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Japan-U.S. Relations: Issues for Congress

SUMMARY

The United States has long worked
closely with Japan to build a strong, multifac-
eted relationship based on shared democratic
valuesand mutual interest in Asian and global
stability and development. The Japanese
government headed by Prime Minister
Junichiro Koizumi has welcomed the Bush
Administration’s desire to deepen alliance
relations and its avoidance of publicly resort-
ingto gaiatsu (“foreign pressure”) in address-
ing American concerns about Japan’s serious
and economic and financia problems.

U.S.-Japan relations are of concern to
Members and Committees with responsibili-
ties or interests in trade, U.S. foreign policy,
ballistic missile defense (BMD), and regional
security issues. The latter include North Ko-
rean nuclear and missileproliferation, China' s
emergence as apotential U.S. military adver-
sary, and U.S. military basesin Japan, whose
importance has been underscored once again
by their by U.S. forces engaged in the anti-
terrorist campaign in Afghanistan.

Degspite resistance from the larger of the
of the Koizumi government’s two coalition
partners and the main opposition party, the
Koizumi government gained parliamentary
passage in October 2001 of legislation
permitting the despatch of Japanese shipsand
transport aircraft to the Indian Ocean to pro-
viderear-arealogistical support to U.S. forces
engaged in the anti-terrorist campaign in
Afghanistan. Because of aconstitutional ban
on offensive military action not strictly for
self-defense, Japanese ships have been
restricted to non-combat support.

Due to its own concerns about North
Korean ballistic missiles and arising China,
Tokyo has started to bolster its self-defense

capabilities even as it increases cooperation
with the United States under revised defense
cooperation guidelines that were agreed to in
September 1997. Japan also hascommitted to
participate in joint research and devel opment
of a balistic missile defense capability, but
has not made a decision about acquisition or
deployment.

The large and long-standing U.S. trade
deficit with Japan has been a perennial source
of friction. The deficit reached arecord $81.3
billionin 2000, dropped sharply to $69 billion
in 2001 because of a shrinking Japanese
economy (-1.0% GDP growth in 2001) and
the U.S. economic slowdown.

Congress hasreacted critically to alleged
steel dumping by Japan, and the 106™
Congress enacted legislation assigning coun-
tervailing duty and antidumping receipts to
firms that have been injured by dumped and
subsidized imports.

TheBush Administration haspaid some-
what less attention to the trade deficit than did
the Clinton Administration, while issuing
increasingly pointed requests that Japan deal
vigorously with its huge problem of bad bank
loans, which are a drag on the economy, and
follow-through on structural reforms. How-
ever, on March 5 the Administration imposed
additional “ safeguards’ tariffson certain steel
imports from Japan and a number of other
countries under Section 201 of U.S. Trade
Law, on grounds that a surge in imports has
damaged or has the potential to damage U.S.
firms. Japan promptly filed arequest with the
World Trade Organization (WTO) for consul-
tations with the United States over the deci-
sion, the initial step in filing a WTO com-
plaint.
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MoOST RECENT DEVELOPMENTS

On June 13, the Japanese gover nment announced that it would delay taking retaliatory
action against U.S. steel exportsthat it had originally indicated it would take by June 18.
The action would have been in response to the Bush Administration’s March 5 decision to
imposeadditional tariffsonimported selected steel products. The Administration’ sdecision
was the result of a Section 201 investigation and the United States International Trade
Commission’ s determination that steel imports seriously injured or threatened to seriously
injure U.S. steel producers.

In May 2002 Japan and the United States clashed at a meeting of the International
Whaling Commission in Japan's former whaling port of Shimonoseki. Following a
peremptory rejection of a request by Japan to allow the taking of 25 minke whales by what
the Japanese described as* aboriginal peoples’ infour communitiesin northern Japan, the
Japanese delegation blocked a consensus vote on a U.S.-Russian motion to allow Alaskan
Inuit peoples and Indian tribes to continue to kill 61 bowhead and gray whales annually.
Arevised U.S plan to allow the taking of 11 bowhead whales for five years by the Inuit
failed narrowly to gain the needed three-quartersmajority. Japanese officials charged that
the United Sates, which has consistently opposed Japanese requests to expand coastal
whaling, asreflecting a“ double standard,” whiletheleader of the U.S. delegation decried
Japan’ saction as“ the most unjust, unkind and unfair vote that was ever taken” by the IWC.

BACKGROUND AND ANALYSIS

U.S.-Japan Cooperation and Interdependence

The United States and Japan have long sought to promote economic cooperation, an
open global trading system, and regional stability and security. In economic terms, the two
countries have becomeincreasingly interdependent: the United Statesisby far Japan’ s most
important foreign market, while Japan is one of the largest U.S. markets and sources of
foreign investment in the United States (including portfolio, direct, and other investment).
The U.S.-Japan alliance and the American nuclear umbrella give Japan maneuvering room
in dealing with its militarily more powerful neighbors. The alliance and access to basesin
Japan also facilitates the forward deployment of U.S. military forces in the Asia-Pacific,
thereby undergirding U.S. national security strategy.

Japanese leaders and press commentators generally welcomed the election of George
W. Bush andindicationsthat the new administration would emphasizealliancerelationsand
also belessinclined to pressure Japan on economic and trade issues. Following theterrorist
attacksof September 11, Japan generally disproved the concerns of some commentatorsthat
Japan might not be prepared to respond fully enough or quickly enough to the Bush
Administrations sbid for closer security cooperation and coordination. Asevidenced by the
President’s March 2002 decision to impose a series of anti-dumping tariffs to protect the
struggling U.S. stedl industry, on the other hand, Japanese hopes for a relaxation of U.S.
trade and economic policy pressure have been partially disappointed.
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Relations periodically have been strained by differencesover tradeand economicissues,
and, less often, over divergent foreign policy stances. Strains arising from trade issues
peaked about 1995, after several years of conflict over the Clinton Administration’s efforts
—with mixed results — to negotiate trade agreements with numerical targets. Although the
end of the Cold War and collapse of the Soviet Union called into question some of the
strategic underpinnings of the alliance among both the American and Japanese public, both
countries have continued to view their interests as best served by maintaining and even
strengthening the U.S.-Japan aliance.

President George W. Bush and Japanese Prime Minister Junichiro K oizumi set thetone
for relations at a summit meeting at the Camp David presidentia retreat on June 30, 2001.
President Bush indicated strong support for the Japanese Prime Minister’s economic and
financial reform program, while Prime Minister Koizumi pledged to pursue cooperation
across a broad front and couched his concerns about the Administration’ s abandonment of
the Kyoto Treaty and its ballistic missile defense program in positive terms.

President Bush visited Tokyo during February 16-19, 2002, aspart of an East Asian tour
that also included South Korea and China. The President held extensive talks with Prime
Minister Koizumi on issues such as alliance relations, cooperation against terrorism, and
Japan’s continuing economic slump, and addressed a joint session of the Japanese Diet
(parliament). The President publicly praised Prime Minister Koizumi’s economic reform
program, but reportedly spoke bluntly about U.S. concernsin private.

Cooperation Against Terrorism: Responseto the Attacks in New York and
Washington. The New York attacks especially shocked Japan, which had a large
commercia presenceintheWorld Trade Center and adjacent buildings and suffered theloss
of morethan 20 nationals. Prime Minister Koizumi strongly condemned the attacks and took
anumber of stepsto protect U.S. personnel and assets in Japan and position his country to
support the Bush Administration’ s anti-terrorist campaign, overcoming resistance not only
fromtheopposition Democratic Party (DP) but also from Old Guard rivalsin hisown Liberal
Democratic Party (LDP) and his pacifist-inclined coalition partner, the New Komeito.

On October 30, 2001, the Upper House of the Japanese Diet (parliament) cleared two
bills giving unprecedented post-World War |1 authority to the Japanese Self-Defense Forces
(SDF) to protect U.S. bases and sensitive Japanese facilities in peacetime, and enabl e Japan
for the first time to “show the flag” in a non-combat role in support of U.S. and allied
military operationsinthelndian Ocean area. Legidationvalidfor aperiod of two years, and
extendable, allowsthe SDF to provide“rear area” support consisting of intelligence sharing,
medical care, fuel and water, and military suppliesto U.S. forcesin the Indian Ocean. The
legidation was implemented in the form of a “Basic Plan” adopted by the Cabinet on
November 16, 2001. In an effort to reconcile the terms of Japan’s “no-war” constitution
with U.S. expectations, Maritime SDF vessels are allowed under the legidlation to transport
nonlethal suppliesto U.S. forces, but not armsand ammunition. Despitetheselimits, several
of the measures are seen by critics as going beyond past interpretations of the constitutional
ban on “collective defense” activities.

On November 5, 2001, three ships of the Japanese Maritime Self-Defense Forces

(MSDF) departed Sasebo naval base destined for the Indian Ocean, to provide logistical
support to U.S. forces there. The first three ships are part of a six- or seven-ship flotilla

CRS-2



IB97004 06-20-02

consisting of four destroyers, two fleet oilers, and a minesweeper (to ferry supplies) that the
Japanese government will send to the region under a“basic plan” that has been formulated
torespondto U.S. requestsfor anti-terrorist assistance. Theplan, whichislimitedto aperiod
of one year, aso includes the despatch of four Air Self-Defense Forces (ASDF) C-130
transportsto carry suppliesfromtheUnited Statesasfar as Singapore. Naval transport duties
will likely involve transporting fuel from Bahrain to the U.S. fleet and from Australia to
Diego Garcia. Dueto objections from within the ruling coalition, the K oizumi government
decided not to send a destroyer equipped with the U.S. Aegis air defense radar and fire
control system, which reportedly the United States had informally requested.

As of late April 2002, al but two of the deployed ships, an oiler and a destroyer, had
returned to Japan. However, the Japanese Cabinet decided on May 17, 2002, to extend the
life of the Basic Plan until November 17, 2002. Reportedly, the United States has asked
informally for the despatch of an Aegisdestroyer sothat aU.S. Navy Aegiscruiser canrotate
into the Persian Gulf in the event of aconflict with Irag, but consideration was put on hold
after accusationswereraised that officialsin the Japan Maritime Self Defense Force (JM SF)
had informally asked U.S. counterparts to make the request. Opposition and ruling party
Diet Members have raised objections previously that establishing a wartime data link
between U.S. and Japanese shipswould violate the current i nterpretation of the Constitution
that “collective security” are unconstitutional. Additionally, the government — as of mid-
June 2002 — is seeking Diet approval for three controversia bills giving it broader crisis
management and emergency response authority to deal with various situations involving
armed attack on Japan or emergency situations in which an attack is anticipated. The
prognosis for the legislation remains uncertain.

In regard to economic assi stance measures, on November 14 the Japanese government
announced an emergency grant of $300 million to Pakistan covering refugeerelief and other
needsfor aperiod of two years—aquantum increase over the $40 millioninitially committed
in October. Japan also has announced that it will contribute $1 billion to the IMF to fund
low interest loans for regiona states supporting the U.S.-led anti-terrorist campaign in
Afghanistan. Japan joined the U.S. as co-host of an Afghan reconstruction meeting in
Washington on November 20, and hosted adonors meeting in Tokyo that began on January
21,2002, at which it pledged $500 million for reconstruction aid over the next two years. In
May 2002 the Japanese government committed about $187 million in grant aid for three
projects being carried out by non-government organizations (NGO) covering well-drilling
in Northern Afghanistan, the rehabilitation of a hospital in Kabul, and mechanical mine
clearing around Kabul airport.

U.S.-Japan-China Relations. Tokyo haswatched with unease the course of U.S.-
Chinarelations, but its own relations with Beijing have been anything but smooth, and at
present Japan seems to view China's rising power with deepening concern. Japanese
officials grow uncomfortable when U.S.-Chinarelations are too close, and also when they
deteriorate—asat present. Japan’ sown relationswith Chinahave beenincreasingly strained
in recent years as a result of conflicting claims to disputed islands and related Chinese
intrusionsinto what Japan considersits 200 mile economic zone and Japan’ s concerns about
China’ srising power and influence. For its part, Chinahas objected to the granting of avisa
for avisit to Japan by former Taiwanese president Lee Teng Hui, has complained about the
treatment of Japan’ s past aggression in Japanese textbooks, and bitterly opposed an August
12, 2001 visit to the Yasukuni War Shrine, in Tokyo, by Prime Minister Koizumi. The
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Y asukyuni complex enshrines the names of Japan’s war dead, including a handful of
convicted war criminals. China strongly objects to the development of closer U.S.-Japan
security relations, which Beijing sees as part of an informal containment strategy.

Recently, Tokyo and Beijing also have engaged in trade confrontation. In response to
Tokyo's imposition of anti-dumping tariffs against certain Chinese agricultural exports,
China has imposed 100% duties on Japanese exports of autos, cell phones, and air
conditioners.

Sino-Japanese relations took an upturn asaresult of Prime Minister Koizumi’ svisit to
Beijing on October 8, 2001. The agenda included a visit by Koizumi to the Marco Polo
Bridge, near Beijing, the siteof amanufactured incident that triggered Japan’ s 1937 invasion
of China. During the visit Koizumi conveyed the fullest apology for past wrongs ever
delivered by a Japanese Prime Minister.

Relations remain strained over military issues, including Japanese concern about fast-
rising Chinese defense budgets and Chinese objections to the rising profile of the Japanese
Self-Defense Forces. In late December 2001, acting under revised rules of engagement,
Japanese Maritime Self-Defense Forces ships chased into the East China Sea, a presumed
North Korean spy boat that had penetrated into Japanese coastal waters. As the Japanese
ships closed in, the crew of the mystery ship reportedly fired hand-held weapons at the
Japanese before scuttling and sinking their ownvessel. Reportedly, initial intelligenceabout
the ship was provided by U.S. forces. Both Chinaand South K orea have expressed concern
about the fact that the ship was sunk in international waters, within China's 200-mile
Exclusive Economic Zone (EEC), and China opposes Japanese plans to raise the ship.

Converging Korean Peninsula Priorities. TheUnited Statesand Japan sharethe
same broad objectives regarding the unstable Korean Peninsula, but Japanese officials
frequently have expressed a feeling of being left out of U.S. decisionmaking. Japanese
policymakers appear torn between a desire to move slowly and deliberately on normalizing
relations with North Korea, and worry about becoming isolated from U.S.-South Korea-
North Korea diplomacy. Tokyo agreed reluctantly under pressure from the Clinton
Administrationto commit to pay about $1 billion towardsthe construction of two light water
nuclear power reactors for the North under the October 1994 U.S.-North Korea “ Agreed
Framework,” but only agreed to provide food aid to North Korea in October 2000, after a
five-year suspension. Japan again suspended food shipments to North Korea after a
December 2001 confrontation at sea with a suspected North Korean spy boat, which had
penetrated into Japan’ sterritorial waters. After fighting arunning gun battle with Japanese
Coast Guard vessels, the North Koreans apparently scuttled their boat within China' s 200-
mile Exclusive Economic Zone (EEZ), |eading to angry exchanges between Tokyo and North
Korea, and also criticism of Japan from Beijing and Seoul for acting too aggressively.

From time to time Japanese |eaders have shown anxiety over the possibility that U.S.
negotiatorswould ignore Japanese concernsabout thethreat from North Korea’ sshort-range
“Nodong” missiles and the fate of some 10 Japanese citizens alegedly kidnapped by North
Korean agents during the period 1977-1980. Japanese officials and commentators have
welcomed indications that the Bush Administration is moving more cautiously and slowly
in normalization discussions with Pyongyang, and is perceived to be paying close attention
to Japanese concerns. Unlike many European leaders, Prime Minister Koizumi did not
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criticize President Bush's State of the Union reference to North Korea, along with Irag and
Iran, as part of an “Axis of Evil.”

Japan has tried in part to compensate for sometimes feeling “left out” of U.S.
policymaking towards the Korean Peninsula by itself drawing closer to the South Korean
government headed by President Kim Dae Jung. The high point of this effort was South
Korean President Kim Dae Jung’ s state visit to Japan in October 1998, during which Tokyo
issued its first ever written apology for its past treatment of Korea. Recently, however,
Japan-South Korea relations have been buffeted by the same issues arising out of Japan’s
wartime past that have afflicted Sino-Japaneserelations. A visit to Seoul by Prime Minister
Koizumi in early October 2001 was marred by anti-Japanese demonstrations and failure to
resolve a sensitive fishing issue.

Kyoto Protocol. Japanisthe fourth leading producer of so-called greenhouse gases
after the United States, the Russian Federation, and China. Under the Kyoto Protocol, which
Japan has signed but not officialy ratified, Japan is obligated to reduce its emissions 6%
below its 1990 levels. Japanese industry shares many of the concernsof U.S. industry about
the cost and feasibility of achieving these reductions by the target date of 2012, but the
Japanese government, which places a high value on its support of the protocol, expressed
extreme dismay over the announcement by President George W. Bush that the United States
would back away from the protocol. On April 18 and 19, 2001, the upper and lower houses
of the Japanese Diet adopted resol utions expressing regret at the U.S. action, and calling on
Japan to ratify the protocol at an early date. Environmental minister Y oriko Kawaguchi
declared on April 27, 2001, that the pact would be “meaningless’ without the participation
of the United States, the producer of 25% of the world’ s greenhouse gases.

When President Bush and Prime Minister Koizumi met at Camp David on June 30,
2001, the Japanese |l eader indicated that he did not intend to proceed to sign the Kyoto Treaty
without the United States, but that he hoped that the two countries coul d cooperate to address
global warmingissues. During asubsequent visit to the United Kingdom K oizumi indicated
that he still hoped to persuade the United States to sign the treaty, but that it was pointless
for Japan to sign the treaty if the United States stayed aoof. On July 23, 2001, at aworld
conference on climate change in Brussels, however, Japan and the European Union reached
acompromise on thefinal termsfor implementation of the Kyoto Treaty. The Japanese-EU
bargain on modificationsto the treaty opened the way towards bringing the treaty into effect
despite the decision of the Bush Administration not to ratify the treaty. (Such
implementation would not bind the United States unless the U.S. Government ratifies the
treaty aswell.)

The Whaling Issue. Members of Congress and Executive branch officials have
criticized Japan’s decision to continue and expand whaling activities, which it clams are
essential for scientific research and support of traditiona lifestyles in severa coastal
communities. In 1986, the International Whaling Commission (IWC) implemented a
moratorium on the commercial killing of large whales. Under the provisions of the
International Convention for the Regulation of Whaling, Japan subsequently issued permits
allowing its whalers to kill several hundred minke whales annually in the Antarctic and
northwest Pacific for scientific research. Since the IWC dictates that research be donein a
non-wasteful manner, the mesat from these whalesis sold for human consumption in Japan.
Although the W C has passed several resol utionsasking Japan to curtail itsresearch whaling,
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in 2000 Japan announced that it was expanding its northwest Pacific hunt to also target
sperm and Bryde' swhales, dueto concernsthat increasing whal e popul ations might threaten
fish harvests. Becausethe spermwhaleisontheU.S. list of endangered species, the Clinton
Administration announced restrictionson Japanesefishingin U.S. watersin September 2000.
In lieu of additional sanctions, which could have been imposed under U.S. law, the United
States and Japan convened a panel of experts to resolve the dispute over Japan’s scientific
research whaling program. Thispanel met initially in early November 2000, proposing that
the Scientific Committee of the IWC hold a workshop on scientific research on whale
feeding habits. On July 26, 2001, the IWC adopted a U.S.-Japan joint proposal for afull-
fledged study of what types of fish and in what quantities are eaten by different species of
whales. Japan generated additional international criticism in late February 2002 when it
notified the IWC that it planned to double its annual take of minke whales in the North
Pacific from 50 to 100, and to also take 50 sei whales, which arelisted by the United States
as an endangered species. (Prepared by Eugene H. Buck, CRS Resources, Science, and
Industry Division.)

Claims of Former World War 1l POWSs and Civilian Internees. Congress has
also indicated intense interest in another issue in which the U.S. and Japanese governments
have been in essential agreement. A number of surviving World War [1 POWsand civilian
internees who were forced to work for Japanese companies during the war have filed suits
in Japan and Californiaseeking compensation of $20,000 for each POW or internee. Former
POWsand civilian internees had been paid about $1.00-2.50 for each day out of internment
from seized Japanese assets by a congressionally established War Claims Commission
(WCC) in 1948. Numerous suits have been filed in California against Japanese firms with
wartime or pre-war roots, including Mitsui & Co., Nippon Steel, and Mitsubishi Company
and their subsidiaries. The suits allege that these companies subjected POWs and internees
to forced labor, torture, and other mistreatment.

Thusfar, the Japanese courts and the U.S. Court of Claims have dismissed the suitson
grounds that Japan’ s obligations to pay compensation were eliminated by Article 14 of the
1951 Multilateral Peace Treaty with Japan. The State Department and Department of Justice
support the position of the Japanese government, but anumber of Membersof Congresshave
sided with the plaintiffs. The issue has received intensified attention in the 107" Congress
as a consequence of a decision in December 2000 by Kaima corporation, a giant
construction company, to pay $4.6 million into a fund for 986 mainland Chinese who had
been forced to perform labor in a notorious Kajima-run camp in northern Japan.

A number of bills and amendments introduced in the 107" Congress seek to block the
executive branch from upholding the supremacy of the Peace Treaty in civil suits. On July
18 and September 10, 2001, the House and Senate respectively adopted similar amendments
toH.R. 2500, the Commerce, Justice, State, and the Judiciary appropriationsbill for FY 2001,
that would prohibit use of funds for filing a motion in any court opposing a civil action
against any Japaneseindividual or corporation for compensation or reparationsin which the
plaintiff alleges that as an American prisoner of war during WWII, he or she was used asa
slaveor forced labor. Inamovethat generated controversy, the provisions were dropped by
conferees. The conferencereport to H.R. 2500 was agreed to in the House on November 14,
2001, and the Senate on November 15; and signed into law by the President on November
28 (P.L.107-77). (SeeLegidation section, below.) The conference report explainsthat the
provision was dropped because the adamant opposition of the President would have
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jeopardized the bill, but some Senators expressed reservations, charging that the provision
had been the victim of a questionable “parliamentary tactic.”

On September 7, 2001, senior U.S. and Japanese officials and former senior officials
attended ceremoniesin San Francisco marking the 50" anniversary of the U.S. Japan Peace
Treaty, which ended the U.S. occupation. Foreign Minister Tanaka repeated a 1995
statement by then Prime Minister Murayama, that “We have never forgotten that Japan
caused tremendous damage and suffering to the people of many countries,” and that its
actions “left an incurable scar on many people, including former prisoners of war.” The
statement failed to satisfy protesters who have been demanding compensation for former
POWSsand civilian interneeswho wereforced into slavelabor. (For further background, see
CRS Report RL30606, U.S. Prisonersof War and Civilian American Citizens Captured and
Interned by Japan in World War Il: The Issue of Compensation by Japan, by Gary K.
Reynolds.)

Security Issues
(This section written by Larry Niksch)

Japan and the United States are military allies under a Security Treaty concluded in
1960. Under the treaty, the United States pledges to assist Japan if it is attacked. Japan
grants the U.S. military base rights on its territory.

Burden Sharing Issues. The United States has pressed Japan to increase its share
of the costs of American troops and bases. Under a host nation support (HNS) agreement,
Japan has provided about $2.5 billion annually in direct financia support of U.S. forcesin
Japan, about 77% of thetotal estimated cost of stationing U.S. troops. During negotiations
for anew HNS agreement covering the period after March 2001, the Japanese government
proposed a reduction in its contribution of about $70 million. The Clinton Administration
objected to any reduction, arguing that asubstantial Japanese HNS contribution isimportant
to the strength of the alliance. A new agreement, signed in September 2000, provides for a
reduction of HNS by dlightly over 1% annually through 2006.

Issue of U.S. Bases on Okinawa. Another issueisthat of theimpact of the heavy
U.S. military presence on theisland of Okinawa. Large-scale protests erupted in Okinawa
in September 1995, following the rape of a Japanese schoolgirl by three U.S. servicemen.
The 29,000 U.S. military personnel on Okinawacomprise morethan half thetotal of 47,000
U.S. troops in Japan. In a September 1996 referendum, the Okinawan people approved a
resolution calling for areduction of U.S. troop strength ontheisland. TheU.S. and Japanese
governments concluded an agreement worked out by a Special Action Committee on
Okinawa (SACO) on December 2, 1996, under which the U.S. military will relinquish some
bases and land on Okinawa(21% of thetotal basesland) over 7 years, but U.S. troop strength
will remainthe same. Alternativesitesareto befound for training and the stationing of U.S.
forces. Japan isto pay the costs of these changes.

The SACO agreement providesfor therelocation of the U.S. Marineair station (MAS)
at Futenma, adjacent to a densely populated area, to another site on Okinawa. Attemptsto
select asitefailed until late 1999, partly because of local opposition. A new site, Nago, in
northern Okinawa was announced by the Japanese government in November 1999. A
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complication has emerged, however, in the form of a demand by the mayor of Nago and
other groups in Okinawa to put a 15-year time limit on U.S. use of the base.

The bases controversy worsened in 2001 dueto allegations of sexual assaultsand arson
by several U.S. military personnel. The Okinawa Prefectural Assembly in February 2001
passed a resolution calling for a reduction of U.S. forces on the island. Senior Japanese
officiasindicated that Japan would seek changes in the implementation of the U.S.-Japan
Status of Forces Agreement (SOFA), which specifies procedures for transfer of custody to
Japan of U.S. military personnel and dependants accused of crimes. Okinawa s governor,
elected in 1998 as amoderate on the bases issue, now endorses callsfor a15-year timelimit
on the replacement base for Futenmaand areduction in the number of Marines on Okinawa.
The Bush Administration and Pentagon officials have said they are opposed either to
changing the SOFA or to agreeing to atime limit on the basing of U.S. forces on Okinawa.

Revised Defense Cooperation Guidelines. President Clinton and then-Prime
Minister Ryutaro Hashimoto issued a Joint U.S.-Japan Declaration on Security on April 17,
1996, affirming that the security alliance would remain relevant for the 21% Century. U.S.
and Japanese defense officials agreed on a new set of defense cooperation guidelines on
September 24, 1997, replacing guidelinesin force since 1978. Theguidelinesgrant theU.S.
military greater use of Japanese installationsin time of crisis. They also refer to apossible,
limited Japanese military role in “situations in areas surrounding Japan” including
minesweeping, search and rescue, and surveillance. The Japanese Diet passed initia
implementing legidlation in late May 1998.

The crises often mentioned are Koreaand the Taiwan Strait. Japan has barred its Self-
Defense Forces (SDF) from operating outside of Japanese territory in accordance with
Article 9 of the 1947 constitution, the so-called no war clause. Japanese public opinion has
strongly supported the limitations placed on the SDF. However, Japan has allowed the SDF
since 1991 to participate in a number of United Nations peacekeeping missions. Japan’'s
current Prime Minister, Junichiro Koizumi, has advocated that Japan be able to participate
in collective self-defense, but he said he would not seek arevision of Article9. The Bush
Administration says it will seek agreements with Japan which would upgrade Japan’s role
inimplementing the 1997 defense guidelines, including crisesin * areas surrounding Japan.”

Cooperation on Missile Defense. The Clinton Administration and the Japanese
government agreed in August 1999 to begin cooperative research and devel opment over the
next 5-6 years on four components of the U.S. Navy Theater Wide (NTW) theater missile
program. Proponents of missile defense justify it based on North Korea' s missile program,
but China has strongly opposed the program.

Japanese officials, starting with Prime Minister Koizumi, have expressed serious
reservations about the May 1, 2001 announcement by the Bush Administration that the
United States would proceed with the development and deployment of a national missile
defense (NMD) system regardless of the consequences for the 1972 Anti-Ballistic Missile
(ABM) treaty with the former Soviet Union. The Japanese government has expressed
concern over Secretary of Defense Donald Rumsfeld’s reported efforts to eliminate the
distinction between NMD and Theater Missile Defense (TMD). The Bush Administration
reportedly wants Japan to expand the scope of its research to include developing radar and
weapons control systems designed for the U.S. Navy's Aegis air defense system, which is
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seen by U.S. supporters as the most appropriate building-block for developing a near-term
NMD system.

Notwithstanding these concerns, Japanese defense policymakersseem highly interested
in acquiring a national missile defense capability. In late August 2001 the Japanese media
reported that the Japan Defense Agency (JDA) had requested adoubling of its current budget
for missile defense research to about $66.5 million for FY 2002. The budget request, which
seeksal.8% increasein theface of cutsof up to 10% in other ministries, also includesfunds
for two new destroyers equipped with the Aegis radar and fire control system, including
upgrades compatible with the later acquisition of a ballistic missile defense system. (See
CRS Report RL31337. Japan-U.S. Cooperation on Ballsitic Missile Defense: Issues and
Prospects, by Richard P. Cronin.)

Economic Issues
(This section written by William Cooper)

Despite Japan’ slong economic slump, trade and other economic tieswith Japan remain
highly important to U.S. national interests and, therefore, to the U.S. Congress. The United
States and Japan aretheworld’ stwo largest economies, accounting for around 40% of world
gross domestic product (GDP), and their mutual relationship not only has animpact on each
other but on theworld asawhole. Furthermore, their economies are bound by merchandise
trade, trade in services, and foreign investments.

JapanistheUnited States' sthird largest merchandise export market (behind Canadaand
Mexico) and the second largest source for U.S. merchandise imports. Japan also is the
United States's largest market for exports of services and the second largest source of
servicesimports. TheUnited StatesisJapan’ smost important trading partner for exportsand
imports of merchandise and services. Japan is the second largest source of foreign direct
investment in the United States and thefifth largest target for U.S. foreign direct investment
abroad; the United Statesis Japan’ slargest sourceof foreign direct investment and itslargest
target of foreign direct investment abroad.

Because of the significance of the U.S. and Japanese economies to one another,
domestic economic conditionsstrongly affect their bil ateral relationship. Asaresult, Japan’s
continuing economic problems and the recent deceleration of U.S. economic growth have
become central bilateral issues. Except for some brief periods, Japan hasincurred stagnant
or negative economic growth since 1991. In 2000, real GDP increased 1.5% but declined
0.5%1n2001. The Japanese unemployment ratewas 5.2% in March 2002, high by Japanese
standards but slightly below the record setting 5.5% in December 2001. Most mainstream
economic forecasterspredict therecession in Japan will continuethroughout the current year
but may recover in 2003. Theoutlook isamajor disappoi ntment to Japanese economistsand
policymakers who had hoped that the Japanese economy would finally recover.

Another sign of aweakening Japanese economy has been the rapid depreciation of the
yen. The Japanese yen has depreciated in the last year in terms of the dollar making U.S.
exportsto Japan moreexpensive and importsfrom Japan cheaper causing U.S. exportersand
import-sensitive producers some competition concerns. On January 2, 2001, the yen/dollar
exchangeratewas¥114.75=$1.00. On April 1, 2002, theratewas¥133.32=$1.00,a12.1%
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yen depreciation. The yen has appreciated somewhat to ¥124.35=$1.00 on June 17, 2002.
In an April 8 speech in Washington, Council of Economic Advisers Chairman Glenn
Hubbard stated that Japan could not depend on exports to the United States alone to
reinvigorateitseconomy. InaJanuary 23, 2002 speech in Tokyo, Secretary of the Treasury
O’ Neill warned Japan that the United States did not support apolicy of aweak yen asaway
for Japan to stimulate its economy. Some Members of Congress have charged that Japanis
manipulating the value of the yen downward in order to boost Japanese exports.

Economistsand policymakersin Japan and in the United States have attributed Japan’s
difficulties to a number of factors. One factor has been the bursting of the economic
“bubble’ in the early 1990s, which saw the value of land and other assets collapse. The
bursting of the asset bubble led to the collapse of Japan’s banking sector and to persistent
deflation, both of which have dampened domestic demand. Analysts have also pointed to
ineffectivefiscal and monetary policiesand to structural economic problemsasimpediments
to afull economic recovery in Japan.

Riding on very high popularity poll ratings, Prime Minister Koizumi’s government
announced a multipoint economic reform plan in June 2001. The plan included not only
stepsto deal with bad loans, but al so with thereforming fiscal policies, restructuring Japan’s
social security system, and reducing the government’ sinvolvement in businesses. Koizumi
warned the Japanese peopl e that the economi c reformswoul d requireadjustmentsfor several
yearsthat would be painful but would put Japan on course for economic growth in the long-
term. However, the Koizumi government appears to be retrenching. For example, recent
official announcements on government spending indicate that the government will likely
exceeditsself-imposed 30trillion yen ceiling on new government debt. Banking reformalso
remains a problem. On March 29, 2002, the Koizumi government announced a package of
new deregul ation reformswith an emphasi sthe social sphere— medical care, education, abor
and public services. The reforms are to be implemented over a three-year period.

If Japanese economic problems are occupying the center of U.S.-Japanese economic
ties, some long-standing trade disputes continue to irritate the relationship. The U.S.
bilateral trade deficit with Japan reached $81.3 billion in 2000, breaking the previousrecord
of $73.9 billion set in 1999. (See Table 1.) However, in 2001, the U.S. trade deficit
declined 15%, primarily because of the slowdown in the U.S. economy.

Table 1. U.S. Trade with Japan, 1996-2001

($ billions)
Year Exports Imports Balances
1996 67.5 115.2 -47.7
1997 65.7 121.4 -55.7
1998 57.9 122.0 -64.1
1999 57.5 131.4 -73.9
2000 65.3 146.6 -81.3
2001 57.6 126.6 -69.0

Source: U.S. Department of Commerce, Bureau of the Census. FT900. Exports are total exports valued on
af.as.basis. Imports are general imports valued on a customs basis.
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In addition, Japan has raised concerns over U.S. actions to restrict steel imports from
Japan and other countries. U.S. steel workers and producers have cited a surge in steel
imports after 1997 as a reason for financial problems they face. They have claimed that
foreign dumping, government subsidies, and general overcapacity intheworld steel industry
have strained their ability to compete.

The 107" Congress is considering a number of proposals to impose direct quotas on
steel importsand to revise U.S. trade remedy (countervailing duty, antidumping and escape
clause) laws. In the meantime, the Bush Administration submitted a request to the U.S.
International Trade Commission to investigate whether the surge in imports constitutes a
substantial cause or threat of “serious injury” to the U.S. industry under the section 201
(escape clause) statute on June 22, 2001. On December 20, the Commission issued its
determination that domestic steel producers were being seriously injured or are threatened
by serious injury from imports of a number of steel products, including some from Japan.
On March 5, President Bush announced that the government would impose higher tariffson
importsof selected steel products. OnMarch 6, the Japanese government called thedecision
regrettable.  On March 20, Prime Minister Koizumi’s government requested formal
consultations with the United States through the WTO, stating that the U.S. action was not
in compliance with WTO rules and that the problems of the U.S. steel industry were due to
its lack of international competitiveness and not imports. The Japanese government
threatened to impose retaliatory tariffs on U.S. steel exports worth $5 million by June 18.
However, on June 13, the government announced it would delay taking action.

The United States and Japan have agreed to discuss problemsin auto trade under anew
framework. The United States has also been pressuring Japan to reform government
regulations of key industries, such as telecommunications, in order to stimulate long-term
economic growth and increase market opportunities for U.S. exporters and investors.

At their June 30, 2001 summit at Camp David, President Bush and Prime Minister
Koizumi agreed to establish a sub-cabinet level forum — the “U.S.-Japan Economic
Partnership for Growth” — to discuss economic issues of mutual concern, such as overall
economic policies and deregulation, and persistent sector-specific concernsincluding autos
and autoparts, insurance, and flat-glass. The forum includes business representatives and
other non-government experts as well as government officials.

The United States and Japan will remain significant economic players in the world
economy and important partnersfor one another for the foreseeable future. The scale of that
importance might change over time as other countries, especially Mexico and the Asian
economies, increase their strength as trading nations. The climate in U.S.-Japan economic
relations will likely be judged on how the two countries manage pending and future issues,
including the following:

e Japanese challenges of U.S. AD, CVD, and other trade laws in the WTO,;

e thetradeimbalance— anincreasing U.S. trade deficit with Japan has often
led to bilateral tensions;

e surgesin U.S. imports of import-sensitive products, for example stedl;

e economic growth and reformin Japan and their impact on the United States;
and
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e the ability of the two countries to work together to promote a common
agendain the WTO, the Asian-Pacific Economic (APEC) forum and other
organizations.

Japanese Political Developments
(This section written by Mark Manyin)

Current Situation. Intheweeksafter hisunconventional riseto power in April 2001,
the extraordinary popularity of Prime Minister Junichiro Koizumi helped propel the ruling
coalition dominated by the Liberal Democratic Party (LDP) to significant victories in
successive two parliamentary elections. The key to his popularity was his appea to
independent voters, who constitute a majority of the Japanese electorate and tend to back
reformist politicians. For months, Koizumi’ s public approval rating remained well over the
70% level despite Japan’ s worsening economic situation and a growing sense that K oizumi
was unlikely and/or unwilling to follow through on his promises to radically reform the
economy and the political system.

Upper House Composition

Lower House Composition Color Slice = Ruling Coalition Member

Color Slice = Ruling Coalition Member

Communist Party (20
Liberal Party (22
LDP (242)
New Conservative Party (7

New Komeito (31,

LDP (111)

Koizumi’ s approval ratings began plummeting in early February 2002, however, after
he dismissed the intemperate and gaffe-prone but highly popular Foreign Minister, Makiko
Tanaka, over adispute with Foreign Ministry bureaucrats and a prominent LDP politician.
Although most Japanese appeared ambivalent about Tanaka's performance as a diplomat,
they had applauded her attempts to reform the scandal-plagued Foreign Ministry and her
frequent criticismsof the LDP’ sdecision-making system. Her dismissal wastaken asasign
that Koizumi had bowed to the wishes of the LDP' s powerful old guard factions that are
strongholds of the “old economy” interests that are most threatened by Koizumi’ s agenda.
A seriesof corruption scandalsamong the LDPleaders have sent K oizumi’ s public approval
ratings below the 50% level for thefirst time. Because Koizumi’ s popularity was one of the
few weapons he could wield in his efforts to seize the machinery of government away from
the LDP skingpins, the prospectsfor hiseconomic reform program have become even more
clouded. However, there appear to be no politicians in the LDP or in Japan’s opposition
parties that have the political strength to challenge Koizumi in the near future.
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Background - The Political System’s Inertia. Despiteover adecadeof economic
stagnation, or negative growth, Japan’ spolitical system—indeed, many of Japan’ seconomic
policies—have remained fundamentally unchanged. What accountsfor thisstrikinginertia?
Three features of Japan’s political system give vested interests an inordinate amount of
power inJapan: the extreme compartmentalization of policy-making; thefactional divisions
of the Liberal Democratic Party; and the weakness of the opposition parties. Many of
Koizumi’s farthest-reaching reforms actually are attempts to alter the first and second of
these characteristics.

The Compartmentalization of Policy-Making. To a striking degree, Japan’'s
policymaking process tends to be heavily compartmentalized. Policy debates typically are
confined to sector-specific, self-contained policy arenasthat are defined by thejurisdictional
boundaries of a specific ministry. Each policy community stretches vertically between
bureaucrats, LDP policy experts, interest groups, and academic experts. Unlike in most
industrialized societies, each policy arenain Japan is so self-contained that cross-sectoral,
horizontal coalitions among interest groups rarely form. One reason for this is that
bureaucrats are paramount in most of Japan’s policy compartments. Only in matters
involving highly politicized industries such asagricul ture and security policy have politicians
and interest groups become significant playersin the policymaking process. Even inthese
areas, responsibility for carving out the details of policy still rests with the bureaucrats, in
part because Japanese politicians often only have a handful of staffersto assist them.

Furthermore, the LDP's policymaking organ, the Policy Affairs Research Council
(PARC), itself is segmented into specialist caucuses (often called “tribes’ or zoku), so that
competing interests — such as protectionist farmers and export industries — rarely face off
inside the LDP. For thisreason, the LDP often finds it difficult to make trade-offs among
itsvarious constituencies. Theresultisoften paralysisor incremental changesat themargins
of policy. Koizumi has attempted — thus far with limited success — to change this by
centralizing more power in the Prime Minister’ s office, at the expense of the PARC and the
bureaucracies.

The Factional Nature of the Liberal Democratic Party. The LDP hasbeenthe
dominant political forcein Japan sinceitsformationin 1955. Itisnot apolitical party inthe
traditional sensebecauseit haslongbeenriven by clique-likefactionsthat jeal ously compete
for influence with one another. For instance, cabinet posts, including the office of prime
minister, typically have been filled not on the basis of merit or policy principles but rather
with aview towards achieving a proper balance among faction leaders, who act behind-the-
scenes as kingpins. Because the LDP president (who de facto becomes Japan’s prime
minister) isnot thetrue leader of the party, he often lacksthe power to resolvedivisiveintra-
party disputes or even to set the party’ s agenda.

For over two decades, the LDP' s dominant faction has been the one founded by former
Prime Minister Kakuei Tanakainthe 1970s. Itiscurrently headed by former PrimeMinister
Ryutaro Hashimoto, whoin April 2001 wassurprisingly defeated by Koizumi inthe selection
for LDP President due to an unprecedented revolt by reformist local party members.
Koizumi, who originally camefromarival faction, hascalled for doing away withthefaction
system. Coincidingwith hisselection asL DP President, K oizumi bucked party traditionfirst
by resigning from his own faction and then by giving the anti-reformist Hashimoto group
only one Cabinet post.

CRS-13



IB97004 06-20-02

Oneresult of the LDP' s opaque, top-down decision-making structureisthat it hasbeen
slow to adapt to changes in Japanese society. The LDP has coddled many of Japan’'s
declining sectors, such as the agriculture and construction industries, which have provided
the money and manpower for the party’ s political activities. Corruption hasthrived in this
machine-politics system; over the past thirty years many of the LDP' stop |eaders have been
implicatedinvariouskickback scandals. Compounding the problemisthat Japan’ selectoral
districting system overweightsrural voterscompared with morereformist-minded urbanites;
each rural vote isworth an estimated 2.3 urban votes.

Over the past decade, a bloc of independent voters —who now constitute amajority of
the voting popul ation — has arisen opposing the LDP s* business as usual” political system.
Urban, younger, and increasingly female, this pool of independents has shown itself willing
to support politicians, such as Koizumi, who appear sincerely committed to reform. Thus,
the LDPisunder severe, perhapsunmanageable, stress: to succeed infutureelections, it must
become more appealing to the new generation of reform-minded voters. Yet, if it adopts
political and economic reforms, it risks antagonizing its traditional power base.

Theriseof unaffiliated votershel psexplainthe LDP ssteadily declining strength inthe
Diet (the Japanese parliament) over the past decade. Sinceit was briefly ousted from power
in 1993 and 1994, the LDFP s lack of amajority in both houses of the Diet has forced it to
retain power only by forming coalitionswith smaller parties. Today, that coalition includes
the Buddhi st-affiliated New Komeito Party and the right-of-center New Conservative Party.
In October 2001, victories in bi-elections gave the LDP its first mgjority in the 480-seat
Lower Housein years. However, the party still lacks amajority in the less powerful Upper
House. It therefore continues to depend on its two coalition partners to be assured that
legislation will pass, making radical policies that much more difficult to adopt.

The Weakness of the Opposition Democratic Party of Japan (DPJ).
Koizumi’s declining popularity has given new life to the DPJ, which for months had been
on the defensive. Until Koizumi’ sriseto power in April, the DPJ had been expected to do
well in the July 2001 Upper House elections, in which it ultimately gained three seats. In
contrast, the DPJ had scored significant gains during Lower House electionsin 2000, when
the party increased its strength from 95 to 127 seats, largely due to the support of
independent urban voters. The DPJ, which describes itself as “centrist,” is led by Yukio
Hatoyama, a former LDP politician whom most analysts consider to be a standard bearer
lacking the charismaand outspokenness sought by many Japanese independent voters. The
DPJwas formed in April 1998 as amerger among four smaller parties. This amalgamation
has led to considerable interna contradictions, primarily between the party’s
hawkish/conservative and passivist/liberal wings. Asaresult, on most issues the DPJ has
not formulated coherent alternative policies to the LDP, which perhaps explains why the
DPJ sapproval ratingshaverarely surpassed 20%. Somecommentators have specul ated that
Koizumi may attempt to realign the Japanese political scene by bolting from the LDP and
allying with the DPJ s more conservative wing, led by Hatoyama. Hatoyamaand hismain
challenger, the | eft-of-center DPJ Secretary General Naoto Kan, have begun to square off in
anticipation of the intra-party vote.
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U.S. Policy Approaches

(This section written by Richard Cronin)

Congress cannot itself determine the U.S. approach toward Japan, but its powers and
actionsin the areas of trade, technology, defense, and other policy form a backdrop against
which both the Administration and the Japanese government must formulate their policies.
Congress retains the ability to place additional pressures on Japan and other trade partners,
and on the Administration, through the legislative process. Congress can aso influence
U.S.-Japan political and security relations by its decisions on the size and configuration of
U.S. forces in Japan.

Members of Congress and thewider public broadly agree across party, ideological, and
interest group lines on the need to reduce the U.S.-Japan trade deficit while maintaining
Japanese support for U.S. international political and regional security policies, but they differ
over what priorities to assign to U.S. objectives and over how best to influence Japanese
policies. Currently, two schools of thought regarding U.S. approaches to Japan appear to
have the most adherents. Neither of them fully approximates present U.S. policy, but
elements of both can be discerned in an ongoing, low profile interna policy debate.

1) Emphasize Alliance Cooperation. Some, notably President George W. Bush
and his Asian and economic policy advisors, favor emphasizing the overall U.S.-Japan
relationship more than in the first Clinton Administration, when highly confrontational
approaches to reducing Japanese trade barriers were given highest priority. Proponents of
this approach tend to see threats to regional stability such as China's growing assertiveness
and threats to peace and stability on the Korean peninsula as warranting special efforts to
consolidateand expand theU.S.-Japan security relationship. Somealso arguethat littlemore
can be expected from new market-opening initiatives, since the most serious issues have
already been tackled and real future progress can only come from basic structura reforms
that Japan needs to carry out anyway to resuscitate its economy.

2) Emphasize U.S. Trade and Economic Objectives. A second approach
would place renewed emphasi s on the promotion of U.S. trade and economic objectives, but
most especially the goal of getting Japan to adopt policies that have the best chance of
revitalizing the stagnant Japanese economy, relying on pragmatismin both capital sto sustain
political and security ties. Many, especially Members of Congress from steel producing
regions, would also apply the full panoply of U.S. trade law and |egislate other measuresto
address specific problem areas. Advocates of this approach tend to assume that Japan’s
security policies will be governed by practical national self-interest calculations that are
independent of the state of U.S.-Japan trade and economic relations. This approach is
predicated on the assumption that the United States and Japan would still have many
common security interests, including the goa sof counterbal ancing rising Chinese power and
otherwise maintaining regional peace and stability, regardless of any trade friction that the
approach would generate. Some academic and “think tank” proponents of this approach
view Japan asa“free-rider” on U.S. security protection, and afew arguethat U.S. economic
and other interests would be better served by a phased military withdrawal from Japan. The
Bush Administration has indicated that it intends to firmly commit to a policy of
emphasizing alliance cooperation, but some in Congress may continue to call for measures
to redress the trade imbalance and in particular for additional measures to counter surges of
Japanese imports that damage U.S. industries.
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LEGISLATION

H.Amdt. 188 (A022) (Rohrabacker)

Amends H.R. 2500. An amendment to prohibit use of fundsfor filing amotion in any
court opposingacivil action against any Japaneseindividual or corporationfor compensation
or reparationsin which the plaintiff in the action allegesthat as an American prisoner of war
during WWII, he or she was used as a slave or forced labor. Agreed to by recorded vote:
395-33 (Roll no. 243), July 18, 2001. Dropped from the conference report to H.R. 2500,
which was agreed to in the House on November 14, 2001, and the Senate on November 15;
and signed into law on November 28 (P.L. 107-77).

H.Res. 65 (King, Peter T)
Establishing a Select Committee on POW and MIA Affairs. Introduced Feb. 27, 2001.
Referred to House committee.

H.R. 2835 (Cox)

To authorize the payment of compensation to members of the Armed Forces and
civilian employees of the United States who performed slave labor for Japan during World
War |1, or the surviving spouses of such members, and for other purposes. Referred to the
House Committees on Veterans, Ways and Means; and Judiciary, Oct. 31, 2001.

S. 1272 (Hatch)

A bill to assist United States veterans who were treated as slave laborers while held as
prisoners of war by Japan during World War 11, and for other purposes. Introduced, read
twice, and referred to the Committee on Veterans' Affairson July 31, 2001. Referred to the
Committee on the Judiciary by unanimous consent, June 18, 2002.

S. 1302 (Bingaman)

A bill to authorize the payment of a gratuity to members of the armed Forces and
civilian employees of the United States who performed slave labor for Japan during World
War |1, or the surviving spouses of such members, and for other purposes. Introduced
August 2, 2001. Referred to Committee on Veterans' Affairs.

S.Amdt. 1538

AmendsH.R. 2500. To provide protection to American Servicemen who were used in
World War Il as dave labor. Motion to table, September 10, 2001, rejected in Senate by
yea-nay vote of 34-58; recorded vote number: 276. Adopted by voice vote, September 10,
2001. Dropped from the conference report to H.R. 2500, which was agreed to in the House
on November 14, 2001, and the Senate on November 15. Signed into law on November 28,
2001 (P.L. 107-77).
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