements have arisen re-
cently between the two countries, such as those
pertaining to the civil aviation agreement, they
can hardly be linked to the deadlock in the peace
process, This does not mean, however, that po-
tential damage to bilateral relations is no longer
present. On the contrary, there are several po-
tential sources of instability. There is still pro-
found reluctance within the Japanese economic
community to invest in the Israeli market because
of the possible renewal of the Arab boycott. This
psychological fear was strengthened as a result
of the political changes in Israel following the
defeat of the Labor Party in June 1996. The con-
tinning deterioration of the peace process is lead-
ing to the resurgence of Arab rhetorical claims
against Israel. For example, in April 1997, the
Arab Foreign Ministers’ Meeting in Cairo rec-
ommended that the Arab states should cease
normalizing relations with Israel and restore the
economic boycott.* Such developments could

* Statement of the Spokesman of the Ministry of Foreign
Affairs on the decision of the Government of Israel to con-
struct housing in East Jerusalem, Tokyo, 27 February 1997.

* Press conference of the Press Secretary, Minister of
Foreign Affairs Press, MOFA, 4 April 1997.

¥ Liat Collins and Hillel Kuttler, “Arab FMs Agree to Re-
new Boycott,” in: The Jerusalem Post, 1 April 1997. See
also, John Lancaster, “Arab League Votes to Renew Busi-
ness Boycott Against Israel,” in: The Washington Post, 1
April 1997, p. All.
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have harmful effects upon the newly emerging
Israeli-Japanese economic cooperation.

In this regard it is important to note that as in the
past, the Japanese Government still suggests that
although the MITT has a powerful influence over
Japanese companies, the latter are able to make
independent decisions concerning whether they
are willing to take risks when dealing with Is-
rael. In other words, it is up to the companies
concerned to respond to Arab boycott demands.
This formal position is rather questionable be-
cause trade relations, including private ones, be-
tween Japan and any foreign country, need tacit
government approval. A key example is the
JETRO, a nonprofit government-related organi-
zation that promotes trade and economic relations
between Japan and other nations. Since JETRO
had not received formal blessing until 1997, there
was no direct private Japanese investment in
Israel. However potential damage due to the dead-
lock in the peace process will not appear as Japa-
nese compliance with a ‘new’ Arab boycott of
Israel but rather as a reluctance on the part of
Japanese private companies to invest in Israel, a
country that is still regarded as belonging to a
region that lacks political and economic stability.
As a result, the future development of Japanese-
Israeli relations largely depends on the Japanese
evaluation of the importance of its continued par-
ticipation in the peace process as a means of
promoting the Japanese international position and
its recognition that cooperative relations with
Israel could enhance its bilateral relations with
the United States.

Japanese Policy Towards the Peace Process

An important if not crucial expression of the new
Japanese attitude towards the Middle East can be
found in Japan’s participation in the peace proc-
ess.” Since its inauguration in Madrid in Octo-
ber 1991, Japan has been trying to consolidate
peace in the Middle East. Its efforts include pro-
viding support to the parties involved, as well as
playing a major role - along with the United
States, the European Union (EU) and other
countries - in creating the frameworks for re-
gional cooperation on the multilateral track of
the Middle East Peace Process and active par-
ticipation in regional economic summits and

*Yasumasa Kuroda, Japan in a New World Order: Contrib-
uting to the Arab-Israeli Peace Process. New York: Nova
Science Publishers, 1994.

other venues. Japanese policy towards the peace
process is guided by five basic principles:

1. Political support to the process:

Japan urges the leaders of Middle East countries
to negotiate, recognizing that the most important
element of the peace process is bilateral nego-
tiations among the parties involved. Constant
declarations by the Foreign Ministry on the need
to maintain and advance the negotiations be-
tween the different parties are an integral part of
the Japanese position towards the Middle East.

2. Japanese participation in the multilateral
negotiations and working groups:

Since the Moscow conference in January 1992,
Japan has been taking part in four of the five
working groups as a co-organizer country (the
exception being the working group that deals
with regional security). Besides its active contri-
bution in the field of environment and tourism,
Japan presides over the Environment Working
Group (EWG) and serves as deputy in the Re-
gional Economic Development Working Group
(REDWG), Water Resources Working Group
(WRWG) and the Refugee Working Group. As
pointed out by Prime Minister Tomiichi Mu-
ruyama during his Middle East visit,

“In multilateral negotiations, which complement
bilateral negotiations, Japan wishes to play a part
in building that foundation. In the light of this
thinking, Japan proposed to draft an environmental
code of conduct, which was adopted as ‘The
Bahrain Environmental Code of Conduct for the
Middle East’ at the Environmental Working Group
meeting in Autumn 1994... Furthermore, in the
Tourism Workshop of the Working Group on
Regional Economic Development, Japan intends
to continue consultations with the regional parties
with the view to establishing a regional tourism
association, which has been considered in the
workshop under the chairmanship of Japan.”35

Some specific examples of Japan’s contribution
to the multilateral negotiations and working
groups include:

e Upper Gulf of Agaba Oil Spill Contingency
Project (EWG)

e Project to combat desertification (EWG)

*Remarks by Prime Minister Tomiichi Muruyama during his
visit to the Middle East, 18 September 1995.
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e (Conference and symposium on the promo-
tion of tourism in the Middle East (Tourism
Workshop of REDWG)

e Support for the establishment of the Middle
East Desalination Research Center (WRWGQG)

3. Economic assistance to the Palestinian
Authority (PA):

Japan has been one of the largest financial con-
tributors to the PA. In 1993, it announced that it
was going to give a US$200 million aid-package
to the Palestinians during 1994-95.°° In 1996,
Japan was the second largest aid donor after the
United Sates.”” Foreign Ministry spokesman Ken
Shimanouchi stated,

“The Government of Japan has decided to extend
an emergency grant-in-aid totaling US$11 million
to the United Nations Development Program
(UNDP) Japan-Palestinian Development Fund to
assist the Palestinians who are now facing diffi-
culties such as rising unemployment. The aid will
be used to finance projects in the area of employ-
ment creation in Hebron, Bethlehem and Gaza. Ja-
pan’s cumulative aid to the Palestinians since 1993
now stands at US$270 million.”**

Japan also accepted Palestinian trainees and
helped them to develop administrative skills and
human resources in fields such as environment
and education while the Japanese joined the in-
ternational monitors that oversaw the January
1996 Palestinian Council elections. Furthermore,
at the ministerial conference for the support of
the Palestinians held in the same month, Japan
pledged more than US$56 million by the end of
March 1997.

4. Economic assistance to the Arab parties in
the Middle East Peace Process.

Japan places a high priority on economic assis-
tance to the Arab countries of the area (Egypt,
Jordan, Syria and Lebanon) to underpin the Mid-
dle East Peace Process.

e FEgypr: Egypt receives the greater part of the
Japanese Official Development Assistance
(ODA) in the Middle East, approximately
US$79 million in 1994. Technical coopera-

*Japan has so far provided a total of US$184 million includ-
ing US$10 million for housing support for Palestinian police
and US$5 million for the Gaza Clean Up Project. By Novem-
ber 1996, some US$252 million had been provided.

*Aid supply is given either in a bilateral way or through
international organizations such as the UNDP and UNRWA.

* Press Conference by the Press Secretary, 21 March 1997.

tion involved the Cairo University Pediatric
Hospital and the building of a new bridge
over the Suez Canal. Japan is Egypt’s prin-
cipal donor, providing some US$34 million
grants in fiscal 1995.

e Jordan: Japan is Jordan’s principal donor
and provided around US$34 million in grants
in 1995. In 1994, it granted US$124 million
as loans for the expansion program at the
Agaba thermal power plant and the Energy
Sector Adjustment Program. It granted a
US$215 million loan to stabilize the Jorda-
nian currency and another US$106 million
loan to implement the second stage of the
Aqaba thermal power plant, Technical co-
operation takes place in fields such as
health, communications (like the reconstruc-
tion of the Allenby and Hussein bridges)
and agriculture. Also implemented are third-
country training programs for Palestinians
in the electric power field.

® Syrig: Japan is Syria’s main donor. It gave
US$23 million in grants during 1994 and
provided a loan of approximately US$471
million for the building of Az-Zara and
Jander thermal power plants during 1995,

e Lebanon: In February 1995, Japan sent dip-
lomats to its Beirut Embassy. A few months
later it sent two teams, one to explore eco-
nomic cooperation and another to survey
loans, to Lebanon. It is interested in taking
part in the international committee for the
reconstruction of Lebanon.

Besides these bilateral arrangements, Japan was
an active player in the Middle East and North
Africa Economic Conferences held in Rabat
(1994), Amman (1995) and Cairo (1996). It has
also supported the establishment of the Bank for
Economic Cooperation and Development in the
Middle East and North Africa, which will en-
courage a flow of private funds into the region
and be conducive to the support of peace in the
region. The Cairo Economic Conference declared
in November 1996 that the bank would start
functioning by 1997.%

5. Japanese participation in the UN
peacekeeping, Golan Heights:

In February 1996, Japan dispatched a ground
Self-Defense Force and other personnel to the
UNDQF stationed on the Golan Heights. Their

*Japan’s Support for the Middle East Peace,” The Ministry
of Foreign Affairs of Japan.
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mission is to provide secondary support for staff
and transportation for UNDOF. The 43-member
Japanese transport platoon is stationed at Camp
Ziouani in Israel and Camp Faouar in Syria.

In order to understand Japanese participation in
the peace process it is essential to stress some
central issues. Do Japanese policy makers have a
better understanding of the Middle East as a
result of their involvement in the region? Will
Japan’s participation place it as a major external
player in the Middle East? If there is a constant
deadlock or even cessation of the peace process,
could complete identification with it harm Japa-
nese interests? It appears that answers to these
questions are in the negative.

Despite Japan's new political attitude to the re-
gion, the past Japanese perception of being ‘a
latecomer’® to the region, which helped to ex-
plain its low political commitment in the region,
is presently used to explain Japan's political
limitations. However, instead of defining itself as
a ‘latecomer’, Japan is now calling itself a ‘new-
comer’*! to the Middle East. This ‘newcomer’
stand represents a two-fold message. One, being
a newcomer, Japan still finds it very difficult to
understand the cultural and political trends in the
region such as schisms in the Arab World, Arab
political culture, social and internal problems
such as diverse ethnic groups within one politi-
cal framework, the gap between wealthy Gulf
countries and their lack of political stability, etc.
At the same time, being a newcomer to the region
makes it difficult for Middle East countries to
appreciate the Japanese contribution to the region
in comparison to other Western countries. For
example, Japan claimed that Israel underestimates
its contribution to the peace process and treats
the Japanese as secondary to the American and
European contributors.

One might therefore conclude that although it
has used a ‘carrot and stick” approach to promote
its interests in the region, Japan feels that it is still
regarded as a secondary influence in the Middle
East. This is partly due to the profound psycho-

0 Japan as 'a latecomer' regards its relatively late encounter
with the various Middle East countries as a result of the fact
that it had no colonial, historical and cultural links with the
region, in contrast to some European countries.

1 Japan being ‘a newcomer’ to the Middle East refers to its
political and cultural distance from the region due to the
absence of a historical background in Middle East colonial-
ism and its late entry in the region.

logical roots of its dependent relations with the
region that has made it politically vulnerable for
a long time. Japan finds it difficult to employ pu-
nitive measures because in its competition with
China for international recognition, it is inter-
ested in being recognized as a prominent power
by the Middle Eastern countries. This prevents it
from taking any serious ‘stick measures’ to per-
suade the partners to accelerate the peace process.
As such it is primarily concerned with the multi-
lateral working groups while reminding itself
that the success or failure of the whole process
will depend upon the bilateral negotiations over
which it has no influence.

China and Japan at the End of the Cold War

The emergence of China as a superpower, as
manifested by its nuclear capabilities, expanding
navy, and its territorial assertions in the South
China Sea,* is becoming a real political problem
for Japan today. To the Chinese potential one can
add further sources of regional instability, such
as the sitvation in the Korean peninsula, the con-
centration of military forces, including nuclear
arsenals, unresolved territorial disputes, potential
regional conflicts and the proliferation of weapons
of mass destruction in the region. In the words of
Morihiro Hosokawa, former prime minister and
Diet member belonging to the New Frontier
Party:

“Until World War II, Japan’s destiny was largely
determined by our relations with China. In fact,
the most serious issues Japan may confront in the
future may well be those related to China. China,
as our huge neighbor in the Pacific, will undoubt-
edly develop the industrial base and armaments
commensurate with its large size and huge popu-
lation. Over the past hundred years, China has had
a history of difficult trials and tribulations. It is a
history in which nationalistic impulses have not
been entirely fulfilled. Hence I think it is neces-
sary to pay sufficient attention to the latest desires
of the Chinese State and the instability this intro-
duces to Asia.”®

“*The Spratly Islands, over which Vietnam and China have
claims, are located in one of the most strategic waterways in
the region. This route accounts for 70 percent of Japan’s im-
ports. Rival claims by Taiwan, the Philippines, Malaysia and
Brunei over parts of the islands complicate the picture. There
is also a dispute concerning the ownership of Diaoyutai Isles
and Tokdo Islands between Japan and China.

“Morihiro Hosokawa, Rebuilding the US-Japan Security
Structure, Seattle, Washington, 12 March 1996.
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Analyzing Chinese and Japanese relations with
the Middle East leads to several questions. To
what extent could the present Sino-Japanese com-
petition over political, economic or strategic lead-
ership in Asia affect Japanese policy towards the
Middle East? To what extent are the Chinese and
Japanese interests towards the region diverse,
competitive or complementary? In addition, what
potential implications could the Middle East have
on the Sino-Japanese balance of power and in
what areas?

Chinese and Japanese Interests
in the Middle East

Both countries have a common interest in pro-
moting political and economic stability in the
Middle East, not only to protect the uninter-
rupted flow of oil, especially to Japan, but also
to enable greater access to local economic mar-
kets. As pointed out by Zhongging Tian,

“Since the adoption of her open door policy, China
has taken steps towards attaining three economic
objectives in the Middle East; to sell more of her
products in the rich market of the Middle East; to
export her surplus labor to the Gulf countries; and
to attract as much investment as possible from the
state and private sectors of Arab countries.”**

Although there are some common goals between
Japan and China, there is no actual cooperation
towards the realization of these objectives. This
can partly be explained by their different politi-
cal approach to the region. While Chinese influ-
ence is based primarily on strategic goods such
as arms transfer and technology,” Japan seeks
influence through trade and commercial interests
and its role as a potential bridge between the
region and the United States.*

In this sense, the establishment of diplomatic re-
lations between China and Israel on 24 January
1992 could be seen partly as a result of Chinese

*Zhongging Tian, “China and the Middle East: Principles
and Realities,” in: Middle East Review, vol. 18, no. 2 (Winter
1985), p.13.

“For detailed discussions on Chinese arms trade see Gerald
Segal and W.T. Tow (eds.), Chinese Defense Policy. London:
Macmillan, 1984; and Anne Gilks and Gerald Segal, China
and the Arms Trade. London: Croom Helm, 1985.

*In the late 1970s and carly 1980s Japanese identification
with the American political objectives in the region was seen
by the Arabs as an impediment for Japanese interests in the
region. The end of the Cold War and the peace process have
given a new twist to this perception. Sharing a common
political stand with Washington is beneficial to the Japanese
drive to enhance its position in the region.

recognition of America’s influence and position
in the Middle East. Israel’s first ambassador Zev
Sufott recounts an interview of Foreign Minister
Qian Qichen with the People’s Daily in June
1991. Summarizing China’s policies towards the
Middle East, the minister said, “The most impor-
tant thing is for the United States, which has a
great influence on Israel, to play a greater role.”*’

Sufott commented on this remark as follows:

“Qian’s comments, carefully phrased as they were,
could only indicate China’s acceptance of the major
American role and initiative in the Middle East
Peace Process, her giving priority to peaceful solu-
tions rather than the assertion of a role of her own
in the process, and her acquiescence in the subor-
dination of UN auspices to other frameworks.”*®

Middle East and Sino-Japanese
Balance of Power

The Middle East is likely to affect the Sino-Japa-
nese balance of power in three distinct arenas,
namely strategic and military positions, rivalry
for political leadership, and economic competi-
tion. Although the estimates of Sino-Israeli mili-
tary transactions are often exaggerated,

“Israel’s ability and willingness to provide com-
patible and advanced technology ... became an at-
tractive proposition [for China]. Upgrading vari-
ous weapons and systems supplied by the former
Soviet Union and developing effective counter
measures are the two important aspects of Israeli
specialty.”*

One cannot underestimate the impact of the Sino-
Israeli military cooperation on Japanese security
calculations. This raises the question of possible
Japanese rearmament to counter any threats from
China. The existing international system with the
United States as the sole dominant power has not
proved its ability or willingness to protect Japan
as it did during the Cold War years. The signing
on 15 April 1996 of the US-Japanese Agreement
Concerning Reciprocal Provision of Logistic Sup-
port, Supplies and Services between the SDF of
Japan and the American armed forces did not im-
prove the situation. Reviewing the evolving po-

“Quoted in Zev Sufott, A China Diary: Towards the
Establishment  of China-Israel Diplomatic  Relations.
London: Frank Cass, 1997, p.71.

*1bid., p.71.

*P. R. Kumaraswamy, “The Military Dimensions of Israel-
China Relations,” in China Report (New Delhi), vol.31, no.2
(April 1995), p. 246.
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litical and security environment, it declared that
the American President and Japanese Prime Min-
ister agreed that a continued American military
presence is essential for the preserving of peace
and stability in the Asia-Pacific region. In re-
spect to Okinawa, where American facilities and
areas are highly concentrated, the Prime Minis-
ter and the President reconfirmed that they were
determined to carry out steps to consolidate,
realign and reduce them.”

The Chinese nuclear tests on the eve of the con-
clusion of the Comprehensive Test Ban Treaty
(CTBT) have been criticized by Japan. In its
view, this was more than a Chinese act of deter-
rence or a political/psychological tool. As Mu-
ruyama said in his policy speech to the 134"
Session of the Diet on 29 September 1995,

“In response to the changes in the international
situation in the post-Cold War era, we will also
continue to vigorously review what defense capa-
bilities are appropriate for the Self-Defense Forces
from an overall per:;pf:clive.”sl

Second, as Elhanan Harel, former chairman of the
Israel-Japan Chamber of Commerce, remarked:

“The timing of the Middle East Peace Process
proved perfect for Japan. The peace process coin-
cided with Japan’s desire to evolve from a ‘mere’
global economic power to a political one: the
peace process provided a ke%y to koku-sai, the in-
ternationalization of .T.a\pan."5

However, the real question is why does Japan
suddenly feel that it might become a political
and not just economic superpower? Part of the
answer lies in the structural changes that the in-
ternational system has been facing since the end
of the Cold War. The absence of superpower ri-
valry implied a political vacuum in different re-
gional spheres, including Asia. Thus the question

50 Japan-US Joint Declaration of 15 April 1996. Seventy-five
percent of American military bases in Japan are concentrated in
Okinawa, which places a great burden on the people of the
small island. The long running controversy took a turn for the
worse when three American service men were accused of
raping a local teenager. The interim report of the Special Action
Committee on Facilities and Areas in Okinawa (SACO) agreed
between the two governments suggested some reduction of
American forces in Okinawa. In a non-binding referendum held
on 8 September 1996 the residents of the island overwhelm-
ingly endorsed the call for a reduced American presence. Prime
Minister Hashimoto offered a US$50 million aid package in
return for renewing the leases of the American bases.

*' Tomiichi Muruyama, Policy Speech to the 134® Session of
the Diet, September 29, 1995.

**Shuster, “Japan”, op.cit., p. 40,

of who would fill this leadership vacuum in Asia
is still open. This is likely to intensify the politi-
cal competition between Japan and China in Asia
and other parts of the world. The Sino-Japanese
rivalry for leadership goes beyond Asia. The long
delayed reorganization of the UN and the com-
position and size of the Security Council mem-
bership lead to the question concerning the Asian
leadership role. To secure international recogni-
tion, political involvement in regional develop-
ments including the Middle East Peace Process
becomes crucial for Japan. China in contrast was
not part of the preparatory activities of the peace
process. In the words of one Israeli diplomat,
Beijing

“had not sought a major role of sponsorship of the
Middle East talks. It had, in fact, given public
blessing to the efforts of the sponsors to bring the
parties to the dispute to the conference table.””

In addition, the competition for Asia’s other fast
growing economies and the globalization of trade
makes it harder for Japan to maintain its edge.
Over the last decade China has become an export
powerhouse. See Table 2, as follows:

TABLE 2: Value of Chinese and Japanese
Exports to the OPEC countries

(in US$ billion)

Japan’s China’s
Year | Japan | €xports | China | exports
growth growth
1987-89 | 112 -- 1.1 --
1990-92 16.5 47.3% 1.8 63.6%
1993 20.0 78.5% 28 154%

Source: Handbook of International Trade and Development
Statistics, 1994. New York: United Nations, 1995, pp. 58-9.

Though facing a number of problems such as in-
flation, widening regional gaps and difficulties
in State enterprises, China enjoyed a remarkable
growth rate of over ten percent in 1995. This
means that China’s energy consumption will rise
correspondingly. This could lead to a more bitter
and complicated competition between China and
Japan to secure energy supplies. In this regard it
is interesting that Sino-Japanese energy competi-
tion could compel both countries ‘to court the
Middle East’ for political, economic and strategic
(at least China) considerations. As Kiyoshi Taka-
hashi, advisor of Showa Shell Sekiyu K.K.
Tokyo said:

'Sufott, A China Diary, op.cit., p.116.
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“Currently the Asia-Pacific region occupies about
60 percent of the world population, 25 percent of
world GNP and 30 percent of world oil demand.
Now this region emerges as an engine of world
economic growth and oil, one of the main fuels of
the engine, presented a rapid growth for its de-
mand... For the past three years from 1990 to
1993, the regional oil demand increased by three
million barrels per day (b/d). Looking at the out-
look until 2000 and 2010, oil demand in this
region is expected to grow at a good rate.”*

Crude oil regional production in Asia for 1994
was about seven million barrels per day (b/d),
while 9.3 million b/d of crude and oil products
were imported from other regions. Future crude
production, for the ten future years, is expected
to remain at 7.1-7.2 million b/d.”> The regional
demand for oil consumption would increase sig-
nificantly without any corresponding improve-
ment in the regional production. As a result, the
Asian dependency on Middle East oil would grow
significantly.

“According to a forecast by the East West Center,
the import rate of crude oil and products from the
Middle East to the Asia-Pacific was nine million
b/d (for 1994), and is estimated to increase to 13.3
million b/d in 2000 and to 20.1 million b/d in
2010,

At present, the Asia-Pacific meets its demands
for crude oil and petroleum products primarily
through imports from outside the region.

“In the medium term future covering three to five
years ahead, there will be no substantial change in
the product supply demand balance. However, in
the long term, China and India will emerge as gi-
gantic markets for petroleum and thus the intra-
sub-regional trade flow will change accc:)rdingly.“57

As a result, the coming decade - if buoyant eco-
nomic growth continues in Asia, as seems likely
- holds the potential for tensions between Asian
powers as regional oil markets tighten while con-
tenders for supplies grow more diverse and com-
petitive. China, Japan, the Koreans, and most
ASEAN members will be vigorously bidding for

! Kiyoshi Takahashi, Emergence of the Asia-Pacific Regional
Market and Japanese Refiner’s Strategies, presented at the
Fourth Annual Petroleum and Gas Conference, Bahrain, 17
January 1996, p. 2.

55 Ihid.
% Ibid.
7 Ibid., pp. 4-5.

imports in energy markets that until recently were
much simpler and more relaxed.™

Conclusions

There is no doubt that during the last years there
have been some incremental changes in Japanese
foreign policy pertaining to the Middle East,
which have allowed for Japan’s participation in
the Peace Process. The question, of course, arises
as to whether or not we have the methodological
tools to understand the quality of this change. Al-
though changes of attitude and performance can
be detected, it seems that the present Japan’s for-
eign policy in regard to the region is still deeply
bound to its former foreign policy principles.

Japan’s foreign policy toward the region as a co-
herent part of its general foreign policy is still
viewed through an American prism, which is in-
creasingly criticized. Inside Japan, there is disap-
pointment because of the lack of recognition of
Japanese political participation abroad, while ex-
ternally, there is growing pressure on Japan to
fulfill its international (economic) commitments.

Japanese involvement in the region still occurs
only when there seems to be no potential danger
as a result of Japan’s political activities, and is
still based mostly on its economic contribution.
However, the continuation of a relative economic
recession in Japan, together with the perceived
political and economic instability of the Middle
East, could prevent any significant change in
Japanese direct investment in the region.

In addition, a significant part of Japan’s political
involvement in Middle East affairs can be attrib-
uted to the regional politics competition in Asia,
especially with China, which threatens Japan’s
chances to win the potential energy supply com-
petition with regard to Middle East oil. The fact
that China - as well as Japan - is still very com-
mitted to the Palestinian cause will also have to
be taken into account when revising the re-born
Israeli-Japanese relations or the newly born Chi-
nese-Israeli relationship.

T 3

58 Kent E. Calder, “Asia’s Empty Tank,” in: Foreign Affairs,
vol. 75, no. 2 (April/March 1996), p.55.
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Promotion of Private Investment in the Middle East
- A Japanese Perspective

Yoshiki Hatanaka'

I would like to explain the issue of private Japa-
nese investment in the Middle East by extracting
important points from an article titled “Japanese-
Arab Economic Relations.” The article was writ-
ten by Professor Yasumasa Kuroda of Hawaii
University and myself and published in The
Journal of Arab Affairs in 1991.

There is a strong desire in the Arab countries to
attract foreign direct investment in joint ven-
tures. Particularly in the last decade, capital-rich
countries in the Gulf region such as Saudi
Arabia and Kuwait, whose economies are not so
diversified, have started asking their oil-buying
clients in the West to provide them with various
technological know-how, not only at operational
but also at managerial levels through small and
medium-sized manufacturing joint ventures.
Non-Arab countries in the Middle East are also
seeking direct investment. Iran and Turkey, for
example, two extremely large countries are re-
garded by Western businessmen as being sub-
stantial markets for many goods whose produc-
ers are lrying extremely hard to attract capital
and technology from the West. At the same time,
many countries in the region have started pri-
vatizing their economies to varying degrees.
Even Syria, whose economy is still based on the
public sector, has started asking private investors
to play a more positive role in its economy as
part of a bid to attract foreign capital.

I know that Palestinians are equally interested in
acquiring foreign technology, knowledge and
expertise through cooperation with foreign busi-
nessmen and governments. I also know that it is
necessary for the Palestinians to formulate an
accurate idea of how Western countries regard
the Middle East as a prospective area for invest-
ment. I sincerely hope that this seminar will
contribute to the understanding of Palestinians
regarding many aspects of Japan, including the
way in which Japanese corporations decide how
and where to invest their money.

! Mr. Yoshiki Hatanaka is Chief Executive Economist, Insti-
tute for International Economic Studies (IIES), Tokyo.

Motives for Japanese Investment Abroad

Total investment abroad by Japanese manufac-
turers at the end of 1997 had reached US$187
billion, of which US$163 billion had been re-
corded since the year 1986. The decision of
companies to switch to producing their products
abroad, at lower cost and avoiding a foreign cur-
rency risk, was the main reason for the sudden
increase in overseas investment during the last
ten years or so. Japanese companies had started
facing price competition due to the rise of the
yen from the middle of 1985, and Japanese in-
vestment abroad, particularly in Asia, began to
increase in 1990. From then onwards, many
Japanese companies, which by then were facing
worldwide competition and the continued rising
of the yen, became eager to transfer some of
their production facilities to other countries in
order to improve their profit base.

In looking at Japanese investment abroad region
by region, one discovers that most of the invest-
ment involves North America (45 percent) and
Asia (30 percent). In contrast, the percentage of
Japanese investment in Europe is rather low,
being 15 percent. The reasons for the relatively
low level of investment in Europe are as follows:
the absence of cost competitiveness in Europe,
its geographical distance from Japan, and the
small market size of the various European coun-
tries. The European Union (EU) as a whole, of
course, promises to be a huge market, but only
once it succeeds in establishing a single common
market. It seems to me that Japanese companies,
for the meantime anyway, consider it too early to
prepare for investing in Europe.

It is known that until the mid-1980s, Japanese
companies had still tried to manufacture most
products domestically. It was the technological
capabilities of certain Asian countries that encour-
aged Japanese companies to have some of their
production facilities in Asia. Since then, many
Japanese companies have built up complemen-
tary production networks with Asian countries
and have created an extensive horizontal divi-
sion of labor. During the early days of invest-
ment in Asian countries, this horizontal division



66 PASSIA Seminar: Japan, Palestine and the Middle East

of labor involved mainly low value-added items,
but Japanese firms have gradually started to
transfer the manufacturing of technology-inten-
sive items as well. Japanese investment in Asia,
however, still has features that differ from those
of its investment in North America.

Firstly, the grade of commodities manufactured in
North America by Japanese companies is almost
the same as that of commodities produced in Ja-
pan. In the case of Asia, however, the initial trans-
fer of manufacturing involved low-level tech-
nological products. Secondly, more than 90 per-
cent of the products manufactured in North Amer-
ica by Japanese firms are usually sold locally,
whereas nearly 20 percent of the products manu-
factured in Asia by Japanese companies are either
imported to Japan or exported to other countries.

As for Japan’s manufacturing investment in the
Middle East region, the area accounts for just 1.1
percent (US$2,049 million) of total direct in-
vestment overseas as of 31 December 1997,

According to the survey conducted among more
than 12,000 companies in March 1995, the fol-
lowing five reasons are essential factors behind
the decision of Japanese companies to invest
abroad:

1. A desire to hold on to or expand the local
market: 29 percent;

2. Lower costs (making the prices more
competitive); 27 percent;

3. Joining their mother companies (in the case
of subcontractor companies): ten percent;

4. A desire to hold on to or expand the mar-
ket in third-party countries: ten percent;

5. To produce goods destined for the Japa-
nese market: six percent.

Factors Affecting Japanese Investment Abroad

Although, as previously stated, Arabs, Israelis,
Iranians, Turks and others in the region have all
expressed their eagerness to attract Japanese
investment, the Middle East region has not re-
ceived much attention from Japanese investors
in the past. The Japanese are keenly aware of
their dependence on the Middle East region for
82 percent of their oil supply, and they know
that they must help the region to achieve politi-
cal stability and regional peace. However, al-
though the Government of Japan and various

Japanese organizations are aware of the need to
strengthen ties with the Middle East, Japanese
businessmen are still reluctant to invest in the
region, although some have recently started to
show some interest.

It could be said that the Government of Japan
could play a more positive role in bringing pri-
vate investors to the region. The Japanese econ-
omy may still be guided somewhat, but, it is free
of government control and intervention. The gov-
ernment is in no position to instruct or direct
private investment activities to what it sees as
being vital to the national interest, and the fact is
that Japanese investors go any place that appears
safe and profitable.

Before dealing further with the question of why
Japanese investment in the region is still low,
one should consider why Japanese investment is
high in the United States. One reason for this is
the fact that more than 30 of the 50 states in the
United States have offices in Japan to attract
Japan’s direct investment. Very few of the Arab
countries have similar offices, and those that do
exist were opened fairly recently.

Contrary to what some people believe, since the
early 1970s, a number of Japanese companies
have invested in Middle Eastern countries. One
example is the Alexandria National Iron and
Steel (ANSDK) plant in Egypt. ANSDK has
consistently been increasing its production vol-
ume and is planning to expand the plant in the
very near future. There are, of course, several
other examples, Nevertheless, the overall level
of Japanese investments in the Middle Eastern
countries is still not very high. Let me try to ex-
amine the reason behind this.

When Japanese businessmen think of investing
abroad, they always take into consideration three
main factors: the size of the market, available
manpower (both quality and quantity), and the
social cultural, climatic, traditional and other
institutional aspects of the host country. This is
why the majority decide against investing in the
Middle East, especially in the Mashreq region. I
believe that understanding the problems and ob-
stacles facing the Japanese companies that are
already doing business in the Middle East will
contribute to the Palestinians’ understanding of
the Japanese way of thinking and will help them
to develop a better approach toward the Japanese
business society. I have discussed this topic with
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many Japanese businessmen over the last 20
years and the following is what I have discov-
ered from our many conversations.

The first thing that has to be clarified is that a
very simple economic theory does exist. This
theory states that there are no borders facing
private capital, and that it goes to any place in
the world where profit can be expected; in other
words, it moves according to its efficiency. We
should always bear in mind the words ‘capital
efficiency’ and ‘capital rationality’, as they are
the principle and common language of private
businesses all over the world, especially in the
era of the ‘global’ village.

The second thing is that there are many business
and investment opportunities in the world today.
Other areas in the world such as the United
States, Europe, transforming countries, South-
east Asia, and so on are also equipped with good
investment circumstances, climates, and systems
and are welcoming foreign investment. Thus, a
strong motive for Japanese businessmen to in-
vest in the Middle East is still lacking.

The third thing is the difference in the nature of
European, American and Japanese enterprises.
Generally speaking, the Japanese are very cau-
tious and sometimes take a very long time to
reach final decisions. On the other hand, however,
they do precisely what they decide to do and are
famous for keeping their promises. People should
keep this in mind when considering the Japanese
business attitude towards the Middle East region.
I would note here that the Japanese became more
careful in investing in the Middle East after their
experience with the Iran-Japanese large-scale
petrochemical project, which finally fell through
and caused heavy losses among the Japanese
parties involved.

It seems to me that the Europeans and the Ameri-
cans are bolder and do not take a long time to
reach final decisions, but this is something that
could apply to both the advancing and withdraw-
ing phases. It is difficult to determine which
nature is ‘better’, the Japanese or the European/
American, as it is all related to the differences in
cultures, societies, histories and so on.

With regard to the general conditions that must
exist before anyone will invest capital abroad,
the first one is, of course, political stability in the
prospective investment country. Other important

conditions are mainly related to the policies of
the host country. Policies considered beneficial
by investors usually include the free flow of
capital, various kinds of tax incentives such as a
sufficient period of tax holiday, low-cost utili-
ties, such as electricity, water and so on, and the
existence of infrastructures, work forces, and a
social climate that is favorable to foreigners and
foreign business activities.

In addition to these, the host country should have
an office that is totally responsible for foreign
investment at the relevant ministry. It is also
desirable for those countries to have offices that
specialize in giving necessary information re-
garding investment. In addition, it is vital that
the countries have information offices abroad to
appeal to potential investors, bearing in mind the
current level of competition to draw investment.
Any answers or services provided by these of-
fices to foreign potential investors in addition to
foreigners who are already investing in the re-
gion concerned must be provided in a rapid and
accurate manner, thereby facilitating the making
of final decisions regarding new investment or
an increase in the current level of investment and
helping to attract new investors.

The world, especially since the collapse of the
former Soviet Union, has been moving toward
privatization, deregulation and a market-oriented
economy. ‘Globalization’ is now a commonly re-
ferred to term, even in those countries that were
closed to the outside world during the Cold War
period. If the Arab World wants to be competi-
tive in attracting foreign investment, then it needs
to encourage entrepreneurs and give more free-
dom to the private sector throughout the region.

Other problems that Japanese businessmen, econo-
mists, and researchers specialized in the Middle
East encounter is the lack of accurate, consistent
and recent statistical data on the national econ-
omy upon which they can base investment deci-
sions or consider expanding current activities. It is
much easier for them to convince their superiors
in Japan to go ahead with a new project or a new
expansion plan when they can strengthen their
compelling opinions with reliable agreeable data.

What has been mentioned above thus far is ap-
plicable to all or at least the majority of foreign
investors from all over the world. There are,
however, some unique factors involved in at-
tracting Japanese investors.
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First, Japan is a remote country physically and
culturally in relation to the advanced nations of
the West, which are usually far more familiar
with Americans and Europeans than they are with
the Japanese. If Japanese investment activities are
to increase and succeed, the Japanese and the
people of this region must get to know each
other better.

Second, the Japanese are much slower than many
people imagine in making decisions, which, I
admit, can be extremely annoying. However, as [
mentioned before, once the Japanese make deci-
sions, they are far more likely than many other
businessmen and governments to carry out what
they planned and are also far more likely to place
a high priority on long-term rather than short-
term interests. Japanese management style is
often different from Western management style,
as it calls, amongst other things, for the develop-
ment of communication channels from the bottom
to the top, encouraging workers to take part in
making management decisions to improve their
efficiency.

Third, unfortunately, most Japanese investors in
the Middle East are large corporations, which
makes it difficult to find good counterparts or
joint-venture partners in the region. Smaller in-
dustries in Japan do not have the need to expand
abroad nor did they have, until very recently,
enough expertise to invest abroad. Of course,
things have started to change, even in Japan,
during the last few years and these small indus-
tries today are more positive in considering in-
vestment abroad. Their target region, however, is
still limited mainly to nearby Asian countries or
North America. [ hope that the Palestinians will
take into account these factors regarding the Japa-
nese and start to take a new approach in commus-
nicating with them concerning future investment
relations between the two.

Possible Cooperation Between the Two Parties

A cooperative relationship between Gaza, the
West Bank and Japan in such fields as trade
promotion, technical collaboration and invest-
ment promotion in the near future might be pos-
sible. However, to ensure that further progress is
made, the parties concerned on both sides much
work together towards the alleviation and elimi-
nation of potential problems.

In the final analysis, the basis of the economic
relationship between the two consists of the de-
cisions arrived at on a commercial basis by pri-
vate-sector companies. The role of the govern-
ment, governmental institutions, and organiza-
tions should be limited to providing support and,
in some cases, the necessary environment. There
are three basic forms of support worthy of men-
tion, which are as follows:

1. Publicity support, for example, concerning
information on the business environment:

Unfortunately, there is still insufficient concrete
information on Gaza and the West Bank in Japan
to ensure that Japanese businessmen and compa-
nies gain a proper understanding of facts con-
cerning the business environment in general. If
the Palestinians wish to publicize information on
specific projects widely among Japanese compa-
nies, they should consider using trade journals
specialized in business promotion.

2. Support for the personal interchange:

The future promotion of interchange between the
private sectors will be the most essential prereq-
uisite for the promotion of specific projects in
the future. In my opinion, small-scale missions
limited to specific industrial categories should be
sent to Japan, thereby enabling projects to be
widely publicized.

3. Support for holding of seminars etc.:

In addition to the dissemination of business in-
formation and information on specific projects,
another effective publicity route is the holding of
seminars and exhibitions. The seminars, in addi-
tion to covering the general situation in the West
Bank and Gaza Strip, must concentrate on spe-
cific themes. Holding exhibitions in conjunction
with seminars would be, I believe, an effective
approach.
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Factors of Economic Success in Japan and Asia
- Implications for the West Bank and Gaza Strip

Yoshiki Hatanaka'

During the 50 years that followed World War II,
the international community witnessed the dra-
matic development of the Japanese economy.
Japan’s increasing economic success during this
period, especially that of its manufacturing in-
dustry, has led the world to pay more attention to
its industrial policies.

Japan’s industrial competitiveness in the world
market has sometimes caused many observers in
the West to view Japan’s industrial policies with
caution and to criticize them due to a lack of ac-
curate knowledge. However, many developing
countries, including the newly industrialized
economies (NIEs), the ASEAN members, China
and most recently, Middle Eastern countries have
displayed a strong interest in learning lessons
from Japan’s experience after World War IL
Unfortunately, many of them seem incapable of
understanding precisely what Japan’s industrial
policies are, which is why we should summarize
the definition and role of industrial policies and
the factors of Japanese economic success.

Definition and Role of Industrial Policy
Definition

Industrial policies are government policies that
are directly aimed at inducing growth and struc-
tural change in the industrial sector. Of course,
the purpose, content and measures used have dif-
fered not only from country to country but even
in different periods within the same country. As
a result, it is difficult to define and generalize
what an industrial policy entails. For the sake of
convenience, the definition of industrial policy
often embraces two distinct components: indus-
trial policy and industrial organization policy.
The first is targeted towards the redistribution of
factors of production such as capital and labor
among different industries to tailor the whole
national industry into a desired form. These con-
ditions vsually tend to create and maintain busi-
ness competition in order to guarantee maximum
efficiency in corporate activities.

1 Mr.Yoshiki Hatanaka is Chief Executive Economist, Insti-
tute for International Economic Studies (ITES), Tokyo.

Role

Some experts believe that reliance on the free-
market mechanism based on free competition
allows for the optimal allocation of available
resources. The free-market mechanism is often
hampered by the presence of oligopolistic busi-
ness and particularly by market failures, as in the
case of public goods.

Since World War II, the relationship between
industrial policy and the free market mechanism
in Japan has been interpreted by the Industrial
Structure Committee - an advisory body to the
Ministry of International Trade and Industry
(MITT) - as a necessary economic policy for the
effective realization of competitive functions
deriving the most benefit from the principles of
free market and international divisions of labor
and making up for the constraints inherent in
these principles. The different industrial policies
undertaken by Japan during the post-World War
II period have always been based on harnessing
the Japanese economy’s strong disposition to-
wards competition.

Factors of Japanese Economic Success

It is true that industrial policies in Japan have
made a considerable contribution to the rapid
expansion of the Japanese economy over the last
50 years. At the same time, we should bear in
mind that Japan’s economic success was not
brought about only by an industrial policy.
Rather, it was an ideal mix of external and in-
digenous factors that led to the country’s eco-
nomic development.

External factors

The external environment surrounding post-
World War II Japan was very beneficial for the
following reasons:

o A free-trade system was secured under the
IMF-GATT regime.

e National resources and energy abroad were
abundant, inexpensive and readily available
due to relatively stable international relations.
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e Advanced technological innovations were eas-
ily obtained from around the world.

o The initial period of economic expansion in Ja-
pan coincided with a period of world economic
growth.

Indigenous factors

Post-World War II Japan also enjoyed favorable
domestic factors - the root of economic success.
These factors included the following:

e Japanese society was characterized by high
levels of education and a high degree of social
mobility, and the domestic economy retained
its inherent disposition to competition.

e Japan achieved high labor performance through
diligent Japanese workers, life-long employ-
ment together with seniority-based wages, in-
dependent labor unions based on individual
companies that are usually cooperative with
employers, and other so-called ‘Japanese-style
employment practices’.

¢ Japanese managers were able to plan long-term
investment for profits because companies were
relatively free from dividend payment require-
ment, mainly as a result of the weak control
exerted by shareholders.

Cooperation Between the Public and Private
Sectors: The Case of Japan

The public and private sectors play important
roles in industrial policy-making and implementa-
tion in Japan, which can be partially attributed to
the level of coordination and cooperation.

Inter-government coordination

On the government side, the special policy divi-
sions responsible for direct supervision of in-
dustries have played a central role in this regard.
In the MITI, for example, there are divisions in
charge of iron and steel, automobiles, machinery
and textiles. They usually collect and analyze
domestic and overseas information on industries
in order to formulate and implement policies,
which involves formulating laws to promote
specific industries (including tax and financial
incentives), revising tariff rates, trade and in-
vestment regulations, approving the introduction
of facilities, technologies and foreign invest-
ments, as well as formulating future visions for
the industries.

The policies proposed by them are coordinated by
related divisions and passed on to departments
and ministries according to their needs. Inside
the ministry, coordination is performed with the
‘horizontal’ bureaus of International Trade Pol-
icy, Industrial Policy, Industrial Location and
Environmental Protection. At the same time, poli-
cies related to tariffs and financing are coordi-
nated with concerned departments in the Minis-
try of Finance. Sometimes coordination is also
required with the legal department of the Cabinet
- the Fair Trade (Anti-Monopoly) Commission.

Industry associations

The government divisions in charge of the vari-
ous industries also maintain close ties with in-
dustry associations, which allows them to obtain
the information and ideas needed to formulate
policies and prevent differences of opinion be-
tween the government and private sectors. Indus-
try associations differ in size, purpose and activi-
ties. National-level industry associations work in
exchanging, coordinating and compiling the opin-
ions of member companies. They also have the
important task of maintaining ties with related
government divisions for the exchange of infor-
mation and opinions on the industries. The presi-
dents and chairpersons of industry associations
are in most cases selected from top managers,
who serve as industrial representatives during
their terms. In the larger industry associations,
retired officials with experience in related gov-
ernment departments often serve as executive
directors or secretary-generals.

As representatives of industry interests, industry
associations also engage in various activities to
support government policies. The major industry
associations have considerable political influence
due to their political contributions, and for this
reason alone they are effective in bringing policy
proposals to fruition. The relationship between
the government and industry associations goes
through different phases, with the government
becoming more of an intermediary once the in-
dustries have developed to a certain extent.

Council system

The council system is often used when making
decisions regarding important industrial policies.
Councils are established as advisory organs to
the ministries and consist of industry leaders in
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addition to academics and journalists. They so-
licit opinions regarding draft policies and coor-
dinate the interests of the connected parties. They
are also effective in collecting, exchanging and
distributing industry information.

Economically, enhanced coordination among
firms has improved the flow of information be-
tween businesses and the government. Politi-
cally, this has helped to establish a commitment
to shared growth and reduced rent seeking. It has
also performed an important monitoring function
to assess the performance of the industry, econ-
omy and administration.

Coordinating between export policy and indus-
trial policy (MITI)

In order to bring trade and production together
and to blend the domestic economy and its struc-
tures in a way that works to the benefit of com-
merce, strong coordination between industrial
policy and international trade policy is essential.
Close coordination between the different minis-
tries and bureaus ensures there is a broad per-
spective on domestic and international economic
policies and careful attention to individual in-
dustries.

Role of specialized banks

Specialized development banks such as the Japan
Development Bank (JDB) and the Export Import
Bank of Japan were created to complement the
commercial banks. These banks usually control
project selection and monitoring independently,
albeit within broad government guidelines.

The JDB began operations in May 1951 as the
government’s principal organization in supply-
ing equipment funds to industry, taking over the
role previously played by the disbanded Recon-
version Finance Bank (RFB). Prior to the estab-
lishment of the JDB, the Export Import Bank of
Japan was founded in February 1950 and de-
signed to complement the trade and overseas in-
vestment financing activities of commercial banks.
The major differences between the JDB and the
RFB are as follows:

e The JDB specialized in the supply of equip-
ment funds, while the RFB was empowered to
provide both equipment and operating funds.

e The JDB extended only long-term financing
with payment terms of one year or more,

whereas the RFB handled short-term loans for
periods of as little as six months in addition to
longer-term credit.

e The JDB was prohibited from competing with
commercial banks, whereas the RFB was not.

e The JDB. which was prohibited from issuing
bonds, depended for its working funds entirely
on equity funds from the government, whereas
the RFB was able to collect working funds
through equity increases and bond issuance.

Factors Surrounding the West Bank
and Gaza Strip

At this point, it would be useful to compare the
external and indigenous factors of the West Bank
and Gaza Strip economies with those of Japan
after World War II.

External factors

Most of the external conditions surrounding the
West Bank and Gaza Strip today are beneficial,
based on the assumption that the peace process
will develop further to the point of full peace in
the region. Under these circumstances, it will
become easier for counties in the region to allo-
cate more resources for economic development.

e Peace will reverse capital flight, which has
occurred steadily in the region over the past
three decades or so, as well as speed up capital
inflows including aid money from the donor
countries, particularly those in the West.

e Large-scale projects - starting with infrastruc-
ture, such as the building and rehabilitating of
new highways, railways, seaports, and airports
etc. - may be carried out through the region,
which will surely have positive economic ef-
fects on the Middle Eastern countries.

Peace could also bring about severe economic
competition among the parties in the region in
the future, and it might thus have a negative
impact on those economies that are still relying
on centrally planned measures, limited in size
and endowed with an insufficient natural re-
source base.

Whether we like it or not, the free-trade system
will be secured under the newly implemented
World Trade Organization (WTQO) regime.
However, one must remember that becoming a
member of the WTO regime will have both
positive and negative effects on any economies,
which include new regulations and restrictions
on some goods and industries. In addition, gen-
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erally speaking, protectionism will be all but
banned with some exceptions.

e The new phenomenon of regionalism at the
international level, as exemplified by NAFTA,
the European Union (EU) and APEC, could be
another disadvantageous factor, not only for
Palestinians, but also for all Middle Eastern
countries, because it may lead to mutual bene-
ficial economic conditions among the parties
involved in each agreement. In this regard, a
new partnership among Mediterranean coun-
tries - 15 from the EU and 12 from the eastern
and southern coasts - which started in Barce-
lona in November 1995 would be important for
the West Bank and Gaza Strip in expanding
markets abroad.

Indigenous factors

e The West Bank and Gaza Strip have a rela-
tively high level of labor. However, workers
are usually not accustomed to the most ad-
vanced technology and so on.

o Usually the introduction of modern methods of
manufacturing and management has lagged
behind.

e There are talented businessmen throughout the
area with a strong desire to build up their own
industries.

e There are Palestinians abroad who have suc-
ceeded in many fields of business and who
have a wealth of experience and a huge amount
of capital.

Decisive factor: the character and development
state of the economy

There are some patterns of an industrial strategy
that parties should adopt according to the char-
acter and development stage of their economy.
Hence, one should examine the type of industrial
strategy that would best suit the West Bank and
Gaza Strip, taking into account the external and
indigenous factors surrounding them as well as
the economic preconditions mentioned above.
As explained previously these would be:

e A window of opportunity is emerging due to the
continuation of the peace process, even though
competition may soon become stronger.

e A new partnership is developing among Medi-
terranean nations.

e The West Bank and Gaza are located at the
heart of the East Mediterranean, the Mashreq,
the Gulf and Egypt.

e The indigenous market is limited to Palestinians.

e A high-level labor force is available, but usu-
ally its members are not equipped with the tech-
nologies and skills needed to promote sales in
the market abroad.

e There are sites for tourism, marine sports and
summer resorts that might absorb foreigners, al-
though most of them are at the developing stage.

Judging from the circumstances surrounding the
West Bank and Gaza and the current conditions,
the best option would be to start from develop-
ing export-oriented light industries, targeting the
East Mediterranean region and the Gulf area.

Lesson from the ‘Four Dragons’

There are countries that have achieved a break-
through in spite of the limited size of their do-
mestic markets, such as the ‘Four Dragons’ of
East Asia: Hong Kong, Taiwan, Korea and Sin-
gapore. The experiences of these countries might
be useful for the West Bank and Gaza Strip, al-
though some of them are currently facing eco-
nomic problems. In the countries mentioned,
export industries have been the engine of eco-
nomic development, i.e., export-oriented indus-
trial strategies have been adopted from the
earliest stages of industrialization. In addition,
the introduction of ‘managerial resources’ was
actively promoted (e.g., capital, technology, man-
power, corporate know-how, etc.) at a time when
these were almost non-available domestically.
What we have learned from the Asian economic
crisis is that we must establish a sound financial
policy based on an appropriate financial system
and must carefully check the amount and com-
position of capital from abroad.

Moreover, these countries have consistently
adopted a clear strategy of developing ‘export
processing zones’ as a concrete policy measure
to bring foreign companies to their country. This
policy has been promoted together with com-
plementary preferential measures, such as tax
exemptions. Lastly, a policy to improve rela-
tively weak infrastructural conditions in the ex-
port processing zones was also implemented.

Many countries in the world today - particularly
those whose domestic markets have a limited size
- have adopted a policy of promoting export proc-
essing zones, with varying degrees of success.
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Usually those zones that materialized to transform
and root ‘managerial resources’ into domestic
industries have become winners. Most probably,
the lesson to be extracted is the following: to
secure the success of a strategy of ‘export proc-
essing zones’ as in Asia, measures transforming
‘managerial resources’ firmly into domestic
industries are very much needed.

One of the options for the Palestinians in the
future might be to establish industrial zones and
tree zones, to be connected by the latest modern
traffic networks and to serve as an export and
transit base in the region. In this regard, the
experience of Asia’s ‘Four Dragons’ could serve
as a mirror for the West Bank and Gaza Strip.

For the success of the drive towards industrial
development to materialize, Palestinian indus-
tries must overcome the two most critical con-
straints to efficient growth, namely foreign mar-
ket access and access to technological advances
and innovations. Two policy options are envi-
sioned to serve this end: first, the development
of indigenous skills and talent to penetrate ex-
port markets and to catch up on the technologi-
cal level; and second, attracting foreign direct
investment from transnational corporations that
have the most developed marketing networks
and own frontier technologies.

Furthermore, competitive industrial development
in the Middle East is heavily contingent on the
harmonization of investment policies among
countries of the region, and the ability to fully
liberalize market entry except for security-related
and other clearly identified sectors according to a
set of commonly agreed criteria. Efforts to pro-
mote joint venture projects should be given pri-
ority on the policy agenda of Arab governments.

Alongside policies for trade and investment lib-
eralization, there is considerable scope for Arab
cooperation in industrial development, given the
existence of a number of specialized institutions
at the regional level. Trade barriers currently
imposed by each Arab country on all manufac-
tured products from other Arab countries and the
rest of the world should be gradually eliminated.

Arab countries should also together design a
plan that develops a number of key industries for
which growth prospects and dynamic compara-
tive advantage are expected and in which coop-

eration would raise the rate of return. Among the
industries and sub-sectors that deserve attention
and study are the following: capital goods, down-
stream petrochemical products, special metals,
microelectronics and software. In each of these
fields, a number of specific lines can be identified
as potential niches.

It would also be most effective to support joint
research and development programs with indus-
trial applications in areas of potential dynamic
comparative advantage such as renewable energy,
desalinization, biotechnology, building materials,
and irrigation equipment. This would complement
and support the growth of related industry sectors
and provide opportunities for new investments.

To conclude, industrial cooperation among the
parties in the Mashreq region should be given a
new impetus under a liberalized environment in
which competition and export-oriented foreign
direct investment becomes an essential engine of
growth. The focus of attention should be the pro-
vision of an enabling institutional environment
and attractive investment climate at the national
level, so as to maximize on flows of foreign
direct investment, which bring much needed capi-
tal, technology and export markets. At the re-
gional level, institutional and government sup-
port for joint activities would promote long-term
gains for all countries of the region.

The following recommendations might be useful
in considering the future economic policy of the
West Bank and Gaza Strip. They are extracted
from the expert meetings on ‘Industrial Strategies
and Policies and Managerial and Entrepreneurial
Skills under Conditions of Global and Regional
Change’. Although the seminar was held in
Manama, Bahrain, over three years ago (20-23
November 1995), 1 believe most of the rec-
ommendations adopted at the meetings are still
applicable to the countries in the region today.

Strategic Objectives

Building a competitive industrial sector is now a
critical component of a vital strategy of survival
and success in this rapidly changing ‘New
World’ economic environment. Among the most
critical factors are the following:

¢ emphasizing an outward-oriented industrial-
ized strategy;
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e raising the levels of domestic savings and
investment;

e pursuing industrial and technological strength-
ening;

e accelerating human capital accumulation;

e building and maintaining an efficient produc-
tion-linked infrastructure;

e providing a sound and accommodating macro-
economic environment;

e seeking a more equitable distribution of income
and wealth;

e fostering broader economic cooperation among
the Arabs.

The need for this innovative and outward-look-
ing industrial policy is a part of a broader eco-
nomic renewal agenda to overcome severe struc-
tural problems resulting from weak and limited
industrial bases and the heavy dependence on oil
and oil rents. This effort is not about setting out
elaborate blueprints for the economy, nor is it
about establishing an array of expensive govern-
ment programs. Rather, it is about providing a
framework that enables all segments of society
to work together as partners. Grand schemes and
large governmental programs did not bear the
fruits they were supposed to in the Arab region.
While some of these grand schemes and blue-
prints may have been acceptable at the earlier
stages of Arab development, they are no longer
workable. Development is too complex a process
for one single social group to be entrusted with it.

Recommendations

This effort is required at both national and re-
gional levels as well as at both the macro and
enterprise levels. The following recommendations
are suggested for the macro and enterprise levels:

The macro level

The Arabs need to move away from the rentier
economies of the past to productive economies
based on high value added and sustainable pro-
duction. This will increasingly depend on build-
ing innovation capabilities, entrepreneurial and
technical skills and on a full-fledged and delib-
erate entry into the new knowledge-based econ-
omy. To move into high value added and sus-
tainable production the Arab governments need
to develop - with assistance from international
agencies and institutions - and implement new

economic and industrial strategies and policies
that will take the following into consideration:

1. Developing industrial linkages and networks
within each state and among Arab states, be-
ginning with sub-regional cooperation among
smaller groupings of states while aiming at
building larger and broader regional coopera-
tion;

2. Fostering greater cooperation with wider
European and Mediterranean economic re-
gions and other regions in order to safeguard
the Arab interest, give voice to Arab con-
cerns and participate in shaping policy initia-
tives that affect the region;

3. Defining a new role for governments to act in
several critical areas that can have the great-
est impact on strengthening Arab competitive
fundamentals:

putting strong emphasis on investing in peo-
ple, training and knowledge;

emphasizing the development of sectoral
strategies, strategic groups of companies,
community initiatives and industrial entre-
preneurship;

reforming the civil service while stressing ef-
ficiency, merit, accountability, transparency
and integrity;

changing the balance between the public
sector and civil society by balancing and em-
powering the institutions that mediate be-
tween the State and the citizens and strength-
ening democratic institutions and practices;

building State capacity to design and imple-
ment industrial policies while emphasizing
the need to build a strong political commit-
ment to development and the political will to
override vested interest groups;

building State capacity for flexibility in
changing the nature, scope and extent of State
intervention in response to new issues and
challenges that emerge at different stages of
industrialization;

diverting the savings from military expendi-
ture to enhance economic and industrial de-
velopment and to increase expenditure on the
critical sectors of health, poverty eradication
and education;

4. Stimulating high value added production in

the Arab region. It is essential to move away
from heavy dependence on oil and oil-related
production and our dependency on natural



Factors of Economic Success in Japan and Asia - Implications for the West Bank and Gaza Strip 75

resources. This is needed to diversify eco-
nomic structures, markets, technological ca-
pabilities and skills and circumvent rampant
‘rentierism’ in the Arab economy, while em-
phasizing dynamic comparative advantage;

. Developing a stronger presence in the new
economy (knowledge and information-based
production);

. Considering the establishment and/or en-
hancement of investment development of-
fices to coordinate and exchange informa-
tion, to reduce harmful and injurious compe-
tition among the Arabs for the same inves-
tors, and to derive more accommodating con-
ditions for the benefit of the local economies,
including but not restricted to home-based
manufacturing and product mandates;

. Creating network and linkages among firms
to overcome size difficulties. Networks of
linked firms, industries and institutions should
be encouraged to create competitive advan-
tage that cannot be created by individual firms
acting alone. There is a need to foster coop-
erative relationships, which help to create
competitive advantage by stimulating tech-
nology transfer, continuous innovation and
skill development and training. There is also
the need to build on the synergies generated
through cooperation among firms and institu-
tions to spark new cooperative initiatives
among Arab states, create vested interest in
regional cooperation and cement the integra-
tion of markets and energies;

. Considering the development of sector part-
nership funds and other sectoral initiatives
among regional private sectors, institutions
and firms, to increase their networks and in-
crease the intensity of their contacts. More
public investment in network infrastructure
will be needed, particularly in the informa-
tional infrastructure;

Small and micro enterprises face particular
difficulties in building international capabili-
ties because of a lack of information, exper-
tise and investment funds. The long-term suc-
cess and growth of these firms frequently de-
pends on taking advantage of international
trade, investment and technology acquisition
opportunities. Arab governments should con-
sider all efforts needed to strengthen SMEs
including the establishment and/or enhance-

ment of trade promotion offices in key inter-
national locations or use their embassies for
such functions;

10. Accelerating the development of local and re-
gional technological capacities and strengthen-
ing Arab technological infrastructures through
promoting the establishment of national and
regional Arab centers of excellence in tech-
nology and at the same time nurturing and
promoting the development and diffusion of
technological incubators;

11. Attaching greater importance to the social
dimensions of industrialization by pursuing
the following:

e increasing the participation of women in all
aspects of the industrialization process within
the context of our social and cultural envi-
ronment;

e promoting a more equitable distribution of
income and poverty alleviation through em-
ployment generation;

12. Empowering the private sector, NGOs and
community initiatives and promoting part-
nerships with the public sector;

13. Assisting in restructuring the private sector to
enhance the development of new characteris-
tics and traditions needed so that this sector
can fulfill its due responsibilities;

14. Promoting environment-friendly industrializa-
tion by putting a major emphasis on cleaner
production and green industries.

The micro level

1. As entrepreneurial small businesses are now
creating the bulk of new employment the
world over, the governments of ESCWA coun-
tries need to promote such enterprises through
special support mechanisms, marketing and
management advice, and tax incentives.

2. Technology and business incubators can help
provide such integrated support in one afford-
able package as part of a national SME strat-
egy. Incubators and other support mechanisms
should be provided initial State support as an
investment in nurturing entrepreneurship.

3. Chambers of industry and commerce, when
appropriately insulated from government in-
terference can be effective. They need to be
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strengthened to provide training, information,
advisory and promotional services. Private
sector specialized institutions and mechanisms
should be established and/or strengthened.

Entrepreneurship development programs being
undertaken by ESCWA, often in cooperation
with the Friedrich Ebert Stiftung, should now
be raised to higher technical levels as the
needs of the managers and start-up com-
panies become increasingly sophisticated.

An entrepreneurship program should be inte-
grated into the overall educational system,
starting at primary school level and on
through college and executive courses.

Further, ECSWA needs to initiate activities
in new fields such as innovation strategies,
consultancy capabilities, management of tech-
nology, and the regular exchange of trade
and technology information.

. Universities, particularly engineering and

technical colleges have to be transformed to
provide training, research and consultancy
(TRC) services, to better meet social needs in
a rapidly changing global environment.

ESCWA countries need to progress beyond
traditional industries such as light mechanical/
garment-type products to selected knowledge-
based goods and services, such as computer
software, microelectronics, pharmaceuticals,
advanced materials, and environmental tech-
nologies, taking into consideration the com-
parative advantages of each country. Entry
into niche markets requires better access to
foreign know-how, adaptation through in-
house research, and linkages to key players
both south-south and south-north, and mostly
identification and development of compara-
tive competitive capabilities.

Technology-based enterprises also require ac-
cess to risk (venture) capital. Financial mar-
kets in selected countries should be encour-
aged to support venture capital initiatives
through innovative mechanisms.

SMEs — and large enterprises - need special
assistance to enhance the quality of products,
with related testing facilities, as well as to
conform, as appropriate, to international stan-
dards and intellectual property protection, in
their own interests. ESCWA initiatives in
promoting the adherence to quality impera-

11.

tives and practices, particularly efforts related
to ISO 9000, should be enhanced through
further seminars, training, workshops, and
conferences.

Expatriate nationals, that is ESCWA coun-
tries professionals now residing abroad, need
encouragement and special incentives to re-
transfer their skills and capital to their coun-
tries of origin, to participate in the effort to
root the new economy in the region.

12. Business persons must balance their preoccu-

pation regarding perceived threats of massive
Israeli encroachments into their markets,
starting with a thorough study of the various
aspects of the Israeli market and economy in
preparation for mobilizing their comparative
advantage to cope with Israeli challenges and
to penetrate Israeli markets.

13. Further forums must be provided for discus-

sion between entrepreneurs, private sector in-
stitutions, decision-makers and academic ex-
perts, concerning the development and elabo-
ration of the new industrial strategies and poli-
cies and the need for their implementation.

0 3



77

Japan’s Contribution to Palestinian Society

Katsuyoshi Hayashi'

It is very difficult to assess the extent to which
Japan’s contribution has served the Palestinian
people. Much of our work involves direct coor-
dination and cooperation with the UNDP, the
reason being that when the Government of Japan
first began to support the Palestinian people, it
did not have the tools to materialize its willing-
ness to help and it was the UNDP that realized
Japan’s contribution on the ground.

To discover the extent to which Japan’s contri-
bution has served the Palestinian people so far
requires careful evaluation. Not a single party
has yet evaluated the outcome of the past five
years of donor contribution, which is a huge
task, although we are thinking about doing an
evaluation soon. One thing I want to stress is
that Japan has a genuine desire to do something
positive for the Palestinian society, and we want
to ensure that any improvements have a direct
impact on the daily lives of the greatest possible
number of Palestinians.

I have often been asked the following question:
Compared with the European assistance to the
Palestinian people, Japan’s contribution is very
low-key, so why is Japan not doing more to pub-
licize its projects? It is indeed true that many
people are not fully aware of what Japan is doing
on the ground, but this does not really bother us,
because we are not here to conduct a publicity
campaign, but to help people who are in need. If
our approach is diplomatically ‘incorrect’, then
so be it.

Before I go into the details of what Japan is do-
ing on the ground, I will briefly touch upon its
official development aid policy. The world is
changing dramatically, and the interdependent
relations have been changing in every field. No
longer can any single country, including Japan,
afford to pursue its own security and prosperity

! Mr. Katsuyoshi Hayashi is the head of the Japanese Rep-
resentative Office in Gaza, which was opened in the summer
of 1998. He is also in charge of Palestinian affairs at the Em-
bassy of Japan, Tel Aviv, where much of his work involves
Japanese economic assistance to the Palestinians.

in isolation from the rest of the world. Japan has
no resources at all, which is why the basic for-
eign policy of the Japanese is to protect its trade
relations by having good relations with every
country and to contribute in maintaining peace
and stability all over the world.

In 1992, Japan adopted a so-called overseas de-
velopment assistance charter, which serves as a
sort of guideline for Japanese overseas assistance.
It is based on the recognition that overseas devel-
opment assistance should help maintain and even
increase the pace of growing independence and
help shape a more desirable international com-
munity. In the end, this of course will be in
Japan’s interest. and in the interest of its citizens.
Therefore, we are now addressing various global
issues, such as poverty, social and economic serv-
ices, and the deterioration of the environment,
amongst others.

One very basic condition of Japan’s policy is
that Japan will not become a military power, so
in that sense, our assistance has a great signifi-
cance. Japan has the means and the tools of di-
plomacy, and we believe that Japan’s national
interest in the end will be in the stability of the
international community. That is the basic prin-
ciple of Japanese economic assistance.

Japanese overseas development assistance is
built on four major pillars:

1. The necessity of aid coordination among
donors;

2. The importance of both the individual and
comprehensive approach;

3. Adopting a balanced development approach,
which means economical and social devel-
opment should be balanced with environ-
mental protection;

4. South-south cooperation, which means one
developing country will assist another de-
veloping country.

Specifically speaking, some of the more impor-
tant issues that need to be addressed are global
problems and basic human needs, human re-
sources development, infrastructure improve-



78 PASSIA Seminar: Japan, Palestine and the Middle East

ment, and economic structural adjustments. It is
in that context that Japan is formulating its as-
sistance policy, and one of the important ele-
ments we consider in formulating our policy is
basic human needs, the people’s needs, which
necessitates determining whether every project
we undertake actually reflects people’s needs.

Many people ask why Japan is focusing on the
Middle East, in spite of it being so far away.
There are two main answers. First, Japan’s secu-
rity is secured by its having good relations with
all countries. Second, Japan depends on trade,
not only on export but also on import. For
example, 80 percent of Japan’s oil comes from
this area, which is why Japan is eager to see
stability prevail in the Middle East.

In the Middle East, the major conflict is the con-
flict that exists here. Once this conflict is solved
in one way or another, it will be much easier for
Japan and other countries to address other issues,
including political ones. In 1993, the Palestini-
ans provided the entire world with a new op-
portunity when they opened the door with brave
and courageous determination, and Japan was
eager to respond to that courage, which is why
Japan is focusing on this area.

I do not like to refer to Japan’s activities in this
area as a ‘contribution’, because it is not for me
to say if our activities are contributing positively
to others’ lives or not. That is something that
only the recipients can assess.

Although we are now actively involved in the
peace process, including the political process,
this was not the case before 1991 when the peace
process started and when our involvement in the
political process was strengthened. One of the
major activities today is our activity in the mul-
tilateral working group framework, Ambassador
Nogami was a so-called spearhead of Japanese
diplomacy in those days; he was the first gavel
holder or chairman of the Environmental Work-
ing Group. Japan achieved the first visible results
in this framework, including the Environmental
Code of Conduct for the Middle East, which was
adopted in October 1994 during the Bahrain
Meeting and is now considered one of the major
achievements of this working group. Japan is
also involved in the Economic Development
Working Group. There is a subgroup involved in
tourism, which established the Middle East and

Mediterranean Travel and Tourism Association
in October 1995 in Amman, and Japan is a shep-
herd of the workshop on tourism. Therefore, our
activities in the multilateral working group con-
stitute one area of our activity.

The second area of Japanese activity is economic
support to the Palestinian people and support to
the surrounding countries, including Lebanon,
Syria, Jordan and Egypt. According to our way of
thinking, any peace here will not last unless the
surrounding environment is stable, which explains
why we are also concentrating on the neigh-
boring countries.

The third area of Japanese activity is actual
peacekeeping. Since February 1996, Japan has
sent 45 soldiers to the Golan Heights to take part
in peacekeeping operations under the umbrella
of the United Nations Disengagement and Ob-
server Force (UNDOF), which was established
in 1974 after the Kissinger shuttle diplomacy be-
tween Syria and Israel.

With regard to what we are actually doing for
the Palestinian people, in September 1993, there
was a conference in Washington dealing with
support to the Palestinians following the signing
of the Oslo I Agreement. At the meeting, US$2.4
billion was pledged by various donors, including
Japan, which pledged US$200 million over two
years, a tendency that has continued for the last
five years. At a more recent meeting, which took
place last November in Washington, Japan
pledged to continue its support to the Palestinians
for the coming two years. Not a single country,
except the United States, agreed to make five-year
pledges, and they all restricted themselves to
making one, two, or three-year pledges. I hope
that the tendency of the Japanese government to
contribute US$200 million over two years will
continue.

The money is distributed through two channels:
through United Nations (UN) organizations, such
as the UNDP or the UNRWA, and through the
bilateral channel.

Japanese funding reaches most sectors, although
we tend to concentrate on the health and educa-
tion infrastructures and on the social-economic
infrastructure, in addition to the field of institu-
tion building. One of the characteristics of Japa-
nese assistance to the Palestinian people is the
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large amount of money involved in the contribu-
tions through UN organizations: out of assistance
totaling US$400 million, some US$300 has gone
through UN organizations. There are several rea-
sons for this, the most important being that when
the Palestinians first established their own insti-
tutions, they needed assistance and they needed
it quickly. Therefore, Japan decided that using the
international organizations would prove a more
reliable way of allowing projects to materialize
as quickly as possible.

Concerning our attempts to help train Palestini-
ans, we established trilateral cooperation with
Egypt several years ago and we have sent many
Palestinians there to benefit from the expertise of
the Egyptian trainers. We have also sent Pales-
tinians to Jordan to be trained in telecommuni-
cations. These are the south-south cooperation
types of training on which Japan is concentrat-
ing. Last year, for example, about 60-70 Pales-
tinians were sent to Jordan, Egypt or Singapore.

One type of important overseas assistance is loan
assistance, involving low-interest, long-term re-
payment schedule loans. The reason why the
Japanese have not yet implemented such a pro-
gram is that the financial situation in Palestinian
institutions is not solid enough to allow them to
repay their debts. Many developing countries are
suffering enormously because they are paying off
so many debts, and Japan decided that it should
refrain from burdening the Palestinians with any
further financial commitments.

In general, the size of our bilateral grants for the
larger projects ranges between US$2 million and
US$20 million. Smaller scale projects, which are
carried out in coordination with UN agencies,
range in cost from between US$500,000 and
US$3-4 million. Meanwhile, the ceiling for the
Japanese grassroots program is much smaller.
Using these three categories of assistance, Japan
can cover all the different types of projects:
small community-based projects through grant
aid, medium-sized projects through UN agen-
cies, and bigger projects, like Jericho Hospital,
through our bilateral grants aid.

One point I would like to stress - because 1 know
that there has been a lot of speculation about the
fate of large amounts of donor assistance - is that
there is no misuse whatsoever of Japanese aid.
Why? Because we are extremely careful. What

happens with regard to our bilateral grant aid is
that we sign an agreement with the Palestinian
Authority (PA), after which a special account is
opened for the project in a bank in Japan while
the PA authorizes the bank to use the money for
the particular project. Next, the PA signs a com-
mercial contract with a Japanese company and the
project begins. Of course, the Japanese company
will need some money at the start of the project,
maybe in the middle and certainly at the end, and
the payment is made based on the authorization
of payment issued by the PA. Based on the
authorization it already possesses, the bank will
then issue the money, and if the Japanese com-
pany is using a Palestinian company as a sub-
contractor, it will pass the money on. What all
this means is that the PA never actually sees the
money. This is the way we operate all over the
world.

There are several interesting projects Japan is
implementing with the UNDP, one of which in-
volves hiring Palestinian professionals living
abroad on a contract basis and bringing them to
this area to work with the PA. This is a very
unique and creative project, created by the UNDP,
of which we are extremely proud. In fact, the
World Bank is now implementing a similar type
of project.

Another interesting project we are carrying out
with the UNDP is the Local Rural Development
Program. The local community in the Jenin area,
for instance, formulated a sort of council, came
up with a project, and then implemented it under
the supervision of the UNDP using a small amount
of local money but mainly funds from Japan.
The people themselves participate in the project
implementation, and the fact that they feel that
the projects are their own is very important.

We are doing our best, but to be quite honest, we
sometimes feel very frustrated, not least of all
because of the lack of communication inside
many institutions. In some ministries, there is no
communication and information sharing at all,
even in the different departments, which is a
great pity. I receive many letters every day ask-
ing for something. Of course, Japan wants its
money to be utilized as efficiently as possible,
which is one of the reasons why it believes that
there should be a more efficient coordination
mechanism that reflects people’s needs.
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Participant: How would you explain this lack of
communication? Is it the result of a desire by
high-ranking officials to maintain all the power?

Myr. Hayashi: Information is a source of power,
and a strong link with any donor is also a source
of power, but people have to understand that
holding on to too much power can be a very
destructive thing. They have to learn that the
answer to many problems is teamwork.

Participant: 1 have been working with the Pal-
estinian Ministry of Industry since 1994. I know
from personal experience that if I seek Japanese
help with regard to a certain project, I will be
told to go to the Ministry of Planning and In-
ternational Cooperation (MOPIC) and contact
you through them, which means that a mecha-
nism does exist.

Mr, Hayashi: MOPIC is the window ministry
but this does not stop people from calling on us.

Dr. Mahdi Abdul Hadi: If 1 may clarify, the
system is blind, and it is only one or two people
who really know what is going on and what is
needed but they have no intention of working as
part of a team. How can we develop communi-
cations within a ministry if everyone, excluding
one or two officials, is totally ignorant about
what is going on between the ministry and Ja-
pan? If everything is in one person’s hands, there
is always the danger that he will one day leave,
taking everything with him.

Participant: 1 disagree. If we are implementing a
two-year program, it means that there is a com-
mitment to this program by all the ministers,
guided by MOPIC. Nothing is going to fall apart
if one person is away; all those participating in
the project know exactly what is going on.

Mr. Hayashi: The point I am trying to make is
that information sharing is very important in any
institution.

Participant: The Palestinian Legislative Council
(PLC) is aware of this problem. It realizes that
there is no coordination or communication, which
is why it established procedures so that heads of
departments will all take part in a weekly meet-
ing and each department holds a meeting every
morning.

Mr. Hayashi: 1 have been working in this area
for some time, and [ can say in all honesty that

working with Palestinians is often enjoyable be-
cause if I ask something, my question is usually
met with a response, which is very good. In ad-
dition, people are very keen to deal with their own
future, which is also very good. Fortunately, you
do not have a bad bureaucracy and there is every
possibility that you could create quite an effi-
cient system, which is why we are doing our best
to help you. But all we can do is to prepare the
environment - how you utilize it is up to you. It
is you who must decide your future,

Participant: What are you doing to help Pales-
tinian tourism?

Mr. Hayashi: For example, we have played a role
in the Bethlehem 2000 project by contributing to
the rehabilitation of the city through the UNDP.

Participant: How do you decide how much as-
sistance is to be channeled to a certain field? For
example, tourism is very vital to the Palestinian
economy, but you have granted it less than one
percent of your total assistance to the Palestinians.

Mpr. Hayashi: Japanese contribution to tourism is
low because tourism depends largely on the pri-
vate sector and there are not many things that the
government institutions can do in this field.

Participant: You do not seem to give much as-
sistance to the private sector, for example, by
helping the Chambers of Commerce, etc.

Mr. Hayashi: No, the recipients of our assistance
are NGOs or Palestinian institutions, not private
sector companies. This is because the Govern-
ment of Japan’s policy is that the assistance
money comes from the taxpayer’s money and,
this being the case. it should not be used to
facilitate the making of commercial profit.

Participant: Would you consider supporting:
some kind of college concentrating on textile
technology, for example?

Myr. Hayashi: 1 don’t think so, not because we do
not consider this sector important, but because
we are lacking the ‘keys’ to support it. For in-
stance, some countries have a program like de-
mocracy support, or human rights support, and
they can utilize the money available very flexi-
bly, but we do not have that kind of scheme.

Participant: The people here feel the presence of
the Americans and French, for example, through
their cultural centers. This is not the case with
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the Japanese. I think you need to do a lot more to
make people understand more about Japan.

Mr. Hayashi: Yes, 1 admit that we are at fault.
Until I took up my post, only two people were
dealing with assistance, and unfortunately, they
did not have the capacity to extend their activi-
ties to cultural areas. We are currently in the
process of enlarging our staff and have gradually
started to organize more cultural activities in a
bid to introduce the Palestinians to something
about Japan, which is one of the reasons why we
decided to take part in this seminar.

Participant: Do you expect there will be an
increase or decrease in Japanese assistance to the
Palestinians, and particularly their infrastructure
projects, over the next five years?

Mr. Hayashi: In Japan, like elsewhere in the
world, the government is always trying to con-
vince the domestic audience of the importance of
our overseas assistance with regard to security,
etc. Naturally, when the domestic economic situa-
tion is deteriorating, it becomes very hard to
convince public opinion of the value of continu-
ing this sort of aid.

Participant: To what extent is Japan’s political
approach to this region tied to its reliance on oil?

Mr. Hayashi: Without its imports and exports,
Japanese society could not function. The global
political system changed dramatically in the
1980s, particularly in the mid-1980s. Everybody
thought that the problem you are facing here was
impossible to solve. However, you gave the
world community hope in 1993, which is why
we bet on you — the Palestinians and Israelis —
and your ability to succeed in this endeavor.

Participant: What is the ceiling of the grassroots
projects?

Mr. Hayashi: US$70,000.

Dr. Rosemary Hollis: Are projects brought to the
attention of the Japanese Government through the
embassy?

Mr. Hayashi: After we have received the request
from one of the Palestinian ministries, we dis-
cuss the matter further with the PA and then, on
the basis of these discussions, we decide whether
the project should be implemented or not. After
that, we send technical teams to the region at
least twice to conduct surveys and seek the ad-
vice of other donors with experience in the same

field. This all takes about a year. Assuming that
we are convinced that the project is feasible, and
based on the surveys, we then commit ourselves.

I realize that the Palestinians often get frostrated
with us because they have to wait such a long
time for an answer, but these procedures are
necessary in order to make sure that the projects
are worthwhile. The most difficult problem is
not actually constructing the facility, but main-
taining and managing it once it is built.

Dr. Hollis: Grassroots projects, in some cases,
are presumably presented by the NGOs. How is
their approach to presenting new projects differ-
ent to that of the PA?

My, Hayashi: For grassroots projects, the NGOs
contact us directly, not through the PA. Education
is the only area where things are coordinated with
the PA. At the beginning of each fiscal year, we
discuss with officials from the Ministry of Edu-
cation which rehabilitation projects should be
given priority. Sometimes, however, we work
independently.

Participant: What type of communication chan-
nels do you use in Japan? Is it a top to bottom or
bottom to top system?

Mr. Hayashi: In Japan, the bottom to top system
prevails, and I realize that many people in other
countries find it very difficult to comprehend how
this actually works. In Japan, it is the desk offi-
cers at the various ministries who formulate poli-
cies and guidelines, etc. Once these policies and
guidelines are formulated, the desk officer con-
cerned will raise his idea in front of his directors,
who, if they approve, will take it to the director-
general level, from where, if necessary, it will be
go to the deputy minister level and maybe even
to the ministerial level. In many cases, policies
are formulated and implemented at the director
level. We have, needless to say, capable, creative
and energetic desk officers, many of whom are
still in their thirties.

Participant: What do the people at the top do?

My, Hayashi: They concentrate mainly on issues
that are vital to the Japanese interest. We know
if a particular issue should be raised at the minis-
terial level or not. For instance, Japan’s pledge
of US$200 million would go to the ministerial
level, but whether or not a small contribution
should go to an NGO would be a decision made
even at the deputy director level.
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Dr. Abdul Hadi: The European countries often
consult with one another and debate and develop
various positions regarding how to support - or
not support - the peace process. Do the Japanese
engage in consultation with other countries?

Mr. Hayashi: Yes, there is an ongoing dialogue
with the European countries, not only concern-
ing economic issues but concerning other issues
as well. There is also a local donors committee,
which meets to discuss various issues.

Participant: Is Japan as militarily insignificant
as it claims to be?

Mr. Hayashi: We have forces to defend the coun-
try, but any kind of involvement abroad is a very
sensitive issue. Before sending the 45 Japanese
soldiers to the Golan Heights, there was a huge
argument in Japan, with mothers asking the
government, “Are you going to send my son to
the battlefield again?” The Japanese people are
fed up with war.

Dr. Abdul Hadi: In the United States there is the
FBI and the CIA, in England MI5 and MI6, and
in Israel the Shin Bet and the Mossad. What kind
of intelligence do you have in Japan?

Mpr. Hayashi: Intelligence is one of our weakest
areas, one of the reasons being the fact that our
intelligence system was dismantled by the Ameri-
cans after World War II. There are four or five
small institutions, but compared to those existing
elsewhere in the world, they are relatively limited.

FParticipant: To what extent is it possible for
Japan’s financial assistance to give Japan influ-
ence in the Middle East, bearing in mind that it
has a limited military capability? As far as [ can
see, Japan’s influence on the Middle East Peace
Process is relatively insignificant because its
political decisions are influenced by the United
States; one only has to look to the Gulf War for
proof of this. I would say that in most of the
important matters, the United States has had
some influence on Japan’s decisions.

Participant: 1 do not believe that the fact that
Japan does or does not have any military power
is really that important. T think that what really
matters at this point is the money that we are
receiving from Japan. If Japan came and told us,
“If you don’t do this or that we are not going to
give you any more money,” whether we like it or
not, we are going to do what Japan wants. The

same applies to our reactions to the demands of
any other of the large donors because of the
weakness of our current situation.

Participant: 1 have the feeling that Japan often
hides behind the United States and that if it
really wanted to, it is fully capable of making
choices that are different to those of America,
such as those it made in the 1970s, when it sup-
ported the Palestinian Liberation Organization
(PLO) and allowed a PLO office to open in Japan.

Dr. Hollis: 1 am wondering if, based on what I
am hearing now, the fact is that Japan cannot win,
because on the one hand, even if it puts money
into practical developmental grants it is going to
be criticized for not having a high enough politi-
cal profile, whereas on the other hand, if it were
to adopt a higher political profile, then the ad-
vantage of Japan being simply a donor and of
practical use would disappear and everybody
would be asking, “What’s their agenda, what do
they really want to happen, etc, etc.?” Do you, the
participants, think that the roads, sewers, and the
training programs etc., will establish goodwill
towards Japan distinct from its policy position and
have an effect on Palestinian development?

Participant: My personal belief is that Japan is
trying to translate its huge economical power
into political power, not just here but all over the
world, mainly because it wants to be ‘Number
One’ in East Asia and because it wants the re-
ceiving countries to say in the future, “We re-
member what Japan did for us.”

Participant: It is unlikely that we will forget Ja-
pan’s financial contribution, but I think all of us
would like there to be some kind of integration
between economic and political issues and for Ja-
pan to be more involved in the political sphere.
Japan, according to what we have heard, is keen
to establish good relations with other countries,
and I think that its recognition of the PLO and its
contribution to the state-building process suggest
that we will be able to rely on its support in the
future.

& O3



Japan's Contribution to Palestinian Scoiety

Appendices:
Japanese Assistance List 1993-1998
SECTOR Kind of Projects | Projects Amount Amount
assistance No. % US$ %
Bilateral 3 2.46 46,740,000 14.65
UNDP 3 2.46 5,850,000 1.83
Health UNRWA 3 2.46 490,000 0.15
Infrastructure 77 9 7.38 53,080,000 16.64
Bilateral 3 2.46 32,570,000 10.21
Educational UNDP %) 4,10 6,250,000 1.96
Infrastructure UNRWA 7 5.74 7,201,000 2.26
Total 15 12.30 46,021,000 14.43
Bilateral 2 1.64 4,990,000 1.56
Social / UNDP 16 13.12 43,445,000 13.62
Economic UNRWA 3 2.46 2,535,760 0.80
Infrastructure Total 21 17.22 50,970,760 15.98
Bilateral 1 0.82 11,250,000 3.53
Water / Sanitation | UNDP 12 9.84 13,950,000 4.37
Infrastructure UNRWA 2 1.64 854,000 0.27
Total 15 12.30 26,054,000 8.17
Bilateral 2 1.64 6,840,000 2.14
Agricultural UNDP 3] 4.10 9,500,000 2.98
Development UUNRWA 0 0 0 0
Total 7 5.74 16,340,000 5.12
Bilateral 3 2.46 4,030,000 1.26
Institution / UNDP 30 24.60 48,700,000 15.27
Capacity UNRWA 0 0 0 0
Building Total 33 27.05 52,730,000 16.53
Bilateral 0 0 0 0
Tourism UNDP 2 1.64 3,085,000 0.97
UNRWA 0 0 0 0
Total 2 1.64 3,085,000 0.97
Bilateral 0 0 0 0
Housing UNDP 1 0.82 10,000,000 3.14
UNRWA 2 1.64 12,800,000 4.01
Total 3 2.46 22,800,000 7.15
Bilateral 0 0 0 0
Environment UNDP 1 0.82 5,000,000 1.57
UNRWA 4 3.28 5,800,000 1.82
Total 5 4.10 10,800,000 3.39
Bilateral 0 0 0 0
Scholarships UNDP 0 0 0 0
UNRWA 5 4.10 2,500,000 0.78
Total 5 4.10 2,500,000 0.78
Bilateral 0 0 0 0
Humanitarian Aid | UNDP 0 0 0 0
UNRWA 5 4.10 33,920,000 10.63
Total 5 4.10 33,920,000 10.63
Bilateral 0 0 0 0
Income UNDP 0 4] 0 0
Generation UNRWA 2 1.64 650,000 0.20
Total 2 1.64 650,000 0.20

Note: In many cases, UNDP projects consist of a number of project components.
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Japan’s Grand Total Assistance List

Kind of No. of Percentage Total Percentage
Assistance projects of projects Amount of Total
Amount
Bilateral 14 11.48 106,420,000 33.37
UNDP 75 61.48 145,780,000 45.71
UNRWA 33 27.05 66,750,760 20.93
Grand Total 122 100.00 318,950,760 100.00
Japan’s Assistance for the Palestinians
in Million US Dollars (as of 4/1999)
AGENCIES FISCAL YEAR * TOTAL
1993 1994 1995 1996 1997 1998
UNDP Japan-Palestine 2 235
(3.5 to (3.5 10
Development Fund Holst 17.5 Holst 26 21 28.31 139.31
Fund) Fund)
World Bank Holst Fund | ----- 5 3 35 e 11.5
UNRWA 16.5 17.5 235 18.5 15.6 10.24 101.84
(Food Assistance) 9.43 94 7.20 7.48 6.70 40.21
World Bank Trust Fund L T e e 5
ICRC ---- 1 1 0.23 0.82 1.37 4.42
WHO 7P |[OREI | seane 5.4
The Japan Red Cross %, | (NS (FUUCEVI |T pun— 2.5
IFAD. WID Fund 0.4 0.4
Assistance Through | 55 4 | 5043 | 6040 | 5543 | 4530 |4662 | 31058
International Organization
Grassroots Projects 0.22 0.39 0.95 L13 1.26 1.30 525
Training 0.52 0.87 1.06 1.41 1.43 5.29
Total Direct Grant Aid =~ | - | --—- 21.96 30.03 | 3477 | 34.28 121.04
(elections) 0.8 0.8
TOTAL 53.14 | 51.69 | 85.17 88.00 | 82.76 | 82.20 442.96

* Japan’s fiscal year starts from April and ends in March.

e Japan sent a group of 77 people, including members of the Diet, to serve as international elec-
tion observers, and also provided about US$ 0.8 million for the election.

e Various training courses have been offered to the Palestinians in sectors such as administration,
electricity, construction and etc. Palestinian trainees are invited to Japan as well as to other
countries such as Egypt and Jordan. In 1997, for example, 133 Palestinians participated in these
courses.
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Debate on Japan and the Middle East

Prof. Akifumi Ikeda: Tt should now be clear to
all of you that there is no sentimental sympathy
towards your cause or the situation here in Japan
and that Japan, in facilitating the advancement of
the peace process, is doing so out of a desire to
protect its own national interests, which are re-
lated to the security situation in the Far East as
well as our own economic needs.

Dr. Mahdi Abdul Hadi: As Palestinians, what
would be your message if you were to go and
speak to the Japanese? Would your message be
the same as the Egyptian message, i.e., security
and the peace process, or do you have something
else to say, realizing that the Japanese have their
special agenda and interests and sympathize with
us?

Participant: 1 now know quite a bit about the
Japanese, their relationship with China and the
United States, the security issue and the fact that
they do not have a lot of resources, so I would
probably talk to them about peace and prosperity
and a strategic alliance between the Japanese and
the Palestinians in terms of know-how, expertise,
development, etc. On the other hand, I would tell
them that we could provide a good business base
for the Japanese interests throughout the Middle
East. I would speak less about the injustice and
the sympathy issues.

Dr. Rosemary Hollis: When the Japanese talk to
the Israelis, do they ever mention the Palestini-
ans? What do they say?

Prof. Ikeda: Yes, as we believe that our national
interest is to help achieve the goals of the peace
process because in the long run, this will serve
our own interest.

Dr. Abdul Hadi: Would you use the same lan-
guage as Dennis Ross, who has just said that
settlements are devastating and very bad for the
peace process?

Prof. Ikeda: 1 think so. I have talked to a couple
of people at the Japanese Embassy and I know
that this is a part of the Japanese-Israeli dialogue.

Participant: 1 think that since the Desert Storm
operation in 1991, the Japanese have come to
realize that apart from the Arab-Israeli conflict,
one also has to consider the inter-Arab conflict
in dealing with the issue of stability or instability
in the Middle East.

Prof. Tkeda: As I see it, the Japanese started to
realize that the Arab-Israeli conflict and the Pal-
estinian problem are not the core of the whole
Middle Eastern situation in the mid-1980s when
Iraq and Iran went to war and we witnessed the
wars in Afghanistan and Lebanon.

Ms. Raquel Shaoul: The difference is that the
Iran-Iraq war had not so much to do with the
Americans, whereas with the Gulf Crisis, for the
first time in the modern history of the Middle
East, two Arab countries went to war under the
American umbrella.

Participant: Do you really believe in our right as
Palestinians to declare our state?

Prof. Ikeda: 1 will put it in this way: We see the
essence of the current peace process change
from conflict to coexistence and from the exis-
tential conflict between the two nations into
competition among the states. It is quite natural
for everybody to acknowledge or recognize the
right of independence, and this is our basic posi-
tion towards the necessity of the Palestinians
having an independent sovereign state.

Participant: 1 used to think that Japan would
support the Palestinians in their demands, but
now, after this seminar during which we have
heard a lot about Japan’s interests in the Middle
East, I am not so sure.

Dr, Abdul Hadi: Can you tell the Palestinians
that we are building your institutions, we are
supporting your sewage system, we are putting
money in the universities and we are doing A, B,
C, D and once you say that you want to exercise
your right to self-determination and declare your
state we will be there for you?
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Prof. Ikeda: Within the framework of the peace
process, yes.

Dr. Abdul Hadi: When you say within the frame-
work of the peace process, is what you are actu-
ally saying “With the consent of the Israelis?”

Prof. Ikeda: You must understand that we are
going through a tremendous recession back home
and the Southeast Asian economies are being
torpedoed one by one, so it is becoming increas-
ingly difficult to sustain our past effort.

Dr. Hollis: Japan’s interest in the Middle East
has nothing to do with love nor justice but eve-
rything to do with national interests. Now, my
question is as follows: Is one of Japan’'s interests
recruiting American goodwill for the Southeast
Asian context and does Japan see what it does
here as serving its interests in Southeast Asia?

Prof. Ikeda: Do you mean security?
Dr. Hollis: And the relationship with America.

Prof. Ikeda: To a certain degree yes. There is a
general belief in our part of the world that there
is going to be a serious development in the Ko-
rean Peninsula, which is just next to us and that
eventually, we are likely to have some kind of
collision with China, so we need to maintain our
alliance relationship with the United States,
This, of course, entails sustaining American ef-
forts in the Middle East.

Participant: Assuming that the Asian economies
recover, could the Asian countries eventually
play a role similar to that of the Americans and
Europeans vis-a-vis the Middle East?

Prof. lkeda: 1 doubt it very much because we
are not like the European countries, which are a
kind of security community and which have, in a
way, a sort of common ground. In Southeast
Asia or East Asia we are still far away from
reaching that sort of united integrated situation,
not least of all because Japan is still viewed with
a certain kind of suspicion by Korea, China, and
the Southeast Asian countries.

Ms. Shaoul: 1 think that the most critical prob-
lem is the self-determination of the Palestinian
people, while the second is culture. I do not agree

with you that this Japanese sense of vulnerability
is only connected to raw materials. In my opinion,
another reason is that culturally, the Japanese
feel so different from the Asians.

Dr. Abdul Hadi: Tt is up to us to convince the
Japanese that not for love or for values or ethics
but for their own interests they should work on
supporting the Palestinians and ensuring that
there is peace and stability in the Arab World.
Maybe we should build on the notion that Japan
should free itself of American pressure or guid-
ance in regard to the Palestinian right to self-
determination. How do we pressure you?

Prof. Ikeda: That is a question to which you, not
I should provide an answer.

Dr. Abdul Hadi: The stronger we are in the Arab
house, the stronger we can speak as one Arab
voice vis-d-vis the Japanese-Arab relationship.

Professor Tkeda: Were all the Arab countries to
come to us with one message, yes, we would be
under some serious pressure. From our point of
view, the fact that you all have different policies
makes things easier for us, as we can deal with
you separately, one by one and issue by issue.

Participant: If the Americans had not asked
Japan to participate in the peace process, would
it have sought a role?

Prof. Ikeda: 1 think that the Japanese Govern-
ment might have played a role anyway but that it
would not have gone out of its way to seek one,

Dr. Abdul Hadi: We have been told by many
countries that they could not talk to us before the
peace process but that since the peace process
began, they have been more at ease in dealing
with us. Is that true?

Prof. Ikeda: 1 think so. After the Oslo Accords
and the establishment of your autonomous gov-
ernment, there was an official channel of com-
munication for the very first time, which helped
immensely. One should also not forget that the
Japanese economic assistance was only possible
in the past through international organizations
like UNRWA or UNDP, whereas now we are
dealing with you directly.
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Participant: Going back to the key elements in
your foreign policy, namely oil and the relation-
ship with the Americans, I would add a third ele-
ment, which is less important because it is a
matter of perception. For many years before the
peace process, the Japanese sympathized with the
Palestinians because they saw them as victims
and identified with them, the Japanese themselves
having been the victims of the end of World War
IL.

Prof. Ikeda: 1t could help explain the Japanese
attitude towards Palestine, but I doubt that if
affects our policy.

Participant: As a huge sibling of the United
States political system, you will inevitably adopt
the American system of lobbying. Does the Japa-
nese political system allow for widespread lob-
bying, and if it does, are that any specific groups
that could actually affect the Middle East policy
of the Japanese Government?

Prof. Ikeda: Yes, we have pressure groups or
lobbying groups but I do not think that they are
as powerful as the groups in America. The pres-
sure groups in this case are oil companies or as-
sociations of oil companies.

Dr. Hollis: Could you say something more about
the element of ambivalence in the Japanese-
American relationship?

Prof. Ikeda: We once fought with the Ameri-
cans and were totally defeated and the Ameri-
cans occupied us for many years, so it is all
rather complicated. Now, due to our current eco-
nomic landscape, we are using our computers all
the time, why? Because we have to cope with
the so-called global standard or globalization of
the economy, which many refer to not as the
global standard but as Americanization and the
American standard.
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8:30-9:30  Registration / Group Photographs
9:30-11:00 Opening Remarks and Orientation
Dr. Mahdi Abdul Hadi
Dr. Rosemary Hollis
11:00-11:15 Coftfee Break
11:15-12:45 Overview: The Axis of Japan's
Foreign Policy
HE Yoshiji Nogami

12:45-14:00 Lunch

14:00-15:30 Japanese Economic Development
after World War 11
Prof. Osamu Nariai

15:30-15:45 Tea Break

15:45-17:00 Japan and the Asian Economy
Prof. Osamu Nariai

9:00-10:30

Pre-Modern History of Japan
Prof. Ben-Ami Shillony

10:30-10:45 Coffee Break
10:45-12:15 Modern History of Japan
Prof. Ben-Ami Shillony

12:15-13:30 Lunch

13:30-15:00 States and the International System
— Theoretical Overview
Dr. Rosemary Hollis

15:00-15:15 Tea Break

15:15-16:45 Japan in the International System
Dr. Rosemary Hollis and Raquel

Shaoul

9:00-11:00

11:00-11:30

11:30-13:00

13:00-14:15

14:15-17:00

9:00-10:30

10:30-10:45

10:45-12:15

12:15-13:30

13:30-15:00

15:00-15:15

15:15-16:45

9:00-10:30

10:30-10:45

FParticipant Presentations
Dr. Rosemary Hollis

Coffee Break

Debate on the Japanese Economy
Prof. Osamu Nariai

Lunch

Farticipant Exercise and Film:
The Story of a Friendship, Japan
and Palestine

Dr. Rosemary Hollis

The Political System of Contempo-
rary Japan
Prof. Ikuo Kume

Coffee Break

Japan's Decision-Making Process
and Debate on Japanese Politics
Prof. Ikuo Kume

Lunch

Japanese Software Industry
Kazuhiko Adachi

Tea Break

Trends in Japanese Venture Business
Kazuhiko Adachi

Economic Relations berween Asia
and the Middle East
Yoshiki Hatanaka

Coffee Break
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10:45-12:15 Promotion of Private Investment in
the Middle East — A Japanese
Perspective
Yoshiki Hatanaka DR, MAHDI ABDUL HADI
Head of PASSIA, Jerusalem
12:15-13:30 Lunch
. . KAZUHIKO ADACHI
13:30-15:00 Political Relations between Japan Chairman, International Committee of Japan PC
and the Middle East Software Association and President of Intelligent
Prof. Akifumi Ikeda Wave. Inc.
15:00-15:15 Tea Break YOSHIKI HATANAKA
i i hi ist, i fi i
15:15-16:45 Japan: New Political Approac b to Executive Chief Economist, Institute for International

9:00-10:30

10:30-10:45

10:45-12:15

12:15-13:30

13.30-15:00

15:00-15:15

15:15-16:30

the Middle East
Raquel Shaoul

Japan’s Contribution to Palestinian
Society
Katsuyoshi Hayashi

Coffee Break

Palestinian Perspectives on Japan
and the Japanese
Dr. Mahdi Abdul Hadi

Lunch

Debate on Japan and the Middle
East

Prof. Akifumi Ikeda and Raquel
Shaoul

Tea Break
Participant Feedback and Conclu-

sion of Seminar
Dr. Rosemary Hollis

Economic Studies, Tokyo

KATSUYOSHI HAYASHI
Head, Japanese Representative Office to the PNA,
Gaza / Embassy of Japan, Tel Aviv

DR. ROSEMARY HOLLIS

Head, Middle East Program, Royal Institute of
International Affairs (RIIA — Chatham House),
London

PROF. AKIFUMI IKEDA
Associate Professor, Faculty of Science, Toyo Eiwa
Women's University

HE YOSHIJI NOGAMI
Ambassador of Japan to the OECD, Paris

PROF. IKUO KUME

Professor of Law, Kobe University

PROF. OSAMU NARIAI

Professor of International Economics, Reitaku Uni-
versity, and Advisor for Nakamae International Eco-
nemic Research (NIER)

RAQUEL SHAOUL
Ph.D. Candidate, King’s College, London

PROF. BEN-AMI SHILLONY
Professor of Japanese History, Hebrew University of
Jerusalem
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APPENDIX B:
Palestinian Participants

ABBAS, Al-Somida

#1959, Jerusalem; living and working in
Ramallah

B.Sc. Mechanical Engineering; M.Sc. Produc-
tion Engineering, Lulen University

Director of Free Industrial Zones, Ministry of
Industry; Consultant, The Northern District of
Sweden

Assignment: Japan: Major Foreign Policy
Goals and Strategies.

ABU EMARA/TAQQASH, Amal

#1949, Jaffa; living and working in Gaza

BA Business Administration, Ein Shams Uni-
versity, Egypt; MA Development of Art/Edu-
cation, Xavier University, USA

Director, Community Develop Dept., Gaza
Governorate; previously, Director, Palestinian
Child Theater

Assignment: Japan: Major Foreign Policy
Goals and Strategies.

ABU KHADIJEH, Jamal

#1956, Jerusalem; living in Jerusalem and
working in Ramallah

BA English, University of Jordan
Translator/Project  Assistant, ARD; previ-
ously, Translator, Spimaco, Saudi Arabia
Assignment: Japan: Relations With and Poli-
cies Toward the Middle East.

ABU ZARUR, Bashar

#1974, Nablus: living in Nablus and working
in Ramallah

BA Business Administration, An-Najah Uni-
versity

Expenditure Auditor, International Auditing
Department, Ministry of Finance; previously,
Accountant, Azzoni for Trading and Services
Co.

Assignment: Japan: The Economy - General
Characteristics, Infrastructure, Business, In-
dustry, Agriculture, GDP, Public and Private
Sectors.

AMRO, Abeer

*1965, Hebron;
Ramallah

BA English Literature and Political Science,
University of Jordan

living and working in

Assistant General and Operations Manager,
Arab Company for Medical and Agricultural
Products; previously, Customer Services Offi-
cer, British Bank

Assignment: Japan: Business Culture and
Management Philosophy.

AWAWDEH, Shaher

#1966, Dura; living in Bethlehem and work-
ing in Jerusalem

MA Middle East Politics, Exeter University
Asia-Pacific Desk Officer, Orient House
Assignment: Japan: Society and Culture —
Values and Religious and Philosophical Tra-
ditions.

DABIT, Costandi

*1961, Jerusalem; living and working in Jeru-
salem

BA Business Administration, Birzeit University
Translator, The Jerusalem Times; previously,
Accountant/Assistant, British Council
Assignment: Japan: The Political System and
Structure of Government: Legislature, Execu-
tive, Judiciary, Electoral System.

DOUGHLUS, Isam

#1956, Jordan; living in Bourga and working
in Jerusalem

BSc General Nursing, Al-Quds University;
MA Management, Al-Quds University; Post
Graduate Diploma

Hospital Supervisor, Magassed Islamic Hos-
pital; previously, Assistant Nursing Director,
Mt. David Hospital, Bethlehem

Assignment: Japan: Basic Characteristics -
Geographical Features, Natural Resources,
Population Size, Age Distribution, Ethnic
Groups, elc.

GHOSHEH, Moaze

*1967, Kuwait; living in Jerusalem and
working in Ramallah

BA English, Kuwait University

Director, International and Trade Cooperation,
Ministry of Trade and Economy; previously,
Operation Manager, Amman Bank for In-
vestment, Jordan

Assignment: Japan: Business Culture and
Management Philosophy.
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HABASH, Nojoud

#1974, Nablus; living in Nablus and working
in Ramallah

BA Business Administration, An-Najah Uni-
versity, Nablus

Managerial Assistant/Computer Department,
Ministry of Finance

Assignment: Japan: The Economy — General
Characteristics, Infrastructure, Business, In-
dustry, Agriculture, GDP, Public and Private
Sectors.

INAIM, Zuheir

#1962, Beit Ummar; living and working in
Hebron

BSc Civil Engineering

Project Manager, At-Taer Al-Falastini Co.;
previously, Site Engineer, Yousef Banei® Co.
Assignment: Japan: Relations With and Poli-
cies Toward the Middle East.

MORCOS, Huda

#1958, living in Beit Jala

BA Business Administration, Bethlehem Uni-
versity; Diploma of Higher Studies, Admini-
stration of Governmental Institutions, CNESS,
France

previously, Teacher, Business Administration
and Accounting, YWCA, Jerusalem
Assignment: Japan - Basic Characteristics:
Geographical Features, Natural Resources,
Age Distribution, Population, Ethnic Groups,
elc.

QAWASMEH Hamed

#1970, Kuwait; living in Hebron and working
in Bethlehem

MA Political Science, Idaho State University,
USA; BSc Mathematics and Physics, Idaho
State University, USA

Project Coordinator, Artas Folklore Center,
Bethlehem; previously, Project Officer, Pales-
tinian Center for Micro-Projects Develop-
ment, Jerusalem

Assignment: Japan: Relations With and Poli-
cies Toward the Middle East.

SA’ADEH, Ibrahim

#1968, Yamun, living and working in Ramal-
lah

BA Sociology, Birzeit University; Diploma,
Comparative European Social Studies, Am-
sterdam University; MA International Rela-
tions, Birzeit University

Director of Students’ Services, Ministry of
Higher Education; previously, Researcher,
Birzeit University

Assignment: Japan: Recent History — Since
World War II with Focus on 1980s/1990s.

SABBAGH, Mervat

%1972, Haifa; living and working in Rama
Village

BSc International Trade; MSc Global Mar-
keting, Philadelphia College of Science
Consultant, PADICQ; previously, Account
Manager, Company Delta, Carmel
Assignment: Japan: Society and Culture —
Values and Religious and Philosophical Tra-
ditions.

SALEH, Nasser

®
L]

*1970, Egypt; living and working in Gaza
B.Sc. Telecommunications and Computer
Engineering, Sudan

Chairman of Studies and Research, National
Security Forces; previously, Teacher, Al-Az-
har University

Assignment: Japan: Recent History — Since
World War IT with the Focus on 1980-1990s.
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APPENDIX C:

Reading Material

Required Reading

(according to assignment)

Ash, Toby. “The Recession That Won’t Go
Away”, in: Japan and the Middle East, MEED
Special Report, Vol. 41, No. 48, 1997.

Ikeda, Akifumi. “Japan’s Relations with Israel”,
in: Japan in the Contemporary Middle East, ed.
by Sugihara, K. and J. A. Allan, London: Rout-
ledge, 1993, pp. 155-169.

Katakura, Kunio. “Japan and the Middle East:
Towards a More Positive Role”, in: The Politics
of Middle East Oil, ed. by Paul Tempest, Lon-
don: Graham & Trotman, 1993.

Kemp, Peter. “Disturbed by the Length of the
Recession”, in: Japan and the Middle East,
MEED Special Report, Vol. 39, No. 50, 1995.

Kishino, Hiroyuki. The Persian Gulif Crisis and
Japan’s Role, International Institute for Global
Peace (HGP) Policy Paper, Tokyo, 1990.

Koyama, Shigeki. “Conditions in the Middle
East Today and Japan’s Economic Aid”, in: Ja-
pan Review of International Affairs, Vol. 7, No.
2, 1993,

Maswood, S. Javed. “Japan and the Gulf Crisis:
Still Searching for a Role”, in: The Pacific Re-
view, Vol. 5, No. 2, 1992,

Panda, Rajaram. “Japan and the Gulf Crisis: An
Appraisal’”, in: India Quarterly, Vol. 47, No. 3,
1991, pp. 1-20.

Purrington, Courtney and K., A. Tokyo’s Policy
Responses During the Gulf Crisis, The Regents
of the University of California, 1991.

Schaede, Ulrike. “Economy™, in: The Far East
and Australia 1998 (29" edition), Europa Publi-
cations 1997.

Shaoul, Raquel. “Japan’s New Approach To-
ward the Middle East and Its Impact on the
Japan-China Balance of Power”.

Recommended Further Reading

Arab Thought Forum and National Institute for
Research Advancement: Arab-Japanese Dialogue
(2™ and 3™ Arab-Japanese Dialogue Conference,
Tokyo, 1991 and Amman, 1992). NIRA, 1993,

Ash, Toby. “Japan and the Middle East”, in:
MEED, Vol. 41, No. 48, 28 Nov. 1997, pp. 7-15.

Calabrese, John. “Japan in the Middle East”, in:
The Pacific Review, Vol. 3, No. 2, 1990.

Imai, Ryukichi. The Middle East in the Coming
Decade: A Japanese Perspective. IIGP Policy
Paper 85E. Tokyo: International Institute for
Global Peace, 1992.

“Japan and the Middle East”, in: JIME Review
(Spring 1996), pp. 89-95.

Kemp, Peter. “Japan and the Middle East”, in:
MEED, Vol. 39 No. 50 (15 December 1995), pp.
27-40.

Kuragane, Kiyoshi, “Changes in Bilateral Trade
Between Japan and the Middle East”, in: JIME
Review (Spring 1996), pp. 57-76.

Kuroda, Yasumasa. Japan in a New World Or-
der: Contributing to the Arab-Israeli Peace Pro-
cess. Nova Science Publishers, 1994,

Lessons from East Asia for the Development of
the Middle East in the Era of Peace. Ed. by Y.
Yafeh, E. Harari, and E. Ben-Ari, Jerusalem:
Harry S. Truman Institute, 1998.

Lincoln, Edward J. (ed.). Japan and the Middle
East. Middle East Institute, 1991,

Mallat, Chibli. The Middle East into the 21%
Century: The Japan Lectures and Other Studies
on the Arab-Israeli Conflict, the Gulf Crisis and
Political Islam. Ithaca, 1998.

Matsumura, Ryuichi. “Japanese Companies
Heading for a New Relationship with the Middle
East”, in: JIME Review (Winter 1993), pp. 23-
38.
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Matsumura, Ryuichi. “Japan’s Concern About
Future Relations With the Middle East”, in:
JIME Review (Summer 1996), pp.73-90.

Mizutani, Makoto. Japan’s Aid Programme and
the Middle East”, in: Japarn in the Contemporary
Middle East, ed. by Kaoru Sugihara, London:
Routledge, 1993, pp. 94-124.

Morse, Ronald (ed.). Japan and the Middle East
in Alliance Politics. University Press of Amer-
ica, 1986.

Naramoto Eisuke. “Japan Aligned with the PLO”,
in: Japan Quarterly 37, No. 1 (January-March
1990), pp. 19-23.

Nogami, Yoshiji. “Japan’s Middle East Policy in
Transition”, in: Japan Review of International
Affairs, Vol. 7, No.2 (Spring 1993).

Purrington, Courtney. “Tokyo’s Policy Responses
During the Gulf Crisis”, in: Asian Survey, Vol.
30, No. 4, 1991, pp. 307-323.

A Review of Middle Eastern and Energy Affairs,
The Japanese Institute of Middle Eastern Econo-
mies, various issues.

Sasagawa Masahiro. “Japan and the Palestini-
ans”, Journal of Arab Affairs, 3, No. 1 (Spring
1984), pp. 19-34.

Shimizu, Hiroshi. “The Japanese Trade Contact
with the Middle East: Lessons from the Pre-Oil
Period”, in: Japan in the Contemporary Middle
East, ed. by Kaoru Sugihara, London: Rout-
ledge, 1993, pp. 27-53.

Sugihara, Kaoru (ed.). Japan in the Contempo-
rary Middle East, London: Routledge, 1993, pp.
1-13.

Tateyama, Ryoji. “Japan and the Middle East
Peace Talks”, in; JIME Review (Winter 1992/93),
pp. 25-28.

Tateyama, Ryoji. “Japan’s Response to the Pal-
estinian Problem: Postwar Diplomatic History
and Prospects for the Future”, JIME Review, no.
15 (Winter 1992), pp. 33-44.

Yamauchi, Masayuki. “Prospects for a Peaceful
and Democratic Middle East in the Post-Gulf
War Era”, in: Japan Review of International
Affairs, Vol. 6, No. 1 (Spring 1992).

Yamazaki, Akira. “Recent History”, in: The Far
East and Australia 1998 (29™ edition), Europa
Publications, 1997.

Yoshitsu, Michael M. Caught in the Middle
East: Japan’s Diplomacy in Transition. Lex-
ington, Mass.: D.C.Health & Co., 1984.

Selected Internet Sources

e  Sites with a lot of information on all aspects
of Japan and many links:

An excellent site is the Japan entry at the
Library of Congress at
http://lcweb?2.loc.gov/frd/cs/jptoc.html

Similarly good for general overviews and
information are http://jin.jcic.or.jp/ and
http://www.ntt.co.jp/japan/index.html and
http://www.au.af.mil/own/country/jpintl.ht
ml

e  Government sites can be found at:

http://www.sorifu.go.jp/english/index.html
(Prime Minister’s Office)

http://www?2.nttca.com:8010/infomofa/
(Ministry of Foreign Affairs)

http://www.sangiin.go.ip/
(House of Councilors)

http://www.shugiin.go.jp/index.html
(House of Representatives)

®  On Japan’s relations with the Middle
East/Palestinians:

http://www.nira.go.jp/pube/seiken/v08n06.
htm]
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APPENDIX D:
Japan at a Glance

(from the World Fact Book 1998, published March 1999)

Geography

Location: Eastern Asia, island chain between the
North Pacific Ocean and the Sea of
Japan, east of the Korean Peninsula

Geographic coordinates: 36 00N, 138 00 E

Area:  -total: 377,835 sqg km
- land: 374,744 sq km
- water: 3,091 sq km
note: includes Bonin Islands (Ogasawara-
gunto), Daito-shoto, Minami-jima, Okino-
torishima, Ryukyu Islands (Nansei-shoto),
and Volcano Islands (Kazan-retto)

Coastline: 29,751 km (no land boundaries)

Maritime claims: - excl. economic zone: 200 nm
- territorial sea: 12 nm; 3 nm in the in-
ternational straits - La Perouse or Soya,
Osumi, Tsugaru, and Eastern and West-
ern Channels of the Korea or Tsushi-ma
Strait

Climate: varies from tropical in south to cool
temperate in north

Terrain: mostly rugged and mountainous

Elevation extremes:
- lowest point: Hachiro-gata -4 m
- highest point: Fujiyama 3,776 m

Natural resources: negligible mineral resources,
fish

Land use: - arable land: 11%

- permanent crops: 1%

- permanent pastures: 2%

- forests and woodland: 67%

- other: 19% (1993 est.)

Irrigated land: 277,820 sq km (1993 est.)

Natural hazards: many dormant, some active vol-
canoes; about 1,500 seismic occurrences
(mostly tremors) every year; tsunamis

Environment - current issues: air pollution from
power plant emissions results in acid
rain; acidification of lakes and reser-
voirs degrading water quality and threat-
ening aquatic life; fish and tropical
timber exploitation contributes to the
depletion of these resources.

Environment - international agreements: party
to: Antarctic-Environmental Protocol,
Antarctic Treaty, Biodiversity, Climate
Change, Endangered Species, Environ-
mental Modification, Hazardous Wastes,
Law of the Sea, Marine Dumping,
Nuclear Test Ban, Ozone Layer Protec-
tion, Ship Pollution, Tropical Timber 83
and 94, Wetlands; signed, but not rati-
fied: Desertification.

People

Population: 125,931,533 (July 1998 est.)
Age structure: (by years, July 1998 est.)
-0-14: 15% (m: 9,802,921, f: 9,342,254)
-15-64: 69% (m:43,486,840; £:43,135,979)
- 65+: 16% (m: 8,388,242, f: 11,775,297)
Population growth rate: 0.2% (1998 est.)
Birth rate: 10.26 births/1,000 pop. (1998 est.)
Death rate: 7.94 deaths/1,000 pop. (1998 est.)
Net migration rate: -0.36 migrant(s)/1,000 pop.
(1998 est.)
Sex ratio: - at birth: 1.05 male(s)/female
- under 15 years: 1.05 male(s)/female
- 15-64 years: 1.01 male(s)/female
- 65 + years: (.71 male(s)/female
Infant mortality rate: 4.1 deaths/1,000 live births
(1998 est.)
Life expectancy at birth:
total population: 80 years
(male: 76.91; female: 83.25 - 1998 est.)
Fertility rate: 1.46 children/woman (1998 est.)
Nationality: noun: Japanese - adjective: Japanese
Ethnic groups: Japanese 99.4%, other 0.6%
(mostly Korean)
Religions: observe both Shinto and Buddhism
84%, other 16% (incl. Christian 0.7%)
Languages: Japanese
Literacy (definition age 15+ can read and write):
total population: 99% (1970 est.)

Govemment

Country name: no conventional long form;
conventional short form: Japan

Government type: constitutional monarchy

National capital: Tokyo

Administrative divisions: 47 prefectures; Aichi,
Akita, Aomori, Chiba, Ehime, Fukui, Fu-
kuoka, Fukushima, Gifu, Gumma, Hiro-
shima, Hokkaido, Hyogo, Ibaraki, Ishi-
kawa, Iwate, Kagawa, Kagoshima, Kana-
gawa, Kochi, Kumamoto, Kyoto, Mie,
Miyagi, Miyazaki, Nagano, Nagasaki,
Nara, Niigata, Oita, Okayama, Okinawa,
Osaka, Saga, Saitama, Shiga, Shimane,
Shizuoka, Tochigi, Tokushima, Tokyo,
Tottori, Toyama, Wakayama, Yamagata,
Yamaguchi, Yamanashi.

Independence: 660 BC (traditional founding by
Emperor Jimmu)

National holiday: Birthday of the Emperor, 23
December (1933)
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Constitution: 3 May 1947

Legal system: modeled after European civil law
system with English-US influence; judicial
review of legislative acts in the Supreme
Court; accepts compulsory ICJ jurisdic-
tion, with reservations

Suffrage: 20 years of age; universal

Executive branch:

- chief of state: Emperor AKIHITO (since
7 Jan. 1989)

- head of government: Prime Min. Ryu-
taro HASHIMOTO (since 11 Jan. 1996)
note: an acting prime minister - determined
upon a rotational basis - serves when the
Prime Minister is out of the country]

- cabinet: appointed by the Prime Min.

Elections: none; the emperor is a constitutional
monarch; the Diet designates the Prime
Min.; the constitution requires that the
Prime Min. must command a parliamen-
tary majority, therefore, following legis-
lative elections, the leader of the majority
party or leader of a majority coalition in
the House of Representatives usually be-
comes Prime Min.

Legislative branch: bicameral Diet or Kokkai
consists of the House of Councilors or
Sangi-in (252 seats; one-half of the mem-
bers elected every three years - 76 seats
of which are elected from the 47 multi-
seat prefectural districts and 50 of which
are elected from a single nationwide list
with voters casting ballots by party;
members elected by popular vote to serve
six-year terms) and the House of Repre-
sentatives or Shugi-in (500 seats - 200 of
which are elected from 11 regional blocks
on a proportional representation basis and
300 of which are elected from 300 single-
seat districts; members elected by popular
vote to serve four-year terms)

Elections: House of Councillors - last held 23 July
1995 (next to be held July 1998); House of
Representatives - last held 20 Oct. 1996
(next to be held by Oct. 2000)

Election results: House of Councilors - percent of
vote by party - NA; seats by party - LDP
110, NFP 56, SDP 38, ICP 14, Sakigake 3,
others 19, independents 12; note - the dis-
tribution of seats as of April 1998 is as
follows - LDP 118, DPJ 41, Komei 24,
SDP 21, ICP 14, Liberal Party 12, Saki-
gake 3, Reform Club 3, others 14, vacan-
cies 2; House of Representatives - percent
of vote by party - NA; seats by party -
LDP 240, NFP 142, DPJ 52, JCP 26, SDP
15, Sun Party 10, others 15; note - the dis-
tribution of seats as of April 1998 is as
follows - LDP 261, DPJ 93, Liberal Party
40, New Peace Party 37, JCP 26, SDP 15,
Reform Club 9, Sakigake 2, others 17.

Judicial branch: Supreme Court, chief justice is
appointed by the emperor after designa-

tion by the cabinet, all other justices are
appointed by the cabinet.

Political parties and leaders: Liberal Democratic

Party (LDP), Ryutaro HASHIMOTO, presi-
dent, Koichi KATO, Sec.-Gen.; Social
Democratic Party (SDP), Takako DOI,
chairperson, Tadatoshi AKIBA, Sec.-Gen.;
Sakigake (Harbinger), Akiko DOMOTOQ,
chairperson, Hiroyuki SONODA, Sec.-
Gen.; Democratic Party of Japan (DPJ),
Naoto KAN, Ileader, Tsutomu HATA,
Sec.-Gen.; Japan Communist Party (JCP),
Tetsuzo FUWA, chairman, Kazuo SHII,
Sec.-Gen.; Komei, Toshiko HAMAYOT-
SU, chief; Liberal Party, Ichiro OZAWA,
president, Takeshi NODA, Sec.-Gen.;
New Peace Party, Takenori KANZAKI,
leader, Tetsuzo FUYUBASHI, Sec.-Gen.;
Reform Club, Tatsuo OZAWA, leader,
Katsuyuki ISHIDA, Sec.-Gen.

note: subsequent to the last legislative elections,
the New Frontier Party (NFP) disbanded; the
Sun Party was formed by former NFP mem-
bers, but later disbanded; the DPJ was formed
by former members of the SDP and Sakigake
and, in April 1998, was joined by three addi-
tional parties which had formed after the NFP
disbanded; Reform Club, New Peace Party, and
Liberal Party were formed in January 1998 af-
ter the NFP disbanded.

International organization participation: AfDB, AG

(observer), APEC, AsDB, Australia Group,
BIS, CCC, CE (observer), CP, EBRD,
ESCAP, FAOQ, G- 2, G-5,G-7, G- 8, G-10,
IADB, IAEA, IBRD, ICAQ, ICC, ICFTU,
ICRM, IDA, IEA, IFAD, IFC, IFRCS, IHO,
ILO, IMF, IMO, Inmarsat, Intelsat, Interpol,
1I0C, IOM, ISO, ITU, MTCR, NEA, NSG,
OAS (observer), OECD, OSCE (partner),
PCA, UN, UN Security Council (temporary),
UNCTAD, UNDOF, UNESCO, UNHCR,
UNIDO, UNITAR, UNRWA, UNU, UPU,
WFTU, WHO, WIPO, WMO, WToO,
WTrO, ZC

Flag: white with a large red disk in the center

(representing the sun without rays)

Economy

Economy-overview: Government-industry coopera-

tion, a strong work ethic, mastery of high
technology, and a comparatively small de-
fense allocation (ca. 1% of GDP) helped
Japan advance with extraordinary rapidity
to the rank of second most powerful econ-
omy in the world. One notable characteris-
tic of the economy is the working together
of manufacturers, suppliers, and distribu-
tors in closely-knit groups called keiretsu.
A second basic feature has been the guar-
antee of lifetime employment for a sub-
stantial portion of the urban labor force;
this guarantee is eroding. Industry, the
most important sector of the economy, is



Appendix E: Japan at a Glance 99

heavily dependent on imported fuels and

raw materials. The much smaller agricul-

tural sector is highly subsidized and pro-
tected, with crop yields among the highest
in the world. Usually self-sufficient in rice,

Japan must import about 50% of its re-

quirements of other grain and fodder crops.

Japan maintains one of the world's largest

fishing fleets and accounts for nearly 15%

of the global catch. For three decades over-

all real economic growth had been spec-

tacular: a 10% average in the 1960s, a 5%

average in the 1970s, and a 4% average in

the 1980s. Growth slowed markedly in

1992-95 largely because of the aftereffects

of over-investment during the late 1980s

and contradicting domestic policies in-
tended to wring speculative excesses from
the stock and real estate markets. Growth
picked up to 3.9% in 1996, reflecting stimu-
lating fiscal and monetary policies as well
as low rates of inflation, but in 1997 growth
fell back to 1%. As a result of the expan-
sionary fiscal policies and declining tax
revenues due to the recession, Japan has

one of the largest budget deficits as a

percent of GDP among the industrialized

countries. The crowding of habitable land

area and the aging of the population are

two other major long-term problems.
(1997 est.)

- purchasing power parity: $3.08 trillion

- real growth rate: 0.9%

- per capita purchasing power parity: $24,500

- composition by sector: agriculture: 2%;

industry: 41.5%; services: 56.5% (1995)

Inflation rate -consumer price index: 1.7% (1997)

Labor force: - total: 67.23 million (March 1997)
- by occupation: trade & services 50%,

manufacturing, mining & construction
33%, utilities & communication 7%, ag-
riculture, forestry & fishing 6%, gov-
ernment 3% (1994)

Unemployment rate: 3.4% (1997)

Budget: - revenues: $497 billion
- expenditures: $621 billion, incl. capital ex-

penditures (public works only) of ca. $72
billion (FY98/99 est.)

Industries: among world's largest and technologi-
cally advanced producers of steel and non-
ferrous metallurgy, construction and mining
equipment, heavy electrical equipment,
motor vehicles and parts, electronic and
telecommunication equipment, machine
tools, automated production systems, loco-
motives and railroad rolling stock, ships,
chemicals; textiles, processed foods.

Industrial production growth rate: 4.3% (1997)

Electricity: (1995)

- capacity: 199.878 million kW
- production: 930.55 billion kWh (1995)
- consumption per capita: 7,414 kWh

GDP:

Agriculture: products: rice, sugar beets, vegeta-
bles, fruit, pork, poultry, dairy products,
eggs, world's largest fish catch of 10 mil-
lion metric tons in 1991
Exports: - total value: $421 billion (f.0.b., 1997)
- commodities: manufactures 96% (incl.
machinery 50%, motor vehicles 19%,
consumer electronics 3%) partners: US
27%, Southeast Asia 17%, EU 15%,
China 5%
Imports: - total value: $339 billion (c.i.f., 1997)
- commodities: manufactures 54%, food-
stuffs and raw materials 28%, fossil
fuels 16%
- partners: US 22%, Southeast Asia 15%,
EU 149, China 12%
Economic aid: donor: ODA, $8.3 billion (1998
est.; ODA and OOF commitments 1970-
94 = $174 billion)
Currency: yen/¥ (Jan. 1998: ¥ per US$1=129.45)
Fiscal year: 1 April—31 March

Communciation &
Transportation

Telephones: 64 million (1987 est.)

Radios: 97 million (1993 est.)

Television broadcast stations: 12,350 (1 kW or

greater 196)

Televisions: 100 million (1993 est.)

Railways: total: 23,670.7 km

Highways: total; 1.16 million km

Waterways: about 1,770 km; seagoing craft ply

all coastal inland seas

Pipelines: crude oil 84 km; petroleum products

322 km; natural gas 1,800 km

Ports and harbors: 21

Merchant marine: total: 738 ships (1,000 GRT
or over); note: Japan owns an additional
1,534 ships (1,000 GRT or over), which
operate under the registries of other
countries (1997 est.)

Airports: 167 (1997 est.)

Heliports: 14 (1997 est.)

Military

Military branches: Japan Ground Self-Defense
Force (Army), Japan Maritime Self-
Defense Force (Navy), Japan Air Self-
Defense Force (Air Force)

Military age: 18 years

Military manpower: (1998 est.)

- availability: males age 15-49: 31,105,541

- fit for military service: males: 26,778,356

- males reaching military age annually:
808,846

Military expenditures: $48.5 billion (FY96/97)

or 1 percent of GDP (FY96/97)
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Transnational Issues

International disputes: islands of Etorofu, Kunashiri, Shikotan, and the Habomai group occupied by
the Soviet Union in 1945, now administered by Russia, claimed by Japan; Liancourt Rocks
(Takeshima/Tokdo) disputed with South Korea; Senkaku-shoto (Senkaku Islands) claimed by
China and Taiwan.

wemmememem [nternational boundary
~——-=== Prefecture boundary
\ National capital
@ Prefecture captial

1 Aichi 17 Kogawa 33 Osake
2 Akitz 18 Kagoshima 34 Sage

3 Aomori 13 Kanagawa 3% Saitama
4 Chiba 20 Kbchi 36 Shiga

§ Ehime 21 Kumamote 37 Shimane
6 Fukui 22 Kysto ‘38 Shizauka
7 Fuksoka 23 Mie 39 Tochigi
8 Fukushims 24  Miyagi 40 Tokushima
& Gifu 25 Miyazaki 41 Tokyd

10 Gumma 26 Nagano 42 Totlori
11 Hisoshima 27 Nagesaki 43 Toyama
12 Hokkaidd 28 Naca 44 Wakayama
13 Hydgo 24 Niigata 45 Yamagata

tbaraki 30 Dita 4B Yamaguchi
Teht 31 Ok a1 ¥ e

Iwate 32 Dkinawa
o0 200 8
Base 02445 (B0DA40) 3-96
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