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Asian Regionalism and Japan

Jiro Okamoto’

|. Introduction

In recent years, there seemsto be agrowing image of Asaasaregion. Thisimage includes not
only the traditiona geographical aspect of a region but dso economic and some aspects with
culturd dimensons as well. “Asan” vaues are often declared to be different from “Western”

vaues by someof theleadersof Asan Sates. In this sense, the recent image of Asian regionalism
goeswell beyond the classfication of civilisationsby Huntington (1993). However, theimage il
remans asjust animage, it lacks any concreteness. Asamatter of fact, it isunclear even where
“Add’ garts and ends given this conception. It is therefore gppropriate that we ask oursaves
what Asan regiondism redly means. Does Asan regiondism ultimately seek the formation of a

forma economic arrangement of some kind? If not, what does or can it imply?

This paper seeksto examine what Asian regiondism could mean and how Jgpan can and should
respond. First, the economic devel opment and the trend of international economic transactionsin
the region will be reviewed. The analys's confirms the impressive economic developments that
have occurred in East ASa over the last decade. The reaults of the andlyss will show thet the
option for Adato form afreetrade area (FTA) or a customs union (CU) is not beneficid inthe
foreseegble future. It isundesirable not only for outsiders but also for Asian economies. Second,
then, the dternative meanings of Asan regiondism will be explored. The ASEAN way of
economic cooperation, the modality itsaf, will be taken up and suggested as a basic component
of the regiondism in Asa. It will be argued that the recent image of Asan regionaism does not
imply the establishment of particular regiond economic arrangements, but rather, it means

" The author wishes to thank Luke Gower, John Kunkel and Tony Warren, all from the Australia-Japan
Research Centre, the Australian National University, for their helpful comments on the earlier version of the

paper.



regional policy cooperation and coordination in Asan style. Third, how Japan should respond to
the changing internationd environment and Japan’ srole in the context of Adan regiondism and
the ASEAN way of policy cooperation will be discussed. Some of the domestic problems of
Japan that may affect its cgpability of fulfilling the role will aso be consdered.

II. Regional Economic Arrangement as Asian Regionalism?

In this section, a Smple exercise to confirm the impressive economic development in the Asa
Pecific region will be undertaken by usng some basic data. The exercise will focus on the Asan
developing economies, being the fagtest growing in the region, and will show that their

international economic activities are not sdf-sufficient within Ada

[1.1 Trend of Economic Devel opment

Table 1 shows the red GDP growth rates of APEC economies over the period from 1989 to
1995. The bold figures are those that surpassed the world average.

Table1l: Real GDP Growth Rates of Sdected APEC Economies
1989 199C 1991 1992 1993 1994 1995
U.SA. 25 0.8 -12 33 31 41 2C
Canada 24 -02 -18 08 22 41 23
Mexico 33 4E 36 28 07 35 -6¢
Japan 48 48 43 14 01 .. ..
Korea 64 95 91 51 58 86 9C
China 43 3¢ 80 132 138 119
Indonesa 75 72 70 65 65 75
Thaland 122 116 84 7¢ 82 85
Mdaysa 92 97 87 78 83 87
Snggpore 94 81 70 64 101 101 ..
Augrdia 42 14 -16 26 40 52 3.1
NewZeda -13 -08 -13 .. 60 34
World 33 27 17 32 31 46
... datanot available
Source: Internationd Monetary Fund, International Financial Satigtics Yearbook , 1996

It is notable that the figures of the Asan Newly Industridisng Economies (NIEs = Hong
Kong, Korea, Singapore and Taiwan), the ASEAN economies and China over tis period



consgtently surpassed the world average. Moreover, they did so handsomely. The only
exception was the Philippines which suffered from politica ingtability and naturd caamities
during this period. However, the figures for the Philippines since 1993 are showing signs of
economic recovery. The table aso shows the recoveries of the US, Canadian, Audtrdian and
New Zedand economies. On the other hand, the recession in Japan since 1992 seems quite
serious relative to past favourable growth rates. The Japanese economy had yet to recover by
1996."

Table 2 shows some other data for selected economies. There are two points which
should be emphasised. Firg, the importance of the manufacturing sector isincreasing in China
and the ASEAN economies. Anincreaseintheratio of the manufacturing sector to thetotal GDP
traditiondly indicates the increased “indudtridisation” of an economy. In China, 42% of GDP
was produced by this sector in 1992 and the ratio had increased to 49% by 1995. In Indonesia,
Thailand and Maaysia, the samefigure increased from 16.8% to 23.1%, from 21.4% to 32.1%
and from 20.9% to 33% respectively over the last decade. On the other hand, those figuresin
developed economies and the NIES seem to be static or on the gradua decline? Second, it is
notable that the exports and imports of Chinaand the ASEAN economies, both in value and the
ratio to GDP, have increased sgnificantly. Impressve export figures imply that growth in their
economies has been induced by therapid increase in their internationd trade. The imports of the
developing economies have aso increased and most of them congst of capitd and intermediate
goods for manufacturing production.® Again, it is interesting to compare the figures for the
developing economies with those of the developed and newly industrialising economies.

In sum, the rgpid economic growth of the developing economiesin the Asa Pacific region

can be attributed to the change in their domestic economic structures, characterised by the

! According to the provisional announcement by the Economic Planning Agency, thereal GDP growth rate of
Japan in the third quarter of 1996 (converted into annual rate) was only 0.4% (Nihon Keizai Shimbun, 4
November 1996).

2Thismay imply structural change, that isthe shift from the manufacturing to services, and/or the relocation
of production bases from developed and newly industrialising economiesto developing onesin the region.
% In most of the ASEAN economies, the ratio of intermediate goods and machinery to the total imports
exceeds 60%. See Okamoto (1995).

* The value of exports from developed economies has also increased. However, the ratio of exports to GDP
has been smaller than that of developing economies, except for Singapore. The figure of Japan has been
gradually decreasing over the period and it wasonly 8.6% in 1994. It istruethat the NIEs still rely on exports,
but the ratio of exportsto their GDP seems rather static compared to the developing economies.



development of the manufacturing sectors. Also, rapid economic development has been and will
continue to be heavily rdiant upon the growth in exports of manufactured goods.

Table 2: GDP and Trade of Selected APEC Economies
(Millions of US dollars, current market price)

GDP(1) (Manufacturing)* GDP/Capita** Exports(2)(2)/(1)* Imports(3)(3)/(1)*
20.0 17 160 53 382300 90

1986 4,268,600 736 227,
USA. 1990 5,522,200 18.8 22,097 393590 71 516990 94
1995 6,931,400 17.3(1994) 26,352 584,740 84 770,960 11.1
1986 1,966,200 29.3 16,184 209,400 10.6 127,900 65
Japan 1990 2,952,339 28.8 23,898 280,374 95 216845 7.3
1994 4,590,940 24.5 36,739 395600 86 274742 60
1986 102,722 33.3 2471 34,714 338 31584 307
Korea 1990 242,297 289 5652 63,123 26.1 65,127 26.9
1995 455,600 26.9 10,076 123,241 27.1 127,990 281
1986 273,894 257 30,942 113 42904 157
China 1990 369,752 41.6 326 51519 139 42354 115
1995 691,297 49.0 570 148,770 215 132,078 191
1986 71,550 16.8 430 143% 201 11,938 16.7
Indonesia 1990 101,642 194 567 26,807 264 21,455 211
1994 161,436 231 840 39497 245 31,654 196
1986 40,956 214 743 8,720 21.3 9,342 228
Thailand 1990 84,228 27.3 1496 22,795 271 32,543 38.6
1995 166,657 32.1 2,787 56,036 33.6 70,881 425
1986 25,709 209 159 13,703 53.3 10,301 401
Malaysia 1990 40,854 26.9 2,300 28,877 70.7 25,967 636
1995 80,861 33.0 4,022 72,236 893 71996 89.0
1986 18,193 251 6,702 21,300 1171 23,629 129.9
Singapore 1990 35,568 29.0 13,149 50,683 1425 55,802 156.9
1995 84,918 26.7 24,311 118,185 139.2 124,393 146.5
1986 167,960 15.8 10,484 22,620 135 27,674 165
Australia 1990 294,784 15.2 17279 39,762 135 42,022 143
1995 347,645 15.6 19487 53,119 153 60,336 174

*Percentage ratio to GDP, **US dollars, ...data not available.
Source: Institute of Developing Economies, Asian Affairs, various issues.
International Monetary Fund, International Financial Statistics Yearbook, 1996.
Economics and Devel opment Resource Center, ADB, Key Indicators of Developing Asian and Pacific Countries 1996 |
vol. XXVII, 1997.
United Nations, Statistical Yearbook , fortieth issue, 1993
U.S Department of Commerce Economics and Statistics Administration, Survey of Current Bussiness, vol.77 no.1,
Jan. 1997.

I1.2 Directions of Trade

Now, consider the patterns of international economic activities for the economies in the Asa

Pecific region. Table 3 details the export and import flows of most of the APEC



Table 3:Trade Matrix of APEC Economies

(Export, % of total) NAFTA Japan A-NIEs ASEAN4 Australasia China EEC/EU Others World

1985 43.9 8.8 5.6 1.6 21 15 178 18.8 100.0

NAFTA* 1990 41.4 105 8.0 2.2 19 11 215 134 100.0
1995 46.2 8.7 9.4 3.0 16 17 16.2 13.4 100.0

1985 40.8 12.8 4.2 3.7 71 11.9 19.6 100.0

Japan 1990 34.8 19.7 7.7 28 21 20.4 12.3 100.0
1995  29.7 25.1 12.1 22 50 15.9 10.1 100.0

1985 3/7.6 10.0 8.9 6.8 26 /.2 10.9 16.0 100.0

A-NIEs** 1990 29.5 113 125 8.3 20 79 17.0 11.5 100.0
1995 224 95 161 10.8 1.8 13.2 13.8 12.6 100.0

1985 20.6 31.1 200 4.5 16 13 11.8 9.3 100.0
ASEAN4*** 19900 20.5 243 219 4.2 1.8 21 16.6 8.6 1000
1995 216 181 238 5.4 1.8 3.0 15.3 10.9 100.0

1985 126 254 109 4.0 7.0 355 1485 21.5 100.0
Australasia**** 1990 135 242 148 6.2 7.6 22 14.1 17.4 100.0
1995 89 216 207 9.3 99 40 11.7 13.9 100.0

1985 9.0 225 3o/ 2.5 0.0 o4 2Z23.5 1000

China 1990 93 146 476 2.9 0.8 10.0 14.7 100.0
1995 17.7 191 331 3.7 1.2 12.9 12.2 100.0

(Import, % of total) NAFTA Japan A-NIEs ASEAN4 Australasia China EEC/EU Others World

1985 33./ 1/.1 9.9 2.5 1.0 1.0 1/.9 16.8 100.0

NAFTA 1990 33.3 154 104 3.0 1.1 27 18.8 15.4 100.0
1995 37.7 13.9 9.3 4.9 06 52 16.1 12.3 100.0

1985 25.1 7.6 12.9 6.5 50 7.2 35.7 100.0

Japan 1990 26.9 111 10.4 6.0 51 16.1 245 100.0
1995 26.3 12.3 11.4 5.1 10.7 14.5 19.7 100.0

1985 18.3 22.8 8.2 8.1 3.2 92 11.1 19.1 100.0

A-NIEs 1990 185 224 104 7.4 27 121 13.3 13.3 100.0
1995 16.5 212 118 9.1 23 146 13.3 11.2 100.0

1985 I76 Zos 145 0.2 4.1 2./ 145 15.5 1000

ASEAN4 1990 154 257 212 3.9 38 26 16.5 11.1 100.0
1995 146 274 205 5.4 3.2 28 14.3 11.7 100.0

1985 23.4 22.6 9.0 2.1 0./ 1.2 2.0 12.0 100.0

Australasia 1990 25.1 18.0 10.0 3.6 7.5 24 27.0 6.3 1000
1995 240 156 110 5.7 8.1 48 26.6 4.2 100.0

1985 151 357 118 13 3.0 145 18.5 100.0

China 1990 15.2 142 332 4.0 2.8 17.0 13.7 100.0

1995 141 220 283 4.5
*Canada, Mexico and the United States, **Hong Kong, Korea, Singapore and Taiwan
***|ndonesia, Malaysia, the Philippines and Thailand, **** Australia and New Zealand
Source: Internatioanl Monetary Fund, Direction of Trade Statistics Yearbook, 1992 and 1996
Taiwan's data are from Department of Statistics, Ministry of Finance (Taiwan),
Monthly Statistics of Exports and Imports, Nos. 292 and 322.

n
N

16.1 12.8 100.0

members. The figures for the United States, Canada and Mexico are combined as NAFTA;
Hong Kong, Korea, Singgpore and Taiwan are the Asan NIES, Indonesa, Maaysa, the
Philippinesand Thailand arethe ASEAN4; and Australiaand New Zedland are Augtrdlasia. The
figures show their export and import directions to the other APEC members as a percentage of
total exports and imports. The figures are only for 1985, 1990 and 1995, but ill, some



interesting and important phenomena are reflected in the Table. Let us briefly identify each of
them. To begin with, NAFTA'’s exports to the Asan NIES, the ASEAN4 and China are
gradually increasing and the aggregated figure exceeded 14% of thetota in 1995 whilethe same
areas accounted for the source of some 19% of NAFTA’ stotal imports. Also, it isinteresting to
note the increasing significance of NAFTA as a destination for China's export®. On the other
hand, NAFTA'’ strade with European economies stagnated, but it still accounted for just on 16%
of its exports and importsin 1995.

Second, NAFTA remained the most important trade partner for Japan in this period.®
However, for Japan, the figures show that the trade with the Asan devel oping economiesismore
important than that of other developed economies in the region. Japan’s exports to the Asan
NIEs, ASEAN4 and China dready occupied 24% of total in 1985 but the figure had increased
to 42% in 1995. Japan imported 25.5% of the total from them in 1985 and 34.4% in 1995.

Third, for Austradasia, the Asan developing economies have aso emerged as important
trade partners, especidly as destinations for its exports. In 1995, 20.7% of Audtrdasid stota
exports went to the Asian NIEs. The figure is dmogt the same as Japan’s and is more than
double the proportion recorded by NAFTA. Looking a the imports of Australasia, the
domination of NAFTA, Japan and the European economies as sources seem to remain,
however, the importance of the Asian developing economiesis gradualy increasing.”

Findly, for the Asan NIEs and the ASEANA4, which have been rapidly developing their
economies through trade, the fastest growing trade partners seem to be the Asian developing
economies themsalves. However, it should be noted that developed economies still occupied
large sharein their trade. NAFTA and Japan remained the two magjor trade partners. Though the
figures were congtantly decreasing in the period, the US share of the NIEs exports and imports
in 1995 ill accounted for 22.4% and 16.5% of thetotals respectively. The Japanese share was

®|tisalso interesting that the ratio of NAFTA’ sintra-regional trade increased over the period from 1990 to
1995. Exportsincreased from 41.4% in 1990 to 46.2% in 1995 and imports from 33.3% to 37.7% respectively.
However, to determineif it wasthe effect of forming an FTA inthissub-region in the first half of the 1990s, a
breakdown of the traded goods and services within the region and a close analysis are needed.

® Japan’ s exportsto NAFTA dropped from 40% of the total in 1985 to 30% in 1995, but NAFTA was still the
largest export destination. Japan imported more than one a quarter of thetotal from NAFTA consistently in
the period and it remained the largest import source.

"Theaggregated figure for imports from the Asian NIEs, ASEAN4 and Chinawas 12.9% in 1985, but it grew
t0 21.5% in 1995.



9.5% and 21.2% respectively in the same year. For the ASEAN4, the figures were 21.6% and
14.6% for the United States and 18.1% and 27.4% for Japan. On the other hand, the share of
the European economies of thetotd exports and imports of Asan NIEsand ASEAN4 remained
in the range from 11% to 17% during the decade with some fluctuations. Moreover, if the trade
with others are added to the European figures, about 25% of the Asan NIES and the
ASEAN4’ sexports and importswere with economies outsde of the AsaPecific regionin 1995.

In sum, intra-regiona trade of APEC members has been increasing over the last decade
and the main factor for this phenomenon seems to have been the rapid growth of the Asian
developing economies. However, it should be noted that the trade of the Asian developing
economiesisnot only with other APEC members, et donewith the Asan economies. Generdly,
the Asian developing economies 4ill rely on nonrAPEC economies for one quarter of their
trade®. It can be sad that the Asan developing economies cannot ignore non-Asian and

non-APEC economies as their trade partners, at least for the foreseeable future.

I1.3 Foreign Direct | nvestment Flows

It has been suggested that the rapid economic development and growth of trade of the Asan
developing economies since the latter haf of the 1980s have been generated by foreign direct
invesment (FDI) inflows from developed and newly indusiridisng economiesin the region, and
that the inflows of FDI have gradudly stimulated the investment in and production of locd
enterprises. Though most of the Asian devel oping economies have had policies to promote FDI
since the 1960s and 1970s, the redignment of international currencies during the 1980s can be
seen asthe main factor that initisted these FDI inflows. Because of the rapid appreciation of their
respective currencies againg the US dollar, manufacturers in Japan and the Asan NIEs shifted
their production and export bases of productswhich logt price competitivenessinto the ASEAN
economies, Chinaand so on.

Figure 1 and 2 show the amount of FDI inflows (baance of payment basis) into Chinaand
ASEAN4 from 1988 to 1994. They indicate the rgpid increase in FDI in Chinafrom 1992 and

8 The ratios of non-APEC economies, including the European economies, to the total exports of the Asian
NIEs, the ASEAN4 and Chinain 1995 were 26.4%, 26.2% and 25.1% respectively, and the same figures for
imports were 24.5%, 26% and 28.9%.
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in ASEAN4 from the late 1980s, except for the Philippines where FDI actudly decreased until

recently.
Figure 1: FDI Inflowsin China
35,000
30,000
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©
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Source: International Monetary Fund, Balance of Payment Satistics, vol. 46, part 2, 1995.
Figure 2: FDI Inflowsin ASEANA4
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Source: same as Figure 1.

The increase in FDI in China since 1992 has been quite notable. Compared with ASEAN4,
Chinahad dready enjoyed grester amounts of FDI inflowseven in thelate 1980s, but the figures
actually doubled the amount recorded in the previous year in both 1992 and 1993. In 1994, it

11



reached amost 34,000 million US dollars. Figure 2 confirms that the FDI inflows started to
increasein ASEAN4 earlier than in China In Mdaysiaand Thailand, it looks that the growth of
FDI inflowsreached its peak in the early 1990s. Thismay indicate the emergence of Chinaasan
dternative FDI destination. However, the growth rates of the figure in the late 1980s and the
early 1990s wereimpressive and Maaysa till enjoyed more than 4,000 million US dollars FDI
inflowsin 1994. Indonesiareceived relaively dow but steedy increase in FDI inflows over the
period and the va ue reached 2,000 million US dallarsin 1993. Though the FDI inflowsinto the
Philippineswere till small compared with other ASEAN economies and did not dart increasing
until recently, it seems that the figure started to pick up in 1993.

Now, we turn to identify the sources of these FDI in each of the economies. Table 4
shows the origins of FDI into China and the ASEANA4 in the period between 1989 and 1995.
Originsareclassified by the Asian NIEs, Japan, the United States and others. 1t should be noted
that the figuresin Table 4 are gpprova basis except for Chinawhich are implementation bass.
Normally, there is some time lag between gpprovd and actud implementations of FDI. Thus, if
most of the approved FDI are to be implemented, it can be said that these figures indicate the
trend of actua implementationsin ASEAN4 in the near future,

Again, there are some interesting findings to be emphasised in the Table. First, as seen
earlier, the growth of FDI into Chinaiin this period was remarkable despite the fact that China
suffered economic sanctions from most of the states after the Tienanmen Sgquare incident in June
1989.°

Second, by looking & Figure 2, it seemed that the FDI inflows into Thailand reached the
peak in the early 1990s. However, the figuresin Table 4 indicate that is not the case.

° It is interesting to note that the figures show the value of the US FDI implemented from 1992 to 1994
exceeded that of Japan’ s and was about the samein 1995, though the value and ratios to the totals were still
small compared with those of other origins.

12



Table 4: FDI Inflows* to China and ASEAN4 by Origins
(Millions of US dollars)
China Indonesia Malaysia Thailand Philippines
Vaue (%) Vaue (%) Vaue (%) Vaue (%) Vaue (%)

A-NIEs
1989] 3883 693 1,189 251 11,3348 418 2,011.3 252 3227 401
1990 5086 771 2599.6 29.7 3,053.7 459 2,695.7 336 3839 399
1991 9218 77.0 19818 226 2,791.1 450 1,583.3 317 68.1 87
1992| 4,821.4 83.0 2646.2 257 8328 119 9407 94 689 242
1993| 8546.1 76.7 25050 308 6222 266 2320 54 934 176
1994] 25,119.8 74.0 12,042.7 50.8 1,989.2 46.0 3,230.8 137 630.8 27.0
1995] 26,2580 69.5 4,4739 112 1,289.9 353 6,362.9 17.6 574 31

Japan
1989 439 78 7787 165  993.2 311 35240 444 157.7 19.6
1990 457 69 22408 256 1,557.4 239 27054 337 3059 318
1991 812 68 9293 106 14612 236 1,759.7 353 2102 269
1992 2173 37 15023 146 1,053.7 151 19674 196 724 255
1993] 2960 27 836.0 103  609.5 26.1 2,686.0 630 1122 211
1994 2,080.2 61 15625 66 6726 156 6,8954 604 1032 44
1995] 3,2125 85 3,7920 95 837.0 229 9,760.5 27.0 1012 54

U.SA.
1989 641 114 3480 74 1184 37 5495 69 1312 16.3
1990 353 54 1537 18 209.7 32 1,090.8 136 595 6.2
1991 548 46 2756 31 4553 73 11304 227 871 111
1992 3121 54 9225 90 12947 186 1,2331 123 615 216
1993] 6813 61 4440 55 6759 289 4280 100 88.1 16.6
1994 24908 73 9770 41 4775 111 19880 85 6733 288
1995| 30837 82 27705 69 7194 19.7 32581 9.0 628.0 33.6

Others
1989 63.7 115 2,406.2 510 748.0 234 19111 235 1926 24.0
1990 700 106 3,756.9 429 1696.6 270 15474 191 2120 221
1991 1399 116 55915 637 14941 241 5141 103 4174 53.3
1992 4616 79 52280 507 3,795.4 544 5,880.6 58.7 814 287
1993| 1,620.1 145 4,359.0 534 4279 184 918.0 216 2378 44.7
1994 4,255.1 125 9,421 385 11,1814 273 11,4076 174 930.8 39.8
1995| 5,251.5 139 28,878.3 724 804.7 22.0 16,7949 464 1,084.1 580

World
1989 560.0 1000 4,718.8 100.0 3,194.4100.0 7,995.9 100.0 804.2 100.0
1990 659.6 1000 8,751.0 100.0 6,517.4100.0 8,039.3 100.0 961.3 100.0
1991| 1,197.7 1000 8,778.2 100.0 6,201.7100.0 4,987.5 100.0 782.8 100.0
1992| 5,812.4 100.0 10,299.0 100.0 6,976.6100.0 10,021.8 100.0 284.2 100.0
1993| 11,1435 100.0 8,144.0 1000 2,335.5100.0 4,264.0 100.0 531.5 100.0
1994| 33,945.8 100.0 23,724.3 100.0 4,320.8100.0 23,521.7 100.0 2,338.1 100.0
1995| 37,805.7 100.0 39,914.7 100.0 3,651.0100.0 36,176.4 100.0 1,870.7 100.0

*On approval basis except for Chinawhose figures are on implementation basis.
Source: Table 8, Table and Charts of Basic Data, Kimura (1995), Multi-layerd Regional Cooperation il
Southeast Asia after the Cold War , Tokyo: IDE. Extended to 1994 and 1995 by the author.
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The FDI approved by Thailand’ s Board of Investment surpassed 23,000 and 36,000 million US
dollars in 1994 and 1995 respectively, and massive increases in actud implementations are
expected to follow in the near future. For Maaysia, on the other hand, the vaue of approved
FDI dropped to one third the level of the previous year in 1993, but the rate of decline in

implementation will be relatively moderate as the figures picked up in 1994 and 1995. It seems
that the rapid growth of FDI inflowsto Indonesiaiswaiting to happen as Indonesia has approved
increasing value of FDI for thelast severd years. The same can be said for the Philippinesthough
the valueis till small compared to other economies. Third, the emergence of the Adan
NIEs as origins of FDI is remarkable. In China, the Asan NIES FDI dmost congtantly

accounted for more than 70% of the total over the whole period in the Table™ On the other
hand, the value of gpproved FDI from Asan NIEs in ASEAN4 differed according to the
destinations and their ratios to the total approva greetly fluctuated according to the year. It is
hard to establish certain trends, but of al the FDI approved in each economy over the period,
Asian NIEs accounted for 26% in Indonesia, 36% in Maaysia, 18% in Thalland and 21% in the
Philippines.

Fourth, Japan’s FDI into the region seems to remain important for the hosts though the
value and ratios to total fluctuated in every destination. Among them, Japan's FDI into China
congstently increased over the period and jumped in 1994 and 1995, though the ratios to tota
gill remained less than 10%. Among ASEAN4, Japanese firms seem to have made their firgt
priority Thailand. Since 1993, the value of gpproved FDI from Japan in Thailand started to
increase again and it accounted for more than 60% of the total in 1993 and 1994."

Laglly, it can be sad that the FDI inflows from non-Asan economies to the region were
responsiblefor alarge part of thetota. For instance, the figuresfor the United States plus others
(mogt of “others’ being European economies) in 1994 and 1995 accounted for 19.8% and

191t should be noted that Hong Kong has often been used as a transit by investors who had other
nationalities and their nationalities are not readily identifiable. The FDI from Hong Kong accounted for 79%
of thetotal Asian NIES in 1994 and 77% in 1995. However, even if the FDI from Hong Kong are omitted, the
FDI implementation by Asian NIEs in China surpassed 5,000 million US dollars in 1994 and 6,000 million in
1995,

" The Japanese share of the total FDI approved during the whole period were 11% in Indonesia, 22% in
Malaysia, 31% in Thailand and 14% in the Philippines.
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22.1% respectively in China, 42.6% and 79.3% in Indonesia, 38.4% and 41.7% in Maaysia,
25.9% and 55.4% in Thailand and 68.6% and 91.6% in the Philippines to their respective total.

I1.4 Summary of the Analysis and Some Notes on the Role of the United Statesin
the Region

A dmple andyssof Tables 1 to 4 and Figures 1 and 2 indicates some important reditiesfor the
economies in the Ada Peacific region. The most important in the context of regionaism and
ub-regiondiam in APEC is tha dl the economies in the region seem to have vitd interests in
sugtaining internationd transactions with each other. For the Asan developing economies, it is
true that, while the value and ratios of trade and invesments with themselves are increasing
rapidly, theimportance of Japan and the United Statesremains significant. Asamater of fact, the
importance of the economic relations for the Asan developing economies is not limited only to
the APEC region. International transactions with non- APEC economies, especidly with those
from European economies, occupy ameaningful share of their trade and FDI origins. Thesefacts
clearly suggest that the Asan economies, whether developed, newly indudridisng or
developing, are deegply enmeshed in the globa economy, and that ASaitsdf istoo smal astage
for the Asan economies,

It can be said that no Asan economy can afford to confine its international economic
activitiesto Asa Thus, any moves that have the potentia more or lessto isolate Asafrom the
rest of the world and, consequently, make other regions cautious towards Asa cannot be an
option in the name of Adan regiondism. As a matter of fact, it seems that no one serioudy
considers the possibility or desirability of forming aforma economic integration arrangement in
Asaat thisstage. The ASEAN Free Trade Agreement (AFTA) to form an FTA inthe ASEAN
region by 2003 may be seen as an exception. So far, AFTA is said to be successful in terms of
promoting FDI flows into the region, and consequently, increasing intra ASEAN trade
gradudly.* However, AFTA covers only the ASEAN economies and its method to establish an

12 Sincethe 1980s, theintra-A SEAN trade accounted for 10%to 20% of individual members’ respectivetotals,
except for Brunel where it accounted for more than 30%. These figures are impressive compared with other
regional groupings by developing economies, but the large part of theintra-ASEAN trade has been bilateral
trade between Singapore and each member (Okamoto 1995). Table 3 shows that the intra-ASEAN4 exports
grew from 4.2%in 1990t0 5.4%in 1995 and importsfrom 3.9% to 5.4% in the same period. The AFTA process,
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FTA is not quite the same as other economic integration arrangements in other regions™®
Moreover, if the APEC liberdisation process to edtablish “freg” and “open” trade and
investment proceeds as expected, AFTA will loseitssignificance. AFTA is better understood as
atrangtiona measure. The origind proposa to form EAEG (East Asan Economic Group) by
Prime Miniser Mahathir of Maaysia could be interpreted as another exception since the
proposa wasfirstly madeto counter the movein North Americaand Europeto form preferentia
trade areas. However, the substance of the proposal has been modified to form a consultative
caucus (EAEC) within the APEC framework when it became an ASEAN initiative.

In addition, the developed economies, especialy the United States, have not logt their
importance in the globa economy. It has been dready taked about thet the reative economic
power of the United States has been declining since the late 1960s.* However, as a provider of
goods and services with high technology, capitd including FDI, and the market for the
manufactured products, the US economy is till playing a sgnificant role for the continuous
economic development of the Adan economies. Japan's economy has been in recesson in
recent years, but its presence as asource of theimports of intermediate goods and machinery for
production, and FDI are still deeply fdt in the Asan developing economies.

Another point which should be emphasised, but only briefly here, istherole of the United
States with regard to the security aspect. Economic development has long been an important
god of any governmert, but it has become the top priority since the end of the Cold War. To
achieve full economic potentia, governments need to have secure and stable environments both
domedtically and internationally. The comparison between the economic success of the ASEAN
members and the dtuation in the Indochinese countries clearly illugrates this. To achieve a
favourable environment in theregion, the US military power asthe main guarantor of security and
gability is gill indispensable. The tenson between China and Taiwan in March 1996 clearly
demonstrated this Stuation. In this respect, too, the Asan economies need non-Asan state’'s

engagement with the region, at least for the time being.

started in January 1993, may be seen as a cause of this change though a detailed analysis is needed to
confirm.

B Thiswill be mentioned in the later section, but in short, the AFTA process allowsindividual statesto take
more flexible approaches in achieving its goals than the EU or NAFTA.

¥ The relative decline of the US economic power has often been argued in the context of “hegemonic
stability”. See, for instance, Gilpin (1976) and Krasner (1976).
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[1l. The “Asian” Values, the “ Asianisation of Asa’” and the “ASEAN

Way

What then doesregiondismin Asaimply? To examinethistopic, | will start with the concepts of
“Adan” vauesand the“ Asanisation of Asa’, asit seemsthat these concepts have been thought
to form the basis of recent images of Adaasaregion.

[11.1 The“Asian” Values and the“ Asianisation of Asia”
“Adan” vaues, or ethics, has been strongly asserted by some of the leeders of Asan states such
as China, Singapore and Malaysiain recent years. The indstence on Asian values are made in
responseto clams about the universdity of Western vaues like democracy and human rights. In
the view of some Adan leaders, indudridisation and modernisation of their economies and
societies are not necessarily accompanied by Westernisation. The assertion is understandable.
No vaue can be absolutdy universal since history, culture, religion etc. greetly diverge among
nations. However, one should note that the assertion is often made when Asan Sates face
disputes or conflicts with their Western counterparts, especidly the United States, over their
political regimes, trade practices, human rights and environmenta protection and so on. In these
cases, Adan vaues are cited as a defensve logic for the status quo when there is externd
pressure for change. In this context, Adan vaues have to be different from Western vaues and
they have to be unableto compromise. To put it strongly, it is possible that anything which can be
thought different from the West may be taken as Asan vaues to defend the status quo.
Egtanidao (1996:2) argues that the vaues of societies in certain times come from their
priorities. If thisis true, vaues should be different even among Asian economies according to
their development stages. There are many anecdotes about the Northeast Asan multinationd
firms having difficulties with their FDI operations in Southeast Asa and China, especidly at the
initid stages, because ther vaues differ from that of the loca governments and people.
Moreover, this does not necessarily imply thet the Northeast Asian economies such as Japan,

Korea, Tawan and Hong Kong share the same va ues.
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Aganregiondism, if thereis such athing now, cannot be defined by the broad and unclear
concept of sharing Asan vaues. At the mog, the only view which can be shared is that “vaue
systemsin Adaare in important ways different from those in the West and that Western nations
must acknowledge that the era of international discourse dominated by Western ethical and
culturd vauesisrapidly coming to anend” (Ingleson 1996:266). Facing the Western states by
indgting on Adan regiondism on the bass of shared Adan vaues is not only unredigtic but
uncongructivein terms of keeping favourable and pragmatic relations with the United States and
the European states that the Asan economies need for further economic prosperity.

Smilarly, asserting the concept of the “Aganisation of Asa’ when Asan economies dedl
with the relations with the Western states could be impracticd. Y oichi Funabashi wrote:

Asia has at long last started to define itself. Asian consciousness and identity are
coming vigorously to life. ... The Asian consciousness is animated by workaday
pragmatism, the social awakening of a flourishing middle class and the moxie of

technocrats...[.] (Funabashi 1993.75).

Funabashi’ s argument here is not a defensive one like the Asan vaues mentioned earlier. His
visgon of the Adanisation of Adaisbased ontheway in which Asan economies have successfully
developed themselves and the establishment of closer economic relations with one ancther. He
argues that closer economic relations have brought closer consultations and cooperation among
them, not only on economic issues but dso on political/security issues.

It seems tha more Adan economies have developed sdf-confidence through the
successful management of their domestic economiesin recent years. Also, this sdlf-confidence is
strongly backing their recent will to play more active roles in internationa political economy in
order to promote a better environment for their further development. However, to explain what
IS hgppening within the Asian economies usng the words “the Adanisation of Asd’ can be too
ampligic and mideading. The words are eye-catching and may be useful to grasp telivdy
atmosphere of the successful Asan economies. But, again, it is hard to define exactly whet is
“Adanisation”. Are the economic pragmatism, the emergence of the middle class and the

importance of technocratsin economic development redly unique to Asian economies? It is not
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convincing at dl that they are if we consider the experiences of developed economiesin other
regions such as Europe and America. Developed economies in these other regions have had
combination of those factors, too. The phenomenon which is happening in East Asais better
described just as “rapid and smultaneous economic development” rather than “Aganisation of
Asd’. In addition, the stages of economic development and the current economic Situations of
Japan, China, Korea, Singapore, Mdaysa, the Philippines or Vietnam are very different from
each other, s0 are their domestic policy gods and the roles they want to and can actualy play in
internationa political economy. Thus, the concept of Asanisation of ASa, again, is too vague to

be ussful as an explanation for ASan regionaism.

[11.2 The ASEAN way asthe Asian Regionalism

Terms such as Asanisation of Asa and Asian vaues in the context mentioned earlier Sarted to
be heard relatively recently, but the search for the identities by Asian nations has been on since
the colonisation of the most part of the region by the Western powers (and Japan) in the late 19"
and theearly 20" centuries. There is no doubt, however, that the recent emergence of theimage
of Adaas aregion has been promoted by the rapid devel opment of Southeast Asian economies
sncethelatter haf of the 1980s as we saw in the previous section.

Japan started itsindustrial development after the Meiji Restorationin thelate 19" Century,
and, after the dmog totd destruction of domestic industries during the Pecific War, it
commenced with the rapid redevelopment of its economy in the late 1950s. The Asian NIEs
followed the Japanese path and tarted their economic development earlier than other Southeast
Asian economies. However, Japan and the Asan NIEsdid not try to promote Asian regionadism
of any kind after the war. There has been no economic rationde for themsdlves to confine their
international economic activities to Asa. Moreover, Japan kept alow profile paliticaly in the
region because of its bitter experience in the war. China and Korea gtill remain cautious about
Japan playing a bigger palitica role in the region. The sentiment toward Japan seems different
now in Southeast Asa, but Japan clearly remembers its experience of the sharp rise of the

anti- Japanese movement in the early 1970s because of its economic “ over-presence’ a thetime.
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Thus, basicaly, Japan has kept a careful stance toward taking initiatives in Asa™® Hong Kong
and Tawan would have had difficultiesin promoting regiondism, even if they wanted to, because
of their gatusin internationd relations.

The confidence of the ASEAN dates in themselves is the main background to the
emerging image of Adan regiondism This confidence has come from two sources. One is, of
course, their rapid economic development. Generaly, the ASEAN states experienced rlatively
high rates of economic growth in the 1960s and 1970s. Their economies sarted to grow even
fadter after the worldwide recession in the early 1980s with significant structural changesin their
domestic economies and international economic transactions. Continuing growth of the
economies has brought confidence to each ASEAN government in its way of managing the
netiona economy.

The second aspect is ASEAN as a regiond entity. Since its establishment in 1967,
ASEAN has been successful in political and security cooperation. The united stance againgt the
Vietnamese occupation of Cambodiaand the resolution of the externa aspect of the Cambodian
conflict are good examples. On the other hand, the ASEAN economic cooperation has not been
impressive until recently (Suriyamongkol 1988; Y amakage 1991). However, the AFTA initiative
to crestean FTA intheregioninthe early 1990s represented aclear departure from the previous
schemes of regional economic cooperation (Okamoto 1995:17). In addition, ASEAN has been
showing itsunity sincethe 1970swhen it dealt with externa economic rdations. It started forma
didogueswith the EC (1972), Australia (1974), New Zedland (1975), UNDP (1976), Canada,
Japan, the United States (1977) and Korea (1989). The annua ASEAN Post Ministerial
Conference (ASEAN-PMC), which brings dl the did ogue partners together at the same table,
has promoted ASEAN'’ sinternationa status. In sum, as results of the successful management of
individua economiesand the development of ASEAN asameaningful entity, the ASEAN dates
have now gained confidence in assarting their way of domestic economic manegement and

regiona cooperation. This can be cdled “the ASEAN way”.

1> On the other hand, Japan has been trying to initiate a Pacific wide economic cooperation. Since the 1960s,
Japanese academics, business circles and government actively involved themselves in establishing the
Pacific Basin Economic Council (PBEC), the Pacific Trade and Development Conference series (PAFTAD),
the Pacific Economic Cooperation Council (PECC) and most recently, APEC. It isnot an accident that those
Japaneseinitiativesalwaysincluded non-Asian states such asthe United States, Canada, Australiaand New
Zealand, along with the Northeast and Southeast Asian economies.
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The ASEAN way of regional cooperation and policy cooperation can be briefly explained

asfollows!®

(1) To ded with regiond cooperation, the ASEAN members set overdl framework
agreements (tresties) based on consensus first and leave the detailed discusson and
decison on the contents for later stages. Framework agreements are made among
leaders and senior officias. Then the detailed protocols are set, usudly by technocrats
of individua dtates, for leeders approval. The ASEAN Industrid Project (AIP) and
the AFTA can be seen as good examples of this process.

(2) To make detailed protocols, the ASEAN members emphasise on a voluntary and
unilateral approach. They do not usualy negotiate to find compromises. They accept
the stance of the most negative member(s) and set cooperation schemes at thet level.
The sat schemes usudly alow for some discretion to be exercised by the individua
membersin implementation.

The ASEAN way of regiona cooperation has been brought up from necessity in the ASEAN
regiona cooperation process. This may sound obvious. However, maintaining cohesion by
adopting the ASEAN way was very important to ASEAN credibility and confidence in the
fragile politica/economic Stuation in the region in the 1960s and 1970s. By adopting the
ASEAN way, they successfully minimised the possibility of the member(s) dropping out from the
cooperation scheme.

The confidence of the ASEAN members in the ASEAN way has been strengthened by
the APEC process. When the APEC initiative was first proposed in 1989, the ASEAN
members were cautious to say the least. They feared that the inclusion of economic powers like
the United States and Japan might undermine ASEAN' sautonomy and forcethem to take up an
undesirable agenda. However, by the time the inaugura Ministerid Meeting took place in
Canberra in November 1989, ASEAN had succeeded in having its assertions recognised as

® Thefollowing argument of the ASEAN way in regional cooperation and its adoption in the APEC process
were originally put by Professor Susumu Y amakage of Tokyo University at the seminar and discussion held
at the Institute of Developing Economies, Tokyo, 25 June 1996.
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fundamenta principles of APEC. Two of the important principles were: no domination of the
cooperation process by any single participant or sub-group of economies, and; seeking
consensus through consultations, not on forma negotiations. The acceptance of the ASEAN
way in the APEC process has become more apparent since 1993. President Clinton of the
United States could not establish his “New Pacific Community” initiative, and he could not get
the proposd to include political/security aspects of cooperation in the APEC agenda approved
by the leaders in 1993. The Bogor Declaration of 1994 dlowed a different time table for
developing economies from that of devel oped onesto achieve free and open trade/investment in
the region. Furthermore, the Osaka Action Agenda of 1995 approved the concerted unilatera
actions for trade and investment liberdisation as the APEC mode of achieving the god. The
gpproach is not legdly binding like an FTA or CU. It depends very much upon the will of each
member government (or maybe fear of being left out of the regiona economic integration) and
“peer pressure’ from other members. To illugtrate the increasing bargaining power of ASEAN,
Y amakage (1996) suggeststhat ASEAN isnow acting asa* pace-maker” inthe APEC process.

APEC has taken up the ASEAN way of regiona cooperation asits method. The United States
and other Western members assartion of another (legally binding) way was declined. This
process has brought the ASEAN confidence to an unprecedented height. Thisis the bottom line
of the recent image of Asiaasaregion, and if Adan regionalism needs to be defined, it can be
suggested that the ASEAN way, the method itself, isthe substance. It is quite different from the
European way of forming the EU and the American way of establishing NAFTA.

[11.3 Making the ASEAN Way Crediblein the APEC Context

Adoption of the concerted unilaterd actions in the APEC trade and investment liberdisation
processis an experiment in applying the ASEAN way in the wider regiond context. All APEC
members presented their Individua Action Plans (IAPS) for liberdisation to the 1996 Minigterid
Meeting held in the Philippines. The IAPs are to be implemented by individua members from
January 1997. Revised IAPswill be presented to the Minigteria Meeting in following years, too.
The APEC trade and investment liberdisation is set to continue with this“rolling process’. It was
important to have agood set of IAPs a last year’ s Minigterial Mesting to make a good start to
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theliberalisation process and give the concerted unilateral actions credibility.”” However, what is
more important is that each member implements its IAP sincerdy from the initid stage. If the
APEC members cannot do it, the credibility of the concerted unilaterd actions, and thus the
ASEAN way inwider regiond settings, will collgpse. Such a collgpse will be more damaging to
Asan deveoping economies than to any others because the pressure to liberdise their
economies may become more tense, taking forms such as bilaterd pressure with retdiations.

It is true as Oxley (1996:4, 7) pointed out that, unlike the liberalisation process under
WTO, thereisno legd obligation on the APEC membersto liberaise their trade and investment
regimes under the APEC process. He was concerned about the peer pressure not being strong
enough for members to achieve meaningful liberdisation. However, congdering their unilatera
liberalisation and deregulation efforts and the AFTA processin recent years, the ASEAN states
seem to be ready to produce reasonable |APs each year which are acceptable to the other
members. Somedifferences il remain among the ASEAN states, evenin their own cooperation
schemes,™® but, by and large, ASEAN seems to have resolved that the liberalisation of trade and
investment is necessary and inevitable for long term benefits for each member’s economy.

The process of making the Osaka Action Agenda in 1995 by the APEC-SOM (Senior
Officids Meseting) was illudrative. At the Sgpporo SOM in July 1995, the Jgpanese
representatives proposed that a “flexibility” clause be included in the Action Agenda to dlow
exceptions in the APEC trade liberaisation. Japan’'s purpose was, of course, to exclude its
agriculturd sector from the liberdisation. By the next SOM in Hong Kong in September, dl the
members expressed their stlances againgt the “flexibility” in this context, except for Japan, Korea,
China and Tawan. All the ASEAN members opposed it though Japan had hoped for and
expected their support. Japan did so because it thought al the ASEAN members ill had

Y The substance of members’ |APs presented to and approved by the Ministerial Meeting in 1996 diverged
and it was impossible to measure accurate “ comparability” among them. Asamatter of fact, the method how
tomeasurethe* comparability” isnot clearly established yet. It seemsthat therepresentativesat the Meeting
resolved that, at least for the first year, it was good enough just to gather IAPs from all the membersin the
same format.

'8 For exampl e, each member has nominated different itemsin itstemporary exclusion listsfor the CEPT (tariff
reduction) schemefor AFTA. This causesimbalancein the CEPT tariff reduction schedule among members.
Also, one can point out that some ASEAN members’ policies, such as Indonesia' s recent “national car
project”, are WTO inconsistent.
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so-cdled infant industries that they might like to protect.”® It seems that the leaders and senior
officids of the ASEAN gates closdly consulted each other on this matter after the Sgpporo
SOM and united their attitudes. It was often heard that the ASEAN states “ agreed to disagree”
onthe APEC process around thistime,® but they were aready capable of taking aunited stance
when necessary.

Looking at the APEC liberdisation process from a different angle, it showsthe will of the
Western members of APEC to compromise, respect the ASEAN way, and test whether it is
workablein nonr ASEAN context. Asamatter of fact, non-legdly binding policy coordination is
not foreign to the participants of the G7 summit meeting. However, using thisframework in trade
and investment liberdisation isachalengefor nonr ASEAN members, especidly for the Western
ones. In this respect, too, the APEC liberdisation process should prove itsdf as a useful
measure. Then, the process would be a good learning period for the ASEAN way, as an
dternative method for liberdisation, for the nonr ASEAN APEC members.

Kishore Mahbubani, the Permanent Secretary of Singapore sMinistry of Foreign Affairs, wrote
that a sense of community was emerging in the Asa Pacific region (Mahbubani 1995). To

support hisargument, he emphasised that East Asian economies have employed both their own
culture and values and Western methods to redise their impressve economic development. By
doing o, those East Asian economies are experiencing “culturd fuson” of East and West. He
argued that the same thing would happen to the United States and other Western states in the
region. The real success of the Pacific community, he asserted, would come when the learning

process in the Pacific became a two-way stret, rather than one way. On the other hand,

Manning and Stern (1994) suggested that the Pacific community -a common psychology of

belonging, reflecting shared interests, responsibilities, vaues, mutua respect- may proveto be a
chimera, as the Ada Pecific's regiond indtitutions are in embryonic form. These two opinions
seemsto be at the opposite ends of a spectrum and it is hard to find a shared stance.

| nterview, Atsushi Y amada, Senior Staff Writer, Economic NewsDepartment, Asahi Shimbun. 14 June 1996.
% Almost all the government officials and academics of Singapore, Thailand and | ndonesia, whom the author
interviewed in July 1995, mentioned this.
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However, no matter how one describes whet is happening in the Asa Pacific region (“the
fuson of avilisaions’, “the Pacific community” or lacking the sense of community), the growing
economic interactions among the economies are here to say for the foreseeable future. If the
ASEAN way provesitsdf to be credible as an dternative method of regiond policy cooperation
and coordination, it will help the mutua learning and understanding process in the region. It is
more practica than indsting on the vague concepts of Asian vaues or the Asanisation of Asa

V. Japan’s Role in the Asia Pacific Region

V.1 What Role Should Japan Play?

Following the Cold War the expectation for Japan to play agreater internationa roleisgrowing.
It s;emsthat the expectation for, and sometimes the pressure on, Japan to play agrester role has
taken over the traditiona caution of the neighbouring states. Events such as the Gulf War, the
Cambodian peace process, the Uruguay Round and APEC have clearly showed this changing
gtuation.

If Japan isto assume agrester rolein the regiona and globa context, it needsto defineits
foreign policy objectives. In other words, Japan should define its mid to long term internationa
srategy and the principles for actions. If not, the Japanese government will not gain support for
its policy changes from its own people and some neighbouring states that remain cautious. The
objectives are not necessarily APEC-specific, asthe internationd role that Japan should play is
not confined to the APEC context. Rather, the APEC policy of Japan should be consistent with
its generd foreign policy objectives.

Emphasising the need for defining, or redefining, foreign policy objectivesat this tage may
sound strange but unfortunately it seems that Japan has not been doing it enough over the last
decade when the globad political and economic conditions have changed dramatically. Until the
early 1970s, the Jgpanese government only needed to define its foreign policy objectives as
being afaithful aly of the United States and to concentrate on its economic devel opment through
trade. After the first oil shock and the worldwide recession in the early 1970s, Jgpan was

recognised as one of the largest economic powers in the world. This occurred formally when it
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became afounding member of the Summit Conference of developed economiesin 1975. Japan
actualy darted to redefineitsforeign policy objectives at this stage. In 1977, following the sharp
rise of anti- Japanese sentiment in Southeast Asiain previousyears, Prime Minister Fukudamade
a gpeech on Japan's Southeast Asian policy in Manila® Another example is the design for a
Pacific cooperation regimein 1980 initiated by Prime Minister Ohira. The concept of hisdesign,
aong with other movementslike PAFTAD, PBEC and PECC, can be seen asaseed for APEC
which was established about a decade |ater.

Theseattempts to set up principles of Japan’sforeign policy activities were received with
mixed reactionsin the Aga Pacific region. For instance, the “ Fukuda Doctring’ was welcomed
by the Southeast Asan gates, but the initiative to establish an ingtitution for cooperation in the
region by Prime Minister Ohira was not accepted by the same states as it was perceived to be
premature. An important point in these attempts was that Japan Hill did not clearly state how
much burden or responsibility in internationa politics and economy it was ready to share on the
sage of multilaterd diplomacy. Japan has kept focusing on bilaterd relations which have been
characterised by the Japan-US security treaty and so-caled “ODA diplomacy” with individua
Asian developing gates. It can be seen that recent international events like the end of the Cold
War, the Gulf War, the Uruguay Round, the establishment of WTO and the APEC process have
underscored the need for Japan to focus more on multilatera diplomeacy.

Japan has vital nterests in ensuring a peaceful environment within which it can engage in
international economic transactions. However, Japan does not have power to provide sufficient
internationa public goods, such asmulltilaterd trade and investment regimes, multilaterd security
forum and internationd financid ingtitutions, to support basic conditionsfor peaceful internationa
relations. In fact, given the declinein the US capabiility and will to provide those public goods by

itsdlf, no state can do it dlone now.

2 |n his speech, Prime Minister Fukuda stated three basic objectives of Japan in this region, which were:

Japanwould never beamilitary power and it would cooperateto keep peaceful environment intheregion and
theworld; Japan would be atruefriend of the ASEAN statesin the broad areas including political, economic,
social and cultural, and; Japan would cooperate with ASEAN, as an equal partner, for their efforts to
consolidate its solidarity. Later, the speech was referred to as the “ Fukuda Doctrine”.
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Thus, the foreign policy objectives of Japan need to focus on multilaterd effortsto redise
the sufficient provison of internationd public goods. The objectives should be set as they
promote prosperity of the economiesin the region and the world, because that is aso acondition
for Japan’s own prosperity in the future. In particular, Jagpan should show itswillingnessto share
politica and economic respongbilitiesin multilaterd settings, in addition to itstraditiona effortsin
bilaterd rdaions. Firg, in economic reations, Japan needs to demondrate that dl its activities
will be conggtent with the WTO principlesthat basicaly discriminate against no members. Japan
should try to promote multilateral trade and investment and oppose any attempts which
contradict WTO principles. In this context, Japan should be more prepared to utilise the dispute
settlement mechanism of WTO rather than resort to bilaterd negotiations, when the efforts to
solve bilaterd problems are deadlocked. The utilisation of the WTO pand in this way will
demondtrate Japan’s willingness for multilateral trade. Of course, this applies for Japan-US
relations, too. When Jgpan tried to proceed with appesling to the WTO pand regarding the
dispute with the United States over the trade of automobile and partsin 1995, there were strong
worries because the US and Japanese economies were thought to be too big for the newly born
WTO to ded with. It istrue that the WTO itself was established in January 1995, but its history
withregard to digpute settlement isaslong as GATT's. There should not be much concern over
WTO's capability to handle disputes between Jgpan and the United States. Moreover, Japan
has experiences of settling trade related disputes with the United States bilaterdly and some of
those negotiations were not transparent to other states. The Semi-conductor Agreement is a
good (bad?) example. Thisisnot theway that Japan should be heading as we approach the new
millennium. Second, with regard to politicad and security matters, Japan needs to formally accept
itsshare of respongbilitiesin keeping peaceto support ever growing economic interdependence.
However, thisisnot to imply that Japan should develop its military capability dragticaly. Japan’s
military activities overseas mugt be grictly limited to multilateral operations under the United

Nations framework.

In the Asa Pacific context, Japan mugt, of course, play a role according to its foreign policy
objectives. The region should be seen as a vitd part d its globa strategy. APEC and ARF
(ASEAN Regiond Forum) should be the main vehicles for Japan’s multilaterd diplomacy inthe
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region. In a way, Japan's effort in the APEC process has been assisting Asan regionaism,

defined as the promotion of the ASEAN way in policy cooperation and coordination. The role
Japan played in the adoption of the concerted unilatera actions in the APEC process at the
Osaka meeting in 1995 should not be overlooked. For Japan to help give credibility to such an

approachinthe APEC process, the most effective and persuasive measurewould beto liberalise
its own markets in the areas that remain untouched by previous efforts. By showing the will to
open markets such as agriculture, congruction, finance, trangportation, distribution and other

services sectors, Japan can encourage other members to do the same. Thus, once an ambitious
plan for liberaisation is presented, Japan must not back down in its implementation, no maiter
what other members planslook like. Asexplained later, the liberdisation and deregulation of the
domestic economy are demands of the times for Japan anyway.

At the same time, Japan should act as a promoter of the comparability of each APEC
member’ s liberdisation efforts not only for this year, but for years to come. In APEC process,
the comparability does not mean that al members must achieve the samelevd of opennessat the
sametime. Thetarget year to achieve “free and open” trade in the region is 2020. Until then, the
degree and the time span of the liberdisation by individua economiesis set to vary. However,
they must be acceptable for dl members. Otherwise, the concerted unilateral actions will
breakdown and the APEC liberalisation process might become just aset of bilatera agreements.
Theprocessto find agreement on the comparability from all membersis not expected to be easy.
However, Japan should work to keep the process going.

Anocther measure is to engage in trade and investment facilitation on a multilateral basis.
Facilitation and harmonisation of trade and investment inditutions among individua economies
are better done in amultilatera forum, rather than bilatera talks. There is agreat possbility for
breakdown in bilaterd talks when deadlocked, asthe concerned parties might blame each other
for intervention in domestic affairs. APEC is the most gppropriate place to promote facilitation
and harmonisation, and Jgpan should be an active member in negotiation and consultation.

In addition, Japan can utilise its experience in economic development, efficient dlocation
of resources, environmental protection and pollution prevention for economic and technica

cooperation within the APEC framework. They are the areas that Japan can take initiatives and
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the Minigtry of International Trade and Industry of Japan seems very keen on this area of
cooperation.”

Findly, it seemsthat the EAEC debate needs to be mentioned in discussion of regiondism
and sub-regiondism in the APEC context, though the debate itsdlf is not active a thismoment. It
should be stated here that EAEC is resolved to be a consultation caucus within the APEC
framework and would not be an economic bloc of any kind. As seen earlier, there is no
economic rationde for any East Asan economies to confine ther internationa economic
activities to the East Asan region, at least for the time being.

Considering the geographica proximity and traditiond political, economic and culturd ties
with East Ada, itisquite naturd for Japanese (government, people and privatefirms) to attach an
importance to and fed sympathy with East Asa Moreover, the EAEC initiative is the first time
that Japan has been invited to join an Asian multilateral forum.?* Some parts of Japanese society
argue that Japan should be a member of EAEC and promote the sustainable economic
development of the region through environmenta protection, human resource devel opment and
technica cooperation. They see such efforts by Japan as important steps in the maintenance of
good reaions with its neighbours. However, one question remains. Why can't the East Asian
economies do this on an issue by issue bads and/or in the exiging framework such as
ASEAN-PMC or APEC? Even without aformal caucus, East Asian economies can consult with
each other on any issues a anytime. They can even invite Audrdia and New Zedand to
consultationsif thetopic isrelevant. When the East Asan economies organised ASEM in March
1996, they did not need to form aformal caucusfor prior consultations. EAEC might be able to
be used as a potentid negotiation card towards North America or Europe if those regions
become more inward looking. But, fird, initiatives from East Asato prevent them from doing so

IS more important.

V.2 Can Japan Do It?: Problems Remain
For Japan, to clearly define foreign policy objectivesisthefirs step, and to actively involveitsdf
in achieving the objectives by sharing the responsiilities is another one. It is true that some

Z Interview, astaff member of the APEC Promotion Office, MITI. 4 July 1996.
% As seen earlier, the ASEAN-PMC isnot exclusively “Asian”. Neither isARF.
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neighbouring statesremain cautious of Japan playing abigger rolein the region and thet is one of
the reasons Japan has been hesitating. However, the crucid problemsfor Japan not being ableto
share the internationa respongibilities are in its domestic Sde.

Thereare severd domestic congraintsremaining for Japan. To mention two of them, first,
there is strong opposition againgt changes to the domestic economic systems. The opposition
comes from some sectors of industry, bureaucracy and politicians who have vested interestsin
thetraditiona systems. The agricultura sector and related bureaucracy and politicians stand out
as an example. Second, as Inoguchi (1993) repeatedly stressed, any changes in Japanese
policies have atendency to be made gradually.?* This can be seen as a consequence of the one
party domination by the Liberd Democratic Party (LDP) for nearly 40 years. The LDP tried to
accommodate as much support from as many parts of the society as it possibly could. As a
result, the LDP became unable to make decisive changes in policies in a short period of time
because they inevitably met strong oppositions from some part of the society. In addition, the
rigidity of exising policies and the gradud change of them have been endorsed by the
adminigration sysem which is characterised by the vertica divison into Minigtries. Individua
Minidries have ther jurisdictions in their respective policy areas and they rarely coordinae
policy with each other. Because of the lack of coordination among Minigtries, the Japanese
government has been unable to draw grand designs for any policy areas. In 5to 10 yearstime,
one can point out changes in policies that Japan has made, but in a short term, it is hard to see
whether the departure from the old policies are made at all.

To solvethese problems, Japan hasto make clear departures from the traditional decison
meaking indtitutions because the old ideas and interests are enmeshed in them. The criticd points
are whether Japan can do it, and if S0, how fast. The initiative to change traditiona inditutions
must comefrom political leaders. The bureaucracy does not have the mandate and responsibility
to doit. The end of the one party domination of Japanese politics by the LDP in 1993 can be
seen as adart of aredtructuing of the domestic inditutions. Since then, in the course of the split
and merge of exiging parties, and the codlition making and maintenance for gaining office, dl the

# | noguchi (1993) gavetheincreasein Japan’ s Official Development Aid to Pakistan after the Soviet invasion
of Afghanistanin 1979and the Japanese government’ s decision to make it possible to send the Self Defense
Force abroad for the United Nations' Peace Keeping Operations, as examples of Japan’s gradual policy
changes.
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traditional politica partiesin Japan seem more or less to have changed their traditiond policies,
At the same time, the prolonged recession in Japan, in the aftermath of the bubble economy of
the late 1980s and the early 1990s, can be used as a favourable wind for liberalisation and
deregulation.

In October 1996, every politica party emphasised the need for the administrative reform
to fight the fird generd dection ance 1993. During the eection campaign, dl the parties
promised to undertake adminigtrative reform but without clear pictures asto how and when this
reform would take place. The result of the election saw the restoration of the single party
government of the LDP, but without mgority in both Houses. After forming the new cabinet,
Prime Minisger Hashimoto declared that his government would undertake reforms in
adminigration, economic gructure, monetary System, budget structure and socid security
structure in Jgpan. He even said that he would accomplish those reforms even if he was to be
“covered with flames’. This may be seen as agood omen for the departure from the traditiona
inditution. The adminigrative reform may be extended to the foreign policy decison making
process.” However, it is till too early to say that Japan can depart fromitstraditiona ingtutions
at dl, or to do so quickly enough to respond to the changing internationa environment. The
Hashimoto government has dready made a costly mistake in deciding not to send the MITI
Minigter to the inaugurd WTO minigerid conference held in Singapore in December 1996,
because of domestic concerns®® Participation only by the Foreign Affairs Minister wes not
enough to demongtrate Japan’ s emphasis on multiratera trading system which should be one of
the core objectivesfor Japan’ sforeign economic policy. In addition, it ssemsthat Prime Minister
Hashimoto' starget year to achieve dl reformsisaround 2000. There will have to be at least one
more generd eection before then. We may well have to wait for another generad dection or two

to see whether reforms can actudly be made.

% Therestructuring of the Ministry of Finance and the deregulation of the financial sector wasthe core of the
reform during the campaigne. It became apparent that the traditional “convoy system”of Japan’s financial

sector was outdated to cope with the changing economic environment following the bubble burst.

% Corruption among senior MITI officials was discovered just before the WTO conference. It was reported
that they accepted abribefrom apetroleum retailer whoserelationswith MITI and related politicianshad long
been suspected. The MITI minister was criticised for just giving the officials warning, not severer

punishment.
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V. Conclusion

The developing economiesin the Asa Pacific region have been growing rapidly since the latter
haf of the 1980s. Their economic developments are the basis of the “Asa Pecific dynamism”

that atracts atention from al over the world. The developments are characterised by the
changesinthear indugtria structures and the rapid growth of internationa economic transactions.
In China and the ASEAN economies, the importance of the manufacturing sector as a
proportion of the GDP is increasing, mainly induced by the FDI inflows. At the same time, the
vaue and the ratios to the GDP of ther trade are dramaticaly increasing, which suggests that
their economic growth owes much to their internationa activities. Though regiond trade and
investment in the Asa Pacific region are increasing, the important partners for internaiond

economic transactions of any of the economies in the Asa Pecific region are not limited to the
region. Thus, for any Asan economies to sustain the dynamics of their economic devel opment,
the Ada Pacific region, not to mention the “ Adan region”, is not large enough. Thisisthe redity
which should be remembered.

The recent image of Asaas adigtinctive region seemsto be promoted by the confidence
of the rgpidly developing Adan economies. However, emphasang the uniqueness of Asan
vaues or the Asanisation of Ada as the core of “Adan regiondism” when deding with the
western states can be not only uncongtructive but dso harmful to a favourable internationd
economic environment. Asan regionalism is better defined, if it needs to be, as a method of
policy cooperation and coordination. The ASEAN way, which can be explained asto agree on
the cooperation framework first and then implement policies according to it by individua
economies, can be taken as a substance of Asian regionalism, and adopted in the wider regiona
context. The adoption of the concerted unilatera actions as the method for the APEC trade and
investment liberdisation process is an experiment for the ASEAN way on awider multilatera
gage. It isimportant for Asan economies to prove thet it is workable. If not, the process could
possibly collgpse and the results would be unfavourable for the economiesinvolved.

Japan should play a grester role in making the APEC process successful. It should be
prepared to shoulder bigger palitica and economic respongbilities. To show itswillingness, fird,
Japan mugt start liberalising and deregulating previoudy untouched areas of its economy. Aress
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such asthe agriculture and services sectors. Now isagood opportunity to initiate such measures
because the recent recesson following the bubble economy suggests that the traditiond
economic system, or regime, is outdated and in need of a change. Japan should aso work to
promote an appropriate means to measure the comparability of the individud members
liberdisation efforts for not letting any of them (developed or developing) drop out from the
process. In addition, Japan can and should lead trade and investment facilitation which can be
done better in multilateral context rather than in bilatera talks.

To assume abigger role, and thus to share more political and economic responshilitiesin
the region, however, Japan needs first to define and declare its foreign policy objectives
domedticdly and internationaly. Then, it is required for Japan to make clear departure from the
traditiond decision making ingtitutions which have been preventing dragtic policy changes. The
recent political and economic Situation in Japan seems conducive to adminigrative reform and
liberdlisation and deregulation of its economy. However, whether or not Jgpan can manage the

change by indituting new policy making inditutions till remainsto be seen.
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