K E
RS HT V7 KFRME L KB

20124¢2H23—-24H
R, AR

It
Ja—\)b s 7F—F A
B —3 X —EERFEfE
FEGSBEREFTET U7 XK EEFER
HAERRTZ +—7 A



FABE

T =8 s T =T MiF R L AR ORI A SR 0O BOR K 0 ) % EE
EMME L, bo THBEOMAHEMBLUAERRICET St 2HMNE LT, &
FREAMOEBRAZR 2V L2 EBL T,

AP 3 HEONRNT =T ZAOHRBIZLST, 5% 1 5~204HH0T7 YT
KEHEHIRIZEDO LS R BE2Z 3500, £/, BAL L TEE L #ullkikF
ENTfI, ENEWVRICLTERT 220, TOMWEBTASEANRSKEE &0 X
INTHEHEL TV RED, FTEHZWNICHARICE S TEE LW FHITEL Hh,

ZOXEIBERIZESWT, Zr— - T —F LF, H—FF—EHEFERM
MH, PEASBFETET O REEFRFLO0MET, 2H2 40 HKICE
WT THKRFXEE : 2R T 27 V7 Rk e A kF MR B L, 4 H
X, F7 TR = b s B3 X—HEEE MM EA A Y BRI R R
JRRHEZm— L« 73— AREBEWFTFHEANEORRXY A M EEZ LR 8LV
MLT, 2200ty ia r TRERAEZKHBL, IHRERERNPED DL,

AWEEIZT, 20 THRPHEE] ONFICHOE, TORRET 02— 3L - 7 F
— T L AUAN—FEXZTHOBAKREIIHRET L2060 THDL, B, AMEHFOHN
i, Y7+ —F LDHK—LLX— (http//www.gfj.jp) ETHZE DL %A
LTWb, ZEEHOINLIZZEWVWTH D,

201283 H31H
Ta—N)L e T g —F A
PHATHEE AN PR E



I [ K SEEE | BT e 1
1. THRTIRIZE ] BHMRIT 2 7m o T vvverrermermms e m et 1

O . THKIHIREEE | SRR OOMIEEL <ottt 1
11 [HKRPEEE] 0 7T A 3
1. rE}KEP;(‘j‘gﬁj 7%:77‘3_& .......................................................................... 3
O TH KTIREEE | HUE R AL B v eerren e e et 4
3. THRIEEEE] 7SR U R R ORETE v 6
1T [ H KT SGEEE | JHEERER oo 9
1 F}EJ:/E\?%;J:(&« ................................................................................................ 9
2. “lf‘y“/a\/l EEE»@—%)'}?\‘/'}?EH%:PEQ{% ............................................... 12
YR A T T HIRIT T BT A S) e 12
HEB T O THI ORI 7 10— S URIEIT G 2 D BAEE e 15
A C T U7 HIRIT I 1T DR GO HE D FIEEME + v v rrrr e 18
iﬁiﬂ:‘:D EF'@'SEE&*@?‘\/TE‘J‘% .................................................................. 21
SR B s KT PESEHE L [ AR OD RIS v vt 23
EEEETJ‘% ..................................................................................................... 25

3. By varll TOTAREERIBO TR E 228 L HRFPEMR e 39
SR A - A S HHE & H KT - v v e e e e e e 39

B B IR b 72 B g A BT 2 L g eeeneeeeeee ettt 49
%&lﬂ:’:c H?'S@ﬂﬂlﬂﬂﬁz’%%%ié .......................................................................... 45
WD : ASEANZEE LI /ST 0 JRT L& eeeenenenee ettt 48
R B - YEEER A L 0D 7 8 0D H KT »v v v v reme e e e e e 49
EJHE{EE © v v ov e e oo m e et 53
IV [H K REE ] BRIl o 69
1. 15&%: Vc/“:_)( ......................................................................................... 69
2. ;@@éﬁ%%g@%ﬁjl\ ...................................................................................... 83
(1) (713”—‘/\\11/‘77]“—“7.AJ ﬁl’)b\f ............................................................ 83
(2) ’—jjb_*—j?‘\b_g/%ngzfnﬁj‘J &Cob\"c‘ ............................................................ 85
(3) THEHEB I RET 7 KIPPEZEE | [TOUNT crrrrrrrrerrera 36
(4) "Eljglg%ﬁ\‘jj_\_.?bj czob\"c ................................................................. 87




I [THXPxEE BEE



1. THXPxEE] BRRBICHIE-T

BAF3HEDASH 1 5~2 0FEDNRY — « RTUADHERBIMTIZ L > Tk, 7V T KF
PEHUIS O L BEIIRE B ELZZ 5, BARICOWTIE, ENBIEOIRKITMZ ., FEE
2RO RN REEC, MEES HICRAE L, HAARKERD X S 72858072 R BN
WRBN, ZOBEAEREND, KEIZOWTIE, AN KEEOFTEL 15 4 — « 13—
T4 ) EEORE, BMTEERN O ZEMBIHER~OBEHRO L S B FEERL, 2D
KO RNE - AR —EDOEERHERLH D500 E 5 0 nfMbivd, AT, FEFE1T 14
DANY KEBEIC L DT T EIRESICR SN D, 7 27T KV 8 0 %2 22 (R BRI~
OEsHEHIER S D, FEIZOWTE, EEEMES CIEBORW - EFN - RBFMN T LEL 2%
EOL =T, ENTIE, £REOILKR, BREMEREOEFELZBATEY . NEHTTP
ESh 22 LB T 5 DA, THEEE) & JITN 204 RBMRITMERF SN2 00, BER S D,

P bZaEE 2, BETDZ7 V7 KEEMIBEICEK T 5 B KRR O REIZ OV T OER & I
WHZEHEMELT, Z7r— b T3 —FALF2H240 (&) 1T, I—3F—EHEEF
i, PEASBFERTEY 07 KPEEFR%E & OLE THRAEIZE W T HRPXGEE 185
THTOT R & AR BEGR ) AR L (R EESUEatE TR ) o M BIEA
Kerh 3 EB LORE, YU ATR—AnblEEEZIZ T, 27 5 HKRHBEROHER % 5
PrL7ein b, 7 27 KFEHEHI O FFk & fad 3 5k am 2 R O 72,

VHSILIZEEFRREEZ ORI 84 L WVI ZHOSIMENFEDONT A, i, 7+
#wo2o0 Eyvay] TERRERNBZDIN, 220 Ity var] ZBWTEHL
04 DHREFENRELATIRoToD, TOWMEIX, DD LBV Tholz, o, MEDOH &
X, 2% oetmEOSINT 5 BRFEN MTbNN, & IHEMNS, KEREBEERE %
BUOEZEOMEER O | ERREBENH o2 1L, EH I,

B, ARFEEMICH > T, DEDA A= bHK SN D HAMBIZEF — L5820
1146 HIZHE L, FallchsEzr BRERZED T2,

[ B AMIAFTE T — 4]

[ &l &R B4 FORK P 200%

[Ar=] NI B KRR
AR B BERBKEHE
FelE B BEERKEEGR

SN WU RS
AHE S [FlE AL R H =
(7 A 7= AINE)



2. THXYHXEE BROBME

ZDFmOMEIIHSOED (£) . (r) DEBVTHD,

(A4) Byvarl IRETL27 V7 L H KPR
tyvarl IRET 277 L BRFEG] TiE. £ T/NIEEBE-BRFRIFRND [Hh
EBAFIEANRITOEBAGH ~DOKFEEIT ) ERELTWDIN, HT VT OEMEHEITZE D
FATEME DT TS RE ] LD, RITT = X7 - T T RBEITHAETRITE?S 17
0= b e A RT AT, FE, AR, ASEANDBHRRFZEF L TN ZERT
I, AL TWLEA S ] E0, 3EBICAMEMREBERBRZHZ D [TV
TRAEDT Ve ZEBRL, HRCRET D ENKE, 77 CRAEETHOAEER >
NU— 7 OREER IXZOREH) Lo, AFBICERBHE-RSB AT 7 KEFEDE
FTEIEE D A ASAYBHEIC L 27 7 ER, KEOERBEBEFOEMIZ., PEEATH X
ERFEMEROTWVWD] D, £ LU TREBICHINNFBER T R FHBEIRZN D TR 5 BEER
MLWERDONLTWDR, TNUETHEDEBRRRN EOERLTHD ] LD, RENZ
nNENR I NI,

(7)) Byvar 707 KFEEIR O & 28 & B R BIfR )

Ty va N T OT7 RO & 2E & AR EIMR] Tidk. £ 98 B R iR S
REFLEFZNS TREEEREAAED BV TIE, BE, A=A 7 U7 Loz Es
OTIF AL, I L CHEEZ BN bOMICHAPATLNREETH L] O, KRIZKXT T
R e X)L s Jp— X —EHEERM M BRI RN D DR E RS I E
DEFENIOM EERD D &, BEREO VLV U ICERLIENNHY, o250 D
aryhu—ATHZM0ENHD) Lo, 3FBICERAERRKZER L TAARZ, FEM
KEE WS ZHR—TERL, R, BRRFOBEBREREIELZ2E T, b9 —FH0OHE
EOMBRERBESEDLIUMWERAEL2TE R bR Eo, 4FBICTFT YTy - TxH
VIR B S TAS EANGEEITIKNTART — - RT 2RO TVDLN, £
DHETEC L > TR D, AV FRYT7, ~Lb—3TIIMBEOANSZEETITEIL, oW

R—VIIMEEE 2/ E E L TCREOBES 2RO TWD ] L, RBICERSE —REMR R
B TARNRS Mg, M TSR T 2MER Aoz, BIOCRKRTH DD
TELZLELTUT, FIAITARRCERPBHELZREZBRORENDH D] L O, |ENRZ
nEnani,



I [BXPXEE v r 7%



1. THXFXEE] v/ 7L

B K%t &g
The Japan-U.S.-China Dialogue

ERTEHTIOTAREF g E B KPEER

The Asia-Pacific Region in Transition and the Japan-U.S.-China Relations
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i i Growing Asia and the Japan-U.S.-China Relations

ER BERE BHE ERAFHIE

Chairperson TAKAHARA Akio, Professor, The University of Tokyo

|EA (125°0)
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OGAWA Eiji, Vice President, Hitotsubashi University
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Jae-Ha PARK, Deputy Dean, Asian Development Bank Institute
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Presenter C (12 min.)
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KIMURA Fukunari, Professor, Keio University
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All Participants

BB E.Lunch Break

KBS THEETERMY TELY)
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13:05-15:00 Peace and Stability in the Asia-Pacific Region and the Japan-U.S.-China Relations
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Chairperson KIMURA Fukunari, Professor, Keio University
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Presenter A (12 min.)
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MURATA Koji, Professor, Doshisha University
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Presenter B (12 min.)
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Douglas PAAL, Vice President for Studies at the Carnegie Endowment for International Peace

;|EC (1297

Presenter C (12 min.)
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TAKAHARA Akio, Professor, The University of Tokyo

$]®ED (129F)

Presenter D (12 min.)

FIVFUARYY EEFHMRARAHKE
Narayanan GANESAN, Professor, Hiroshima Peace Institute

|EE (1200

Presenter E (12 min.)
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SATO Koichi, Professor, ]J.F.Oberlin University

B & (555 /)

Free Discussions (55 min.)

HEELE
All Participants
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OGAWA Ejji
Professor, Hitotsubashi University

Alliances Still Matter: Power Shift and the Asia-Pacific Region Order

1. Because of its surpassing function as a means of exchange, the US dollar key currency system has
been sustainable even though it has been poorly functioning as a means of store of value. This situation
gives little governance over the currency policy of the US government. Currency competition under a multi
key currency system should work in giving more effectively governances over the US currency policy.
However, given the current situation of the euro, it is not easy to achieve currency competition. It is
necessary that other governments persuade the US government to conduct sound currency policy and
macroeconomic policy and that the governments should have surveillances over them at any forums
including G7 and G20.

2. The current European fiscal crisis occurred in a process of the accumulation of fiscal deficits caused
by capital injection into damaged financial institutions in Europe and fiscal stimulus during the global
financial crisis. Because the major cause of the global financial crisis is subprime mortgage problem in the
US, surveillance over the macroeconomic policy of the US government is important. Because of a fear of
transmitting financial crisis from Europe to other countries, it is desirable for other countries to give
international cooperation to the EU in funding for European Financial Stability Facility (EFSF) and European
Stability Mechanism (ESM) in order to prevent from developments in European fiscal crisis into any
financial crisis. Specifically, it is desirable to invest in bonds which the EFSF and the ESM issues for raising
money.

3. The global financial crisis had asymmetric effects on East Asian currencies although it did not
directly affect on East Asian economy. The uncoordinated currency policies among the East Asian countries
have brought about volatility and misalignments among the East Asian currencies, which have had adverse
effects on intra-regional trade and intra-regional investments in production networks and, in turn, made
mis-allocation of resources in this region. Thus, it is necessary for East Asian countries to conduct
surveillance over their macro-economy including intra-regional exchange rates and conduct coordinated
currency policies among them in order to reduce volatility and misalignments of the intra-regional exchange
rates. The Chinese government has already announced a RMB reform including adoption of a managed
floating exchange rate system with reference to a currency basket. The neighboring countries in East Asia
should persuade the Chinese government to adopt the announced currency policy. Moreover, the euro-zone
economy faced the US dollar liquidity deficit after the Lehman shock even though it used the euro as a
regional key currency in the EU. In East Asia, weights of the US dollar in international trade and capital
transactions are still relatively high. It is important to shift a regional key currency from the US dollar to East
Asian own currencies including a regional common currency unit. The regional common currency unit
should be a composite of East Asian currencies with convertibility in terms of current and capital accounts.
The RMB should be internationalized in terms of not only current account but also capital account.

69



Jae-Ha PARK
Deputy Dean, Asian Development Bank Institute

Emerging Asia and Japan-U.S.-People’s Republic of China Relations

1. Growth and Challenges of Emerging Asian Economies

Recently, emerging Asian economies, particularly the People’s Republic of China (PRC), India and
ASEAN, have continued their rapid economic growth. As a result, the Asian region has emerged as the
growth center of the global economy. For example, these three economic giants together held nearly a 15%
share of the global GDP in 2010. If these countries continue to grow at a projected average growth rate of
6.9% during 2010-2030, their share of global GDP is expected to almost double, to 28% by 2030. By contrast,
the global GDP share of the U.S. is projected to decrease from 24.3% in 2010 to 19% in 2030 and that of Japan
from 8.6% in 2010 to 5% in 2030.

However, in the course of this radical transformation, emerging Asian economies will face
unprecedented challenges as they strive to reduce income and non-income inequality, avoid the middle
income trap, accommodate a rising middle class, respond to rapid urbanization, develop the social sector,
raise the quality of life, enhance productivity, transform industry, build infrastructure, manage resources,
protect the environment and reduce climate change, develop economic and financial institutions, generate
innovations and new technologies, and forge new cooperative relations and partnerships in the region and
worldwide.

2. Issues Arising from the Rise of Asian Economies

The rise of emerging Asian economies, and in particular the growth of the PRC economy, will have a
great impact on the rest of the world. In general, the impact will be positive as the rapid economic growth of
Asia is expected to contribute to the growth of the global economy. The emergence of large middle-class
populations in the PRC and India will have a great impact on global demand.

Currency policy and external imbalances will remain contentious issues between emerging Asia and
other developed countries. However, global imbalances are expected to unwind gradually as developed
economies increasingly raise their domestic savings to address fiscal deficits. Meanwhile the PRC is
expected to shift its growth path away from export and investment-led growth. Emerging Asia’s rapidly
growing demand for commodities, particularly natural resources and food, will also be a significant issue
for the global economy:.

3. Japan-U.S.—People’s Republic of China Relations

Developed countries such as Japan and the U.S. will need to find the best way of living with these
rapidly growing emerging Asian economies, including allowing them a much larger role in global
governance, together with responsibilities that they will need to abide by. In particular, developing Asian
countries need to have a greater voice in international forums and to play a major role in finding solutions to
such issues as currency policy, external imbalances, financial regulations, investor protection, climate change,
commodities prices, and the free trade system.
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KIMURA Fukunari
Professor, Keio University

Opportunities for deeper economic partnership in East Asia
and Asia-Pacific : trade and investment

Japanese participation in Trans-Pacific Partnership (TPP) will change the trajectory of economic
integration in East Asia and Asia-Pacific in a benevolent direction. Japan should realize the value of
economic diplomacy and act strategically so that the U.S. and China can effectively utilize their dynamism
for regional prosperity.

1. The removal of agricultural protection, particularly border measures and price support, has been
undue homework for decades and should be cleared up in order for Japan to gain a large degree of freedom
and negotiating power in economic diplomacy.

2. China and Japan should support ASEAN initiatives for deeper and wider economic integration and
nurture regional identity of “East Asia,” which presents a new development model and works on novel
challenges for deepening economic integration, narrowing development gaps, and sustainable development.

3. The U.S., China, and Japan should promote 21st century regionalism in which a new international
economic order supports a 21st-century-type international division of labor or “the 2nd unbundling.” TPP
and ASEAN++ FTA (or RCEP) can play complementary roles by effectively combining high-level FTAs with
well-structured development agenda.
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ZHONG Feiteng

Deputy Head, Department of Security and Diplomacy Studies,
Institute of Asia-Pacific Studies, CASS

Alliances Still Matter: Power Shift and the Asia-Pacific Region Order

1. In recent years, China’s rise has received great concerns around the world due to its huge size and
rapid growth. The Obama administration’s “Return to Asia” strategy has stimulated great debates in China.
Thus, the biggest challenge in the Asia-Pacific region is the two kinds of political economy system. Is there a
separation of politics and economics in the region to other countries, or could it be sustainable?

2. The Asia-Pacific region has experienced power shift. China’s rapid growth has contributed to an
increase in its share in world GDP from nearly 4.2 percent (PPP basis) in 1991 to about 13.6 percent in 2010.
China’ foreign trade value gradually increased from less than 140 billion US dollars in1991 to 3.3 trillion U.S.
dollars in November 2011, 24 times as much as 1991. Now, China is the largest exporter in the world.

3. Thus, does Japan depend on China in trade? To some extent, the answer is yes. However, we
should take a political economy view on this issue. Japan’s trade volume with the U.S. alliance system is still
larger than with China. The conventional saying “politics cool, economic hot” misunderstands the alliance
politics. And, in some important industries, such as automobile, Japan has very close relationship with U.S.
From the perspective of production chain, the U.S. automobile market was suddenly and seriously
influenced by the Great East Japan Earthquake. While the influence to China’s market lags one month or late.
That means the connection in automobile industry between Japan and China is not so close and deep.

4. .China is a broker in region trade. According to data released by China’s General Administration of
Customs, the “Nuclear reactors, boilers, machinery, etc” and “Electrical, electronic equipment” are the two
most important commodities in China’s foreign trade. Korea, Japan, U.S., Philippines, and Thailand are
important import origins for China; U.S., Japan, Korea, Australia and Thailand are important destination of
China’ s export. The UThus, we can say China join economic interdependence with U.S. alliance system.

5. In the latter of 2011, U.S. secretary of state Hillary Clinton announced that the 21t century is
“America’s Pacific Century.” In November, 2011, Obama said at Honolulu, that “the TPP has the potential to
be a model not only for the Asia Pacific but for future trade agreements.” The trade background of “return to
Asia” is Asia’s rise, Europe’s decline in U.S. trade. During the past decades, Asia’ share of U.S. increased 2%
and became the largest export destination, while Europe’s share decreased 3.7%. At the same time, the
United States still has great competitiveness in service trade. The total export of China and Japan’s service
products only accounts 60% of U.S. export. Partly due to political relationship between Japan and U.S., U.S.
service products exports largely to Japan than to China.

6. Due to relative small GDP share and trade share in the world, TPP countries, including Australia,
New Zealand, Malaysia, Brunei, Singapore, Vietnam, Chile and Peru, could not solve U.S. trade imbalance.
Japan’s economic relationship with U.S. alliance system was reinforced. Thus, TPP’s potential is not so great.

7. Although China grows quickly in trade, it still needs to integrate more deeply into global trade and
update its division status. The strategic stability among the great powers could be expected due to economic
interdependence. However, competing for small and middle trade partnership in the region may produce
uncertainty in the near future due to their political reason. And in the long run, Japan might also confront
dilemma of politics and economics separation.
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MARUKAWA Tomoo
Professor, The University of Tokyo

Some Proposals for the Japanese Industry in the Face of Deepening
U.S.-China Business Relationship

1. Make use of the capabilities of rising Asian manufacturers

Trade disputes arise quite frequently between the United States and China, but this is a reflection of
the deepening of business relationship between them. In high-tech industries, U.S. and China have created a
division of labor, with Taiwan assuming the intermediary role. In the case of semiconductors, for example,
American fabless makers, i.e.,, semiconductor vendors which specialize in designing, and Taiwanese
foundries, i.e., semiconductor companies which specialize in manufacturing, which have their factories in
China as well as in Taiwan, have created a powerful tag which overwhelms the competition against Japanese
integrated device manufacturers (i.e., vertically-integrated semiconductor vendors). In electronic products,
American lead firms and Taiwanese and Chinese electronic manufacturing services (EMS) jointly create
innovative products that compete against Japanese products. Japanese manufacturers have been relatively
reluctant in using the supply base of Asian foundries and EMSs for fear of technology leakage and for the
self-confidence in their competence in manufacturing. Such hesitation has led to the decline of Japanese
high-tech manufacturers’ share in many parts of the world market, including Japan itself. Japanese
manufacturers must not hesitate in making use of the powerful supply base created by Taiwanese and
Chinese manufacturers.

2. Make Japan a platform for the emerging Asian multinational corporations

Since around 2005, many Chinese firms had their stocks listed in American stock exchanges, such as
New York Stock Exchange and NASDAQ. As of November 2011, 168 Chinese firms were listed in NASDAQ.
These Chinese firms typically have their headquarters in China, but in order to bypass Chinese regulations
they establish nominal headquarters in British Virgin Islands or in Cayman Islands, and after raising funds
by IPO they usually invest these funds back to China. Chinese firms which have been listed in NASDAQ
include promising firms in rising industries, such as Baidu, Sohu, and Netease in internet services, Home
Inn and China Lodging Group in hotels, Spreadtrum, Vimicro, and UTStarcom in electronics. By contrast,
only three Chinese companies have been listed in Tokyo Stock Exchange with limited success. The listing of
promising Chinese and other Asian enterprises in the Japanese stock markets can become a stimulus for
invigorating the markets. We must consider how to invite Asian enterprises to Japanese stock markets and
study the impediments that hamper their listing.

3. Be prepared for the slowdown of Chinese economic growth

We estimate that the growth rate of China will slow down to 7-8% in 2010s, mainly because of the end
of the growth of its working age population and its decrease, which is expected to start from 2015. But still
China will be the most dynamically developing market in the world. We must not be obsessed too much
with short-term fluctuations of Chinese economy and turmoil in Sino-Japanese diplomatic relations. China
will no doubt be the largest economy in the world within a decade or so. Corporate strategies and national
industrial policies must be designed on this assumption.
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Chinese Challenges to Global and Regional Security for Japan and the United
States and Possibilities of the Triangle Cooperation

The rise of China both in military and economic terms poses serious security challenges to Japan and
the United Sates at global and regional levels. China now may be similar to Japan in the past. The rise of
Chinese economy may be similar to Japan in the late 1970s and the 1980s. Chinese military expansion may
be similar to Japan in the 1930s. And, Chinese environmental and demographic situations might be similar
to Japan in the late 1960s and the early 1970s.

Japan, even at the economic zenith of the 1980s, however, never successfully exercised future
projection capabilities, the abilities of manipulating the images in future, as does Chine now. Also, China is
expanding power projection capabilities in East Asia. Increasing in anti-access, and area denial capabilities,
Beijing may seek to make the South China Sea the second Persian Gulf.

On the other hand, the United Sates is going to return to Asia from the post-9.11 Middle East.
Nonetheless, due to strict budgetary restrictions and the above-mentioned Chinese military expansion,
Washington might decrease in power projection capabilities in the Asia-Pacific area. At least, the United
States must relocate its oversea military presence in the region in more effective ways.

To sum up, in short or middle terms, Japan is in between increasing Chinese future projection
capabilities and decreasing U.S. power projection capabilities. In long terms, however, China has a lot of
socio-economic problems, and the United States has enough socio-economic potentials.

First, Tokyo must stabilize domestic politics in order to stabilize the alliance relationship with the
United States. Second, Japan must promote multilateral security cooperation with neighboring countries
such as South Korea and Australia. Third, in order to develop inclusive, not exclusive, policies towards
China, Japan and the United States must expand human networks with China at various levels. Finally,
Japan and the United States should try to share the political, economic, and social experiences, both
successful and unsuccessful, with China.
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Vice President for Studies at the Carnegie Endowment
for International Peace

The commanding narrative of 2011 was the ongoing process of how the United States and China
are shaping their relations for the decades ahead, diplomatically, strategically, and economically, amidst
major shifts in their relative wealth and power. The pivotal event of 2011 in this regard arrived early in the
year with the January 19-21 state visit of Chinese President Hu Jintao to the United States. That chapter in
US-China history, opened by Hu, was closed at the end of the year with President Barack Obama’s
participation in the East Asian Summit (EAS) in Bali, Indonesia, after hosting the Asia Pacific Economic
Cooperation (APEC) leaders meeting in Honolulu, November 12-13.

The risks for the entire Asian-Pacific region in worsening US-China ties became unusually clear in
2010, when incidents involving China in the South China Sea, near the Senkaku Islands (Diaoyudao), and on
the Korean peninsula, brutally reopened sensitive territorial and political disputes, and startled many of
China’s neighbors out of a decade’s complacency.

Linking the incidents of 2010 with the summitry of 2011 was a little remarked journey to Beijing in
September 2010 by two senior White House officials, then Deputy National Security Advisor Thomas
Donilon and National Economic Council Chair Lawrence Summers. They were on a mission to induce China
to manage growing disputes and find a more constructive path to durable bilateral and regional relations.

Donilon and Summers presented a “road map” to better relations during their meetings in Beijing.
The road map started with suggested steps to address issues that were eroding political support in the US
for cooperation with China. They included appeals for concrete progress on straightforward business
matters such as market access, indigenous innovation requirements, intellectual property protection,
undervalued currency, and government procurement.

But the roadmap crucially underscored the need to seek restraint of North Korea’s violent
provocations against South Korea, recommencement of dialogue between the two militaries, and a retreat
from China’s increasingly fiery rhetoric against the US and others emerging from official and unofficial
channels in China. The enticing milestone on the road map presented to China was the offer of a successful
state visit to the US in 2011, before President Hu is to complete his ten years in office in 2012. (This was in
contrast with a generally unsatisfying state visit to the George W. Bush White House in 2006.)

Following the Donilon-Summers visit, the outlines of an internal debate emerged in China over
whether or not to accept the American terms for the state visit as an emblem of a stabilized relationship.
The debate evidently concluded in favor of better relations in early December, when Beijing conveyed to the
White House Hu’s acceptance of the invitation to a state visit. Almost simultaneously, China’s state
councilor for foreign affairs, Dai Bingguo, posted an article on the Foreign Ministry’s website calling for
China to return “to the path of peaceful development.”

Dai Bingguo’s message of restraint was instantly recognized as an authoritative admonition to
“cool it” to diplomats, military officers, and China’s growing pool of hot-headed commentators. There are
indications of other unpublished circulars instructing military officers and academics to stick to official
themes or seek prior authorization for their published views. In the end, Chinese commentary on a host of
sensitive issues cooled considerably (and has remained so) as preparations raced ahead for Hu’s January
state visit to the US. Secretary of Defense Robert Gates made a hurried trip to China just before the Hu state
visit, reopening military-to-military contacts and removing an impediment to a successful visit.
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Wisely, the Obama administration sought not just a one-off state visit, whose influence might or
might not endure. US officials also sought Chinese agreement to a series of exchanges over a year or more,
including visits to each other by their vice presidents, Joe Biden and Xi Jinping. When China agreed, this
had the virtue of prolonging the mutual restraint started in December 2010. It gave bureaucracies on both
sides goals to demonstrate constructive cooperation with each visit. And, in the case of Xi Jinping, it
offered a chance to give China’s most likely leader for the next ten years a personal stake in the relationship
he might otherwise have ducked.

Vice President Biden made his visit to China (as well as to Mongolia and Japan) in late August. Xi
Jinping’s return visit has not yet been formally announced, but it is widely expected to be before the Chinese
New Year’s holiday in early 2012.

In the background of the year’s diplomatic activity there flowed a lively and continuing debate
about the rise of China and presumed permanent decline of the United States. Gloom persisted over the
American economy and the political gridlock in Washington, as China’s estimated gross domestic product
surpassed Japan’s in mid-year, ranking China number two behind the US. China’s evident success bubbled
up in patriotic public sentiment, symbolized and motivated by the impressive 2008 Olympics, 2009 Asian
Games, and 2010 Shanghai Expo, as well as by the first flight of a Chinese built stealth fighter and sea trial of
its first aircraft carrier in 2011.

China’s holding of roughly $1.3 trillion in US securities was a perennial topic, however
misinformed the debate often was about which country was the more vulnerable. While 2011 commenced
with seemingly monotonous commentary about inevitable US decline, toward the end of the year, the range
of opinion had broadened to include some reflections on the high environmental price China is paying and
the economic and social risks it is running with break neck economic growth and excess liquidity and
accompanying high levels of bad debt. These were mirrored by reports, including one from China’s Institute
of Contemporary International Relations (CICIR), that in a preponderant number of important categories the
US remains well ahead of China and will not soon be superseded.

It is possible some of these second thoughts were fathered by the wish to keep the US powerfully
engaged in the region. Since the eruption of various disputes in 2010, certainly Vietnam, the Philippines,
Japan and South Korea have made evident their desire to keep the Americans close as security partners and
to counter balance growing Chinese power.

This marked a sharp turnaround from the previous decade, when China quite skillfully and
successfully deployed leaders, diplomats, and business opportunities to win approving audiences in the
region. By the end of 2011, it was manifest that China’s year of less volatile rhetoric and regional restraint
had not undone the damaging lessons taught by the 2010 frictions.

Natural disasters reinforced the sense of vulnerability in general for populations, especially in
Japan and Thailand. Japan’s great northeastern earthquake on March 11 took 20,000 lives and brought
Japan’s nuclear-dependent power grid to worrying lows with consequent effects on industry and exports.
Japan’s long and winding road from the previously efficient political system under the Liberal Democratic
Party (LDP) to a new multi-party arrangement is still meeting impediments, including opposing, as the
Japanese say, “twisted” (nejiri), majorities in the Upper and Lower houses of the Diet.

The US military threw itself into a massive rescue effort, known as Operation Tomodachi (Friend),
and demonstrated anew the practical value of the alliance (and of Japan's own armed forces) to ordinary
Japanese. But the government of Prime Minister Naoto Kan, of the Democratic Party of Japan (DPJ), the fifth
prime minister in five years, proved disappointing, leading to his departure in September. His successor,
Yoshihiko Noda, sought to break through a number of festering issues, including how safely to re-start a
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number of nuclear power plants shut down in the wake of the March 3 earthquake and tsunami. He
compromised with the LDP and Komei parties on tax increases to finance the recovery efforts.

Japan’s industrial supply lines were damaged by the earthquake, and then were worsened by
massive and rare floods in Thailand, in October and November. Japan is Thailand’s largest foreign investor,
and constructing new capacity there appeared to be specially promising after the earthquake, as an
alternative to new investment in China, where many companies and officials fear becoming overly
dependent.

The loss of life in Thailand was in the hundreds, but the heavy rains exposed recent lack of
investment in infrastructure in favor of various subsidies to less privileged voters. The government of
neophyte Prime Minister Yingluck Shinowatra was over-stretched in attempting to meet the needs of the
vast displaced population of the lower Chao Phraya River reaches. As in Japan, great resources will be
needed for the recovery, providing a proportionately small but an aggregate measurable stimulus to anemic
global economic growth.

Thailand’s western neighbor, Myanmar (Burma), surprised long time observers in 2011, when
newly inaugurated President Thein Sein introduced a number of policies suggesting departures from the
previous twenty years of political stasis. The authorities in capital Naypyidaw relaxed the house arrest
restrictions on Nobel Peace Prize laureate and long time opposition leader Aung San Suu Kyi. Media
muzzles were loosened, and hundreds of political prisoners (out of some 3,000) were released.

At the end of the year, it was not yet clear how deep the willingness to pursue reform might prove
to be. Presumably, at least, the military commanders backing the government will be wary of letting the
new tolerance go too far, too fast. The measures taken so far may be merely to loosen foreign sanctions and
gain the regime respectability, perhaps just enough to chair the Association of Southeast Asian Nations
(ASEAN) events in 2013, when its turn arrives.

But, in October, Thein Sein surprised observers when he ordered a moratorium in the construction
of a hydroelectric dam at Myitsone in the upper Irrawaddy under construction by Chinese firms. The
president may have acknowledged the importance of civil society in opposing the costs of moving
populations and damaging the ecology. Yet there was no questioning that he defied Chinese interests despite
their strong international and economic support in recent years. Much of the power from the dam would
have fed Chinese appetites for electricity.

Early in his term, President Thein Sein made a trip to Beijing pledging cooperation, so his decision
in October to oppose the dam construction raised questions about whether Myanmar is seeking decisively to
loosen the recent smothering dependency on China, as have Burmese leaders in previous centuries, or
making only a tactical maneuver.

Australia and New Zealand, both prospering from expanding commodity trade with China,
nonetheless sought to reaffirm their alliance relationships with the US. Successive governments in Canberra
and Wellington defied skeptics at home to provide support for Washington’s wars in Iraq and more
obviously in Afghanistan. But in 2011, they chose to draw closer to Washington in ways intended to send a
message of caution to Beijing.

Wellington returned to the inner circle of the Australia-New Zealand-U.S. (ANZUS) Alliance,
regaining access to intelligence denied since the 1980s, when the Lange government rejected port calls by US
Navy ships that might carry nuclear weapons. In contrast, Prime Minister John Key made a positive visit to
Washington this summer, and Wellington welcomed a contingent of US Marines to march in ANZUS 60th
anniversary celebrations.
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Canberra also celebrated the anniversary, with an Australia-US Ministerial (AUSMIN) meeting of
defense and foreign ministers in San Francisco in September. They put final touches on announcements to be
made during Obama’s twice-delayed state visit to Australia in November. The decisions included a new
agreement for regular exercises by US forces in northwestern Australia and an aircraft dispersal
arrangement to permit US planes to access Australian airports. Obama also chose to deliver his most
significant speech on Asia policy to the Parliament in Canberra.

Following the killing of Osama bin Laden on May 1 in Pakistan, Washington’s relations with
Islamabad endured an increasingly severe series of strains that were already difficult after an American
diplomatic employee killed two Pakistanis in Lahore in January. Unable to relax their reliance on each other
because of their respective needs, such as continued aid for Pakistan and air and land access to Afghanistan
for the US, the two capitals are nonetheless full of skepticism and distrust about each other’s intentions.

Tensions between India and Pakistan failed to increase to a critical level, despite their deep
suspicions. But by the end of the year, Pakistan’s leaders seemed to have recognized that they needed to dial
back their overt hostility toward Afghanistan, after Afghan President Hamid Karzai signed a new Strategic
Partnership Agreement with his Indian counterpart, Prime Minister Manmohan Singh in October.
Allegations of Pakistani intelligence support for terrorist attacks on Kabul appear to have led Karzai to show
a willingness to tilt toward India’s interests in Afghanistan if Pakistan continues to be facilitating Taliban
aggressiveness.

India continued to disappoint Americans hopeful of a new strategic relationship with the major
power in South Asia. Washington’s officials continued to articulate convergence in US and Indian policies in
Southeast and East Asia, in a tacit alliance against non-democratic China, should China’s behavior warrant a
joint reaction. But when tested in practice, over India’s acquisition of a new type of fighter aircraft for its
air force, or commercial nuclear power (for which the Bush and Obama administrations adjusted the
application of the Nuclear Non-Proliferation Treaty to accommodate India’s acquisition of nuclear weapons),
India looked other than to the US for suppliers.

By the time Barack Obama reached Bali, Indonesia, in November to be the first American president
to attend the nascent East Asian Summit, Washington was articulating forcefully its argument that it had
brought the US “back” to Asia. In a drumbeat of speeches and briefings, the Obama team argued that the US
had misdirected lives and resources to secondary struggles in Iraq and Afghanistan and neglected America’s
interest in the main theater of 21st century history, the Asia-Pacific region. They argued it is time to “pivot”
to Asia, a term that may sound more military than intended.

Bush veterans argued they had not neglected Asia, but the truth is that the US had its eye on
counter-terrorism for ten years at the expense of many other interests, including the engagement of senior
officials in Asia, where China had vastly stepped up its involvement in the interim. Indeed, an argument can
be made that the US gaze had overlooked Asia after the Asian financial crisis of 1997, when the Clinton
administration chose not be as helpful as China appeared to be to the afflicted economies. It is neatly ironic
that Secretary of State Hillary Clinton is now the cheerleader of the “back to Asia” argument.

With an election looming in 2012 in the US and in most capitals of consequence in the region,
including China’s election-like party congress, it was unsurprising that the Obama administration departed
from its deft touch at the beginning of the year and grew heavy handed in organizing the president’s trip
through Asia. Needing to promote jobs at home, Obama overcame Democrat party reservations and finally
endorsed passage of the Korea-US Free Trade Agreement (KORUS) on the occasion of pro-US Korean
president Lee Myung-bak’s state visit in October.

As host of the APEC meeting in Honolulu in November, Obama chose to make a centerpiece of his
Trans-Pacific Partnership (TPP), which is intended to be a high-standard free trade agreement among nine

78



nations (US, Korea, Brunei, Peru, Chile, Singapore, Malaysia, Australia, and New Zealand) largely building
on existing bilateral free trade agreements. But by excluding China from prospective participants, the
proposal fed suspicions that it is a new anti-China league. The last minute decision by Japan’s new Prime
Minster Noda to seek to participate in the TPP, welcome on many counts, nonetheless fed the suspicions,
additionally because Japan has so many internal hurdles to overcome to enter into an effective free trade
agreement.

The US, having shown a deft hand in cooling tensions in 2010. It succeeded in developing
productive ties with China and the region simultaneously in 2011, but was at risk of succumbing to a new
round of tensions as 2012’s political year began. Disputes over the South China Sea, North Korea’s nuclear
weapons programs and unease over the correlation of power between the US and China remained
unresolved. They stirred emotions among the region’s populations, as their leaders failed to find paths
toward their resolution.
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How Can We Promote Japan-China Relations? : Some Proposals

“Strengthen the resilience, weaken the fragility”
There is a lot of uncertainty about the future of China: e.g. can it succeed in soft-landing?
Japan is an eternal neighbour of China: cannot move, cannot run away
Create a virtuous circle: Japan-China relations&Japan-US relations<>US-China relations
Japan-China relations (and US-China relations) is both resilient and fragile
Both countries jointly should reinforce the resilience, and deal with the fragility
Le. further develop economic, cultural and societal exchange; discuss strategic coexistence and ways to
control exclusive nationalism

Collaborate to realise human security

China is in the midst of modernisation, aspiring to become wealthier and mightier

Patriotic education inspires people to achieve the Great Revival of the Chinese Nation, but at the same
time reproduces the sense of humiliation and victim mentality

Increase in social contradictions and the rise in the aggressive language of the military reminds us of

Japan in the 1930s

China must develop stably to make a post-modern society soon; Japan makes a good reference
Japan should collaborate with the affluent Chinese for human security in China and other parts of East
Asia.

Promote research and publish in Chinese

One element of fragility is distrust and overly negative image of the other side

Japan should establish a contemporary China study centre, and institutionalise a mechanism of trilateral
research exchange between China and US

Send out information in Chinese about various views that exist in Japan

Increase the diplomatic power and soft power of Japan

Japan and China should compete in their public diplomacy

Inform not only foreign countries but also its own nationals of Japanese diplomacy

Japan must do better in PR

Japan should increase its soft power, for example by promoting science & technology and improving its
language education
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SOUTHEAST ASIA AND THE GREAT POWERS:
PREFERENCES AND POLICIES

1. General Observations
Most countries prefer a balance of power among great powers
Indonesia and Malaysia more committed to active and independent foreign policy
Singapore committed to overwhelming American power as small vulnerable state
Indonesia and Myanmar are skeptical about benign American interests
Muslim majority states think US worsens Middle East problems by supporting Israel
Most countries welcome economic investments and aid without conditionalities

2. United States
Traditionally worked with hub and spokes allies Thailand and the Philippines
Thailand has drifted after 1975 and had a strategic alignment with China till 1988
Philippines voted out the bases in 1991 but has increased cooperation since VFA in 1999
Singapore has the strongest policy of alignment now after 1990 MOU, Addendum and Implementation
Arrangements by hosting COMLOG WESTPAC, F16 aircraft on rotational deployment and berthing and
resupplying for aircraft carriers
Relationship with Vietnam has increased significantly and now has decided to strategically engage
Myanmar
Has extensive economic interests in region and is heavily invested

3. China
Traditional ally of Myanmar and has renewed relations with Vietnam though some outstanding issues
remain and close to Laos and Cambodia
Fears of Indonesia and Malaysia regarding threat perceptions have dissipated
Singapore’s bilateral relationship has significantly strengthened
Dense economic transactionalism with region and overseas Chinese immigrants
Philippines is the occasional thorn in the region on maritime issues
Clearly a rising power that aims to secure soft power and diplomatic support

4. Japan
Residual distrust in region from older generation
Strong economic linkages especially in construction, infrastructure, automotive, electronic and extractive
industries, continuation of Yoshida Doctrine
Strong engagement of states along Malacca Strait, especially Malaysia and Indonesia
Much goodwill accumulated in Indochina for infrastructural development and ODA
Attempting to rapidly reengage Myanmar to offset China’s influence
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Policy Recommendations on “The Japan-U.S.-China Dialogue:
The Asia-Pacific Region in Transition and the Japan-U.S.-China Relations

Much has been said about the rapid increase in the number of Chinese maritime deployments,
including the activities of the People’s Liberation Army (PLA) navy and the Chinese maritime security
agencies in the South China Sea and the East China Sea. These sea areas are believed to be rich in oil and
fishery resources. The Chinese government claims the all South China Sea Islands including the Spratly
Islands and the Senkaku Islands in the East China Sea. They have sovereignty disputes with the Southeast
Asian neighbors and Japan on these maritime features. The U.S. government also opposes the Chinese
interference with the freedom of navigation in the South China Sea. If so, what can we do for the prevention
of the maritime disputes, and promotion of the Japan-U.S.-China Cooperation?

1. Establish the Maritime Security Cooperation Committee (MSCC) among Japan, the LS,
and China.

2. Promote the contribution to the Japan-U.S. Alliance for strengthening of Security of
Asia-Pacific Region.

3. Support the establishment of the Council for the Cooperative Projects in the South China
Sea (CCPSCS) and encourage the solution of South China Sea Conflict.

4. Reinforce the Japanese domestic maritime law regime and practice the maritime patrol and
training against the violation of territorial waters by the foreign ships.

5. Dispatch the meteorologists, ecological and environmental researchers periodically to the
remote islands including the Senkaku Islands, and restore the lighthouse keepers’ presence
in these islands for the defense purpose. The nationalization of the remote islands may be
realized, too.

6. Establish the East Asia Future Community Dialogue (EAFPD)

Establish the EAFPD, a forum for the East Asian friendship, and comprehensive cooperation of
security, economic and cultural fields, and future visions including the U.S., India, Australia, New Zealand.
The cooperation should cover the disaster-relief, prevention and cure of infectious diseases, fish farming &
marine preserve, anti-marine pollution, prevention of climate change, regional finance & trade, education &
support for the students from regional countries, academic exchanges, and alleviation of the cultural
frictions among the citizens in the region.
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