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THE POLITICAL CONDITIONS FOR
ECONOMIC REFORM

PREDICTING JAPAN'S ECONOMIC FUTURE

If permanent high growth characterised the Japanese economy in the 1980s
and permanent recession in the 1990s, then no one can predict what paradigm
will captare the dominant economic trends in the first decade of the 21¥
century.' At the end of the lost decade’ of the 1990s, the debate abour Japan’s
economic future polarised into two contending schools of thoughu: the
structural pessimists’ {or “Japan’s sun is seting’ school} and the ‘techno-
revivalists' (or “Japan’s sun is rising’) school. The strucrural pessimists argued
that Japan’s inability and unwillingness to engage in fundamental economic
reform condemned its economy to low or no growth and diminishing
interpational influence.” In contrast, the techno-revivalists asserted that the
Japancse economy had reached 2 wurning peinc and would soon ride the wave
of burgeoning I'T industdes to recovery.”

With the rechno-revivalists discredited by Japan’s continuing economic
malaise, the debate shifted to disagreement berween those who remained
uniformly pessimistic about the fature of the Japanese cconomy® and those
who were caudously optimistic.” In 2001-02, economic trends in Japan tended
to favour the pessimists. In December 2001, the Japanese prime minister
admitted that: “The Japanese economy is stifl experiencing a period of
concentrated adjustment and the severe conditions will continue, with zero
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growth projected for FY 2002°.° Only three months later, however, the Minister
of State for Economic and Fiscal Policy claimed that economic growth would
move to the plus side in the second half of 2002.7 This positive outook was
later endorsed by the Minister of Finance whoe claimed that the naton’s
protracted economic slump had boromed out, citing evidence of a business
recovery, a growth in exports, stabilisadion of consumer prices and the
unemployment rate, as well as other positive indicators.® Evidence of a cydlical
upturn prompred some commentators to hope rhat improving economic
conditions might solve some of the long-term problems besetting the Japanese
economy.” The prediction that the economy had bottomed out was supported
by official June 2002 figures for real GDP growth of 1.4 per cent in the January—
Mazch quarter.’® The economic turnaround was attributed 1o ‘the huge growth
in exports led by the recovery of the U.S. economy and other external facrors.

The question now is how sustainable the Japanese economic recovery will
be in the light of continuing deflation (a continuous downward wend in price
levels),' financial system instability,’® and other negative factors for GDP
growth, The cconomic situation remains severe in spite of slight signs of
recovery.” The governments ‘Basic Policies for Economic and Fiscal Policy
Management and Structural Reform 2002" acknowledges that the economy
has ‘entered the bortom stage in its cyclical changes [but also cautions that]
business investment remains weak, employment and income conditions
continue to be severe, and recovery in houschold consumption...[is] delayed
and hovering’ . Even the cautious optimists argue that the ‘much-hoped-for
recovery will likely be fragile, unless economic fundamentals are strengthened’. ™
Others emphasise the need to get public policy settings right as well as
improving corporate governance.” In short, most concede that the key to
sustainable recovery is economic reform.

Undetstanding the likely success or failure of Japan’s current reform program
is, therefore, important to assessing the future of the Japanese economy. It is in
this context that the dynamics of the so-valled Kolzumi revolution’ loom so
large.

KOIZUMI'S ‘STRUCTURAL REFORM" REVOLUTION

In April 2001, Prime Minister Koizumi Junichiré stepped into the political
limelight with 2 bold slate of reforms to rescue the Japanese economy. Since
that time, he bas attracted a great deal of comment in both the academic and
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popular press.”® Much of the discussion has focussed on his unconventional
ieadership style and on his mission o change Japan.

Koizumi has adopted the mantra of “siructural reform’ (kd2d kaikaki) to
encapsulate his agenda and o signal his commitment to radical change.
Structural reforny is a rather rubbery concept that means different things ¢«
different people. In a general sense it involves fundamental changes that have
the effect of altering the fixed characteristics of economic, political, social and
administrative systems.” As Sawa comments, “structuzre” means 2 mechanism
that does not easily change, so changing that mechanism is “structural reform”.
For example, the systems and practices thar define the mechanisms of Japaghs
economy are “structures’ because they do not easily change’”

In economic policy, struceural reform means market-oriented reform, that
is, moving economic¢s in the direction of freer and more transparent markets
by introducing or strengthening the market mechanism. In more general policy
contexts, structural reform encompasses not only the idea of market reform,
bur also notions of smaller and more efficient government. In addition o reforms
such as deregulation, trade liberalisation, strengthened competivion policy and
financial sector restructuring, it also includes reforms of the state secror such
as privatisation, fiscal and tax teform, and welfare and penston reform.” In
sum, it refers to a package of interrelated pelicy ‘correctives’ aiming at more
etficient resource allocation, higher productivity and increased growth prospects
for states.

Kokzumi's stroctural reform program embraces all these dimensions. In his
first major policy speech in the Diet in May 2001, he reiterated his pledge w
institute ‘economic, fiscal, administrative, social and political structural
seforms’. ™ Structural reform in Koizumi's view encompasses a raft of changes
designed to drive the economy in a more market-liberal direction, shrink the
public sector, make processes of policymaking more transparent and
accountable, and create a sociery that supports individual choice and creativity.®
The ‘Basic Stance for Macroeconomic & Fiscal Management in Figcal 2002
commits the government ‘to the fundamental reform of existing social and
economic structures and the construction of a new social and economic
framework that will lead to the full realization of Japan’s potendalities’ ™ In
July 2602, Koizumi called o5 six of his economic ministers to submit reform
praposals for regulatory reform, privatisation, outsourcing and private finance
initiatives from the perspective of rransferring responsibilities from the
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government to the private sector; specific proposals to promote regional
independence and reform of systems to create employment opportunities in
newly growing felds and facilitate the movernent of labour; measures to promote
a transition from policy means based on public works projects to those thar do
not depend on public works projects; and reviews of the involvement of central
government through subsidies.” Kowzumi draws deliberate parallels between
his reforms and those of Margaret Thatcher and Ronald Reagan,” suggesting
that he is belatedly erying to introduce the nec-liberal economic agenda to
Japan, George Bush shares a similar understanding of Koizumi’s program: “Japan
has embarked on a new restoration—a restoration of prosperity and economic
growth, through fundamental reform and the full embrace of competiton' ™

The fact that Prime Minister Koizumi peppers his public pronouncements
with the term kbzé kaikakby does not mean, however, that structural eform
will automatically follow. The Japanese political system is not known for
engineering rapid change or fundamental transformations of existing systems.
Ir fact it is renowned for precisely the opposite: for delivering ‘reform’ that
represents ‘no change’®® and for suffering a kind of structural paralysis or policy
immobilism.”

In this context, two fundamental questions arise in relation to Koizumi's
structural reform revolution. First, how do Kolzumis bone fides as a reformer
compare with those of his predecessors? Is he a politician in the traditional
mould, or is he breaking thar mould? Second, to what extent is Koizumi
dedivering veal change? Are his reforms litde more than rheroric, or is he effecting
substantial transformations in Japan’s institutional and economic structures?

KOIZUMI AND THE TRADITION OF PRIME MINISTERIAL
‘REFORMERS’

Koizumi’s use of the term structural reform’ as the bautle-cry of his
administration is rather typical of prime ministerial sloganeeting in Japanese
politics. For Tkeda Hayato it was the ‘income doubling decade’, for Nakasone
Yasuhiro it was sertlement of the postwar accounts’, and for Takeshita Noboru
it was furusato (‘hometownism’). In fact, most administrations have been
associated with an overarching policy theme. The question is whether such
slopans embellish constractive policy initiatives or merely substitute for them.,

Every Japanese prime minister from the mid 1990s onwards has pronounced
himself a champion of reform. Prime Minister Hashimoto Ryfitard promised
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to ‘watk through flames’ to achieve his reform goals. Prime Minister Obuchi
Keizd vowed o 'launch major reforms with the hand of the devil and the heart
of Buddha while Prime Minister Mori Yoshit# committed himself to something
called “Japan’s economic rebirth’ ™ Again, the question arises whether these
catch-phrases are just theroric or declarations of a commitment 1o genunine
reform.

Japanese prime ministers are prominent as putative reformers because their
office and long incumbency normally gives them the huxury of a relatively safe
seat in the Diet and predisposes them towards adopting a national interest
perspective on issues.® Prime ministers have been more likely to pursue policy
causes like dereguladon (Aésed bamwa), administrative reform {gydsei kaikake),
privatisation (mineika), internationalisation {kokusaika) and marker
liberalisation (shifo fiyiika), which benefit the national interest at the expense
of special interests. This has generally been in response o various pressures,
including fscal and international pressures. Prime ministers have also led the
charge to subject the notoriously entrenched Japanese burcavcracy to stronger
political control and to suengthen the position of the prime minister as the
leader of the government.

Several of Koizumi’s predecessors attempted key reforms. Prime Minister
Nuakasone Yasuhiro (1982-87) privatised the Japan Natioral Railways (JNR)
public corporation, the Japan Tobacce & Salt Public Corporation and the
Nippon Telephone and Telegraph Public Corporation (NTT} as well as
sponsoring a program of internationalisation that facilitated further opening
of Japanese markets. A decade [ater, the Hashimoto administration pursued six
major reforms (robudai kaitkabu): administrative reform, fiscal strucrural reform
(zaisei kdud katkakn), economic structural reform (kedzai k02é kaikaku), financial
systern veform {(kinyéi seido kaikaku), social security system reform (shakai hoshs
seido kaikaku) and educational reform (kydiku kaikaku)® Amongst Hashimoto's
greatest achievements were the so-called financial "Big Bang' and the passage
of the Fiscal Structural Reform Law (Zaisei Kézd Kaikakuh$).?® His
administration also laid the groundwork for the path-breaking administrative
reforms that came to fruition in January 2001 when Hashimoto was serving as
Minister of Stare for Adminiscrative Reform, Okinawa Development and
Northern Territories Affairs in the second Mori Cabinet. These reforms
reorganised the central ministries and agencies, streamlined the administration,
and strengthened the executive leadership of the prime minister and cabinet
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In many cases, prime ministers have used private advisory councils to provide
them with constructive proposals for policy change, to generate public impetus
for reform and to circumvent institutions and groups resistant to change.
‘Council politics’ began in a big way with Prime Minister Nakasone and has
been continued by most of his successors. Hashimoto, for example, used the
Administrative Reform Council (Gydsei Kaikaku Kaigi), which he chaired and
directly controlled, as a vehicle for beginning the work of bureaucratic
reorganisation.”

Advisory councils have also been used as window dressing to put a ‘reformist’
gloss on traditionalist leaders, like Prime Minister Obuchi. During the Obuchi
administration, three high-profile national commissions were set up to
recommend reforms—the Economic Strategy Council, the Industrial
Competitiveness Council and the Commission on Japan’s Goals in the 21*
Century. Their reports contained numerous proposals for positive change in
existing policies. However, council members complained thae their creativeness
was not backed by political will, resulting in ‘no clear timetable or milestones
to implement major elements of these proposals in a speedy and concrete
way.* Obuchi and his successor Mori largely operated in the shadow of the
Hashimoto administration. They both implemented Hashimoto-initiated
reforms, while themselves generating little more than reformist rhetoric to
disguise their advancement of traditional LDP policies.*’

As a reforming prime minister, Koizumi differs from his predecessors in two
principal ways. First is the nature and significance of his reform program.
Table 1.1 provides some indication of its scope and scale. It shows clearly that
the course on which Koizumi has embarked amounts to a structural reform
revolution. He is attempting to move across many fronts at once, touching on
some of the core problems of Japan’s economic structure: its banking institutions
and problem loans, the fiscal deficit and wasteful public works spending, a
bloated public enterprise sector, and a welfare and pension system inadequately
equipped to meet the demands of Japan’s aging society. None of Koizumi’s
predecessors have attempted such a reform revoludon.

Second, in pursuing his reforms Koizumi has set his sights on the vested
interests that underlie his own party and the bureaucracy and has made them
a specific target of transformation. Koizumfi’s structural reform agenda has
thrown down an extraordinary challenge to the politico-economic starus guo in
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Japan by specifically targeting those groups with a vested interest in the
established order. Kotzumis immediate targets are vested interests associated
with the construction of public works projects. public sector enterprises and
the provision of postal and medical services. Koizumi sees the wholesale diversion
of private savings into ‘notoriously inefficient public works projects’™ through
the state-run postal savings and insurance system as symbolic of the distortions,
inetficiencies and rigidities in the economy. The fsunami of public debt thar
threatens to overwhelm future Japanese governments and cheir public
expenditure programs also demands a strong focus on fiscal and public sector
seform involving abolition or privatsation of public enterprises and cuts in
public expendirure and public works. In Kolzumis view, fapan can no lenger
afford to subsidise loss-making public corporations or wasteful public works
spending, which represent an inefficient use of the nation’s resources and which
selectively benefiv rural and regional residents at the expense of city dwellers,

The implication is quite sadical: the vision thar Kolzumi represents calls
into question. the entire politico-economic system that has predominated in
postwar Japan. As the Managing Director of the Foreign Press Centre in Tokyo
comments: ‘No ruling party leader has so forthrightly and unequivocally called
for putting an end to that system’.” Kaizumi’s policies place him outside the
mainsteeam policy consensus that has held sway within the LDP and the
bureaucracy for decades.®

This is all the more surprising given Roizumi's conventional background
and career track record in the LDP The explanation lies in Koizumi's distincrive
mods operandi as a politician. In spite of his LDP credendals, Koizumi is the
antithesis of the archetypal LDP politician who uses positions in the party, in
the cabiner and in the Diet to obtain benefits for special interests in exchange
for vores and money. Hashimoto, for example, may have pursued reform as a
prime minister, but he retained his long-time connections with the specific
scctional interesis that had backed him as an LDP politician. In contrast,
Koizumi has shown lirde interest in collecting mosey or building up a base of
support amongst specific industrics and interest groups.® He is not the standard
LDP special-interest Diet member, His perspective cuts across sectional interests
and challenges the pockets of vested interest lying within secroral divides
cosseted and protected by LDE This has given him both freedom and flexibility
in pursuing his reform program.
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POLITICAL CONDITIONS INFLUENCING REFORM OUTCOMES

To gauge whether Kolzumis structural reform revolution is likely to succeed,
one needs not only a more general understanding of the political conditions
that are conducive 1o economic reform across states, but zlso an evaluation of
the prevailing political conditions in Japan and whether these are facilitating
or chstructing economic reform under the Koizumi administration. In 2ll the
popular and scholarly discussions of Koizumi’s reform efforts, no systemartic
explanation has yet been offered to account for his policy achievements (or
lack of them}. Nor has there been any attempt to examine the experience of
Japanese economic reform under Koizumi in the context of more general
theorising about the political conditions for economic reform.

A specific liverature in political economy has tazgeted the pelitcs of econoemic
reform.* Based on a series of case studies and cross-national comparisons,
researchers have identified the political conditions associated with failed, partial
and successful economic reform in countries endeavouring to effect a shift
from 2 high degree of state control to more market-based systems. A major
focus of this research has been the issue of poliical resistance to economic
reform and the conditicns under which such resistance can be overcome. Much
of the analysis is based on standard political science assumptions about the
interaction of instirutions and group interests. More formalised theory-building
has relied on approaches derived from economics, such as collective action
theory and institutional economics, which reduce political behaviour to
incentives faced by self-interested individuals.*?

Drawing on a series of separate country studies, Williamson and Haggard
have devised a ser of testable hypotheses that posit the polirical conditions for
economic reform in states making the transition from what they call ‘the old
model—typically divigiste, statist, overly protectionist and inward-looking, and
often suffering from unsustainable macrosconomic policies—to the new—with
greater macroeconomic discipline, market-friendly, and owwardly oriented’.®
The hypotheses are based on a ser of loose empirical generalisations about
what kind of political conditions have been conducive to economic reform in a
number of countries of varying poiitical types.”” No strong claims are made for
the hypotheses in terms of robust theory-building. The conditions that are
necessary for reform to occur are not distinguished from those that are merely
advanrageous. The hypotheses do not claim to specity the necessary and
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sufficient conditions for reform. Nor do they make any claims to being exhaustive
or mutually exclusive, Nevertheless, when taken rogether, the hypotheses form
a useful analytical framework for studying the politics of economic reform in a
particular case.

The following section builds on the work of Willlamson and Haggard w
develop a set of hypotheses encompassing the political conditions for economic
reform which are elaborated and applied te Japan under the Koizami prime
ministership.® Japan provides an ideal test case for these hypotheses because
Koizumi’s pro-active structural reform agenda specifically targets ‘old model’
characteristics of the Japanese economy and is designed to induce ‘new economy’
characteristics through processes such as privatisation, public sector reform
and deregulation.

HYPOTHESISING THE POLITICAEL CONDITIONS FOR
ECONOMIC REFORM

In an ideal world, politicians would choose economic policies that serve the
collective good, defined by John Stuare Mill as ‘the greatest happiness of the
greatest number’ and by economists as ‘maximising aggregare welfare’. In the
real wotld, as every economist (and political scientst) knows, it is politics that
more often thap not determines what econemic policy options can be taken
up and implemented. In short, many ‘economic problems boil down to political
problems’.* Moreover, whole theoretical superstructures have been built around
the overblown generalisation thar politicians, interest groups and voters are
driven exclusively by rational calculations of self-interest.® In short, political
self-interest and political expediency all too often ‘distort’ economic policy
choice.

In spite of the strictures imposed by the economic theory of polirics, there
are times when politicians can rise above considerations of shore-term political
expediency and think beyond the electoral cycie. Sometimes, for example,
government leaders can become objectively convinced of the merits of economic
reform for national interest reasons or are simply committed to reform on
ideological grounds, even at the risk of their own political skins, For these
politicians, the main task becomes convincing others in policy communities
that reform is needed and, in democracies, convincing interest groups and the
wider public of the same thing. Successful reform in the face of the inevitable
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political obstacles puts a premium on making the right moves and adopting
the right strategies in order to maximise the chances of successfully
implementing policy change.

Hypothesising the pelitical conditions for economic reform assumes that
there are circumstances in which government leaders, policy élites, special
interests and the public can be more easily persuaded of the need for economic
reform. Similarly, it assumes that there are types of politico-instirutional
structures which are more effective in delivering reform, and that following
certain types of political and economic strategies will be more likely to deliver
reform by helping to overcome the diverse political obstacles that stand in the
way. These are the kinds of political conditions that need 1o be examined for
particular stares undergoing economic reform processes. Some of the variables
in the political environment can be manipulated by reformist governments,
such as choice of economic advisers and clever policies. Others are givens, such
as the structure of political instirutions in which reformist leaders operate,
although even these may in some cases be adjusted or manipulated to some
extent.

The problem that all political leaders face in embarking on a program of
economic reform is that there will be winners and losers. Anticipared change
will thus unaveidably bring forth political cost-benefit analyses as well as
econemic cost-benetit analyses. Losers are those who obtain economic benefits
under the ‘old economy’ and who stand o forgo these benefits under the ‘new
economy’. In the parlance of political economists, they will bear the
‘concentrated costs’ of reform and thercfore have a strong incentive to mobilise
against reforns and punish politicians who introduce them. The winners from
market reforms, on the other hand, are not usually specific groups, but large
social collectivities like consumers and taxpayers, who will gain diffuse benefits
like cheaper prices for food. But the gains from reform are not sufficienty
cerrain, identifiable or significant on an individual basts to spur collective action
for reform on the part of these more amorphous social groupings. The imbalance
in economic costs and gains across communities thus poses a dilemma for
policymakers. Are the economic gains of policy reform worth the inevitable
political risks and coses? This question les ‘at the heart of the politics of economic
reform’ # It is what makes understanding ‘the political conditions that permit
successful policy reform™ so critical. In the Japanese case the dilemma of policy
reform is presented particularly starkly given the predominance of one party
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{the LDP) and the special interests that back it, as well as the strong tradition
of economic iaterventionism by a powerful state bureaucracy. These
characteristics have intermingled to produce a ‘vested interest state’ which
makes the task of economic reform singularly difficuls.

Nevertheless, as Haggard has observed, in the light of the broad global shift
towards the market, approaches that emphasise resistance to reform from special
interest groups are inadequace to explain a process that is ineluctably wking
place.” The growing literature on the politics of cconomic reform s an attempse
w explain this worldwide phenomenon, including the conditions under which
reform-minded governments can overcome the vested interests that have grown
up around existing benefit programs. The following section elaborates the
hypotheses that posit the political conditions that conrribute to successful
market-oriented reform in democratic societies.

~ A background of economic crisis®

Economic crisis can be a powerful motivator for governments to pursue economic
reform because dire economic circumstances can radically alter political
conditions by creating an environment in which a window of opportunity for
reform opens up.”* Crisis delivers a shock to the existing system, generating
widespread public demand for changes to policies that have patendy failed,
prompting wholesale reviews by governments of traditional policy serngs,
inducing intense debare in policy communities about the best policy options
to overcome the economic emergency, and justifying cues in entitlernents o
favoured secrors because of the pressing national need for change. Crisis can be
seized by political leaders as an opportunity to enact a pre-existing reform
agenda by giving them greater credibility and justification for pursuing their
reform goals. Crisis can also reduce political resistance to reform by altering
the preference ordering of political actors and by temporarily knocking off
balance specific interest groups who would normally block change. The
weakening of the power of pardeular interest groups and even changes in their
policy preferences may be sufficient o dlear a long-standing logjam blocking
reform.™ Crisis can thus relax or remove the usual political constraints, enabling
reforms to take place™ fn exeremis, crisis can create an opening for so-called
‘extraordinary politics’ or ‘abnormal politics’, where the customary rules of
politics cant be temporarily suspended in order to devise an appropriate response
to an emergency situation.”® One manifestation of this is ‘2 greater willingness
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during dmes of crisis for legislators and publics to expand the discretionary
authority of the executive’.” In short, it is from crisis-induced political ferment
that fundamental policy transformations often arise.

~ A political honeymoon

Reformist leaders enjoy the greatest freedom of manoeuvre for a period
immediately after they come 1 power because high levels of popular support
give them the latitude they would not normally enjoy to make difficele and
unpopular decisions. Honeymoons provide an opportunity to initiate new
programs and enact reforms before opponents have a chance 1o dig themselves
in to defend their interests. Other positives for new adiministrations are the
advantage of not having to face the electorate again for some dme and, in some
cases, being able to blame economic problems on their predecessors. The impact
of electoral victories can compound the honeymoon effect, empowering
governments and giving them a strong mandate for policy change™® On the
other hand, the major problem of political honeymoons is that they do not
tast and their durability differs from administration to administration. Leaders
aeced to move gquickly 1o capitalise on the wave of public popularity that
accompanies their accession to power because the judgement of the public
and the rest of the policy community is temporarily suspended. The imperative
for quick action is particularly strong if reforms are difficult and face entrenched
obstacles,*

— Strong and visionary leadership

Because economic reforms often entail fundamental change to established
policies, norms and structures, the need for leadership is greater. Indeed,
economic reformers have to offer strong and visionary leadership w bring a
program of reforms successfully to fruition, because only this kind of leadership
has the capacity to bring others along behind it in support of new policy
directions. Above all things, political leaders ‘need...a strong determination to
change history, as well as the power of imagination and action... A grand plan
is needed--to move mountzins instead of small hills’.*® Thus, leadership
capacity needs to be complemented by strong political will and a degree of
personal conviction to effect change. The greater the resistance to reform, the
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more robust Jeadership needs to be. Decisive leadership can be an advantage
in producing the necessary firm action on the part of government. It can
compensate for the absence of public support for reform and it Is imperative in
helping 1o stare down the oppositon.

— A social consensys

While strong leaders may have the luxury of being indifferent to their political
environments, in general reforms cannot move forward without ar least ‘some
degree of social consensus around the need for reform’ ' Although goveraments
should not be constrained by the need to obtain majority support for all their
initiatives, there is no doubt that a subsrantial body of public support provides
a solid political base on which reform-minded governmenss can advance their
programs, Reform potential is optimised in cases where there is ‘a coherent
and determined government with adequate political support ™ A social
consensus can empower leaders and help to neutralise pockets of resistance
amongst special interest groups. Moreover, the existence of a social consensus
on the desirability of reform can be a powerful factor deiving policy adjustments
and making them stick.® Even if no prior consensus exists in favour of reform,
the effort in building such a consensus usually repays political leaders in terms
of assisting the process of consolidating reforms through greater public
acceptance,’

w— Use of the media

Reformers need to make effective use of the media in order to mould,
manipulate, educate and mobilise public opinion in favour of reform. Using
the media correctly can help to build public support for reform, or at least
carry it along. Conversely, failing to make 2 convincing public case for reform
via the media may ‘nurture...public antipathy’.® Resorting to the media
involves ‘taking the case for reform to the general public, over the heads of the
politicians with their vested interests and the professional journalists with their
hostility to serious economic argument.® Through the media, the government
can vocalise the interests of the ‘silent majority’, who stand to gain from reform
but whose diffuse interests are otherwise unrepresented through the interest
group process.
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~ A fragmented and demoralised opposition

A reformist government will be able to proceed further and fasrer if the
opposition is in disarray rather than presenting 2 concerted and well organised
counterforce in parliament. Generally speaking, "a weak and divided
opposition. .. {rakes] the task of a reforming government easier’, ¥ The absence
of strongly mobilised opposition parties can also help to compensate
governments for lack of general public support for a reform program.® The
government can proceed without criticism or the need o expend effort and
resources in countering arguments from their opponents. Conversely, a well
mobilised opposition can potentially serve as a pivot around which more
generalised resistance to reform can organise, It can vie competitively for the
support of undecided groups as well as of disgruntled groups bearing the
concentrated costs of reform who might normally support the government,

— A roberent gronomitc team

The prospects of economic reform being implemented are greatly enhanced
by the existence of ‘a coherent and united economic team’.® As Williamson
and Haggard argue, 2 good and united team is a precondition for reform o
have a chance’.” Moreover, “[iln the early phase of a reform, key decisions
about the design of policy and political and legislative strategy are usually
taken by the president or prime minister on the basis of counsel from a hand-
picked team of advisors...usually operating outside normal bureancratic
channels’.” However, what is decisive in carrying reform through to the
implementation stage is ‘support from the rest of the government that was
needed to be able to act effectively’,” and insticutional reforms thar srrengthen
‘the political position of the team vis-2-vis interest groups, competing ministries,
the legisiature, and even the rest of the executive, to a point where the team
was capable of launching and sustaining reforms’.™ In other words, the
‘competence of the economic team cannot compensate for 2 lack of authority,
something that typically requires institutional change within the decision-
making structure’.”*

~ The presence of a techropol

It &s advantageous for reform if the coherent and united economic team is led
by a ‘technopol’, that is, an economise-turned politician or, in the Williamson
and Haggard definition, an economist/technocrar who has accepted a position
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of political responsibility.” In this context, it is important to distinguish
between a technocrat (an economic adviser responsible to the executive) and a
technopol (an economist who exercises independent political authority). As
Williamson and Haggard point out, it is ‘important to successful reform to
have economists in positions of political responsibility, rather than merely
serving as technical advisers’.” Although there is no guarantee thart a technopol
will apply mainstream economics once in office,” it can be generally assumed
that ‘technopols would have a positive influence on economic policymaking
and performance were their advice to be followed’.”

— Rapid and comprebensive reform

Prospects for successful reform are considerably enhanced if ‘reformers. ..design
a comprehensive program capable of rapid implementation’.” A comprehensive
program of reform enables its various elements to be mutually reinforcing
which has the effect of accelerating the process of economic change. The optimal
strategy may be a ‘Big Bang'-type reform, which ‘makes reversion to the old
order infeasible’. ™ The advantage of speed is that there is insufficient time for
an anti-reform coalition to mobilise effectively. Rapid reforms may also yield
concrete benefits quickly to the public and to specific interest groups, which
may help to build a pro-reform coalicion and which may present a political
impediment to any reversal of reforms.®! In addition, ‘acting swiftly at the
outset of an administration allows the government to absorb transition costs
prior to the next electoral contest and increases the likelihood that politicians
will be able to profit from recovery %

~ External help

External help in the Willilamson—Haggard schema is conceived as strong external
support in the form of intellectual help and (conditional) foreign aid. Intellectual
help manifests in the form of intellectual influences from abroad and the
generalised wave of pro-market, pro-liberalisation models that can be found
around the world. It also extends to the positive growth impact of economic
reform on states which exerts a demonstration effect. Another form of external
help which can be important is the training of home-grown economists overseas.
These individuals become inculcated with pro-market attitudes in Western
universities and in international organisations like the IMF and World Bank.
Some of them may later rise into the upper echelons of government where they
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can have a direct role in making policy as technocratic advisers or even as
technopols.®

The impact of foreign 2id can chiefly be felt in terms of smengthening the
hand of reformers through the securing of external resources, reinforced by
conditionality which maadates certain reforms as an incentive and/or reward
for instituting pro-reform policy measures. Condidonality may alse help 1o
arrest the diversion of external resousces to economically non-productive goals,
or to the politicised or personalised interests of government leaders.™

~ Compensating losers

The chances of successful reform increase if porential losers can be bought off
with compensation. Compensation has the effect of facilitating reform by
helping to neutralise resistance from groups whose iaterests would be most
disadvantaged by reform or by even engendering their support for it. As Haggard
elaborates, “if a reform will raise aggregate welfare but harm certain groups,
compensatory schemes can transform the reform into 2 Pareto-improving one’ %
On the other hand, compensation carries the risk of undermining the very
reform programs governments are endeavouring to accomplish if it prevents
the losers from making the aecessary adjustments, Compensating losers is exacdy
the kind of strategy that ends up not reforming at alt because it involves “buying
out rent seckers, or at least rent receivers’, ¥ when in fact economic reform is
supposed to be ‘an attempr 0 move away from a rent-secking society™ and ‘o
get away from favouring specific groups altogether’.® It is important, therefore,
that compensatory measures mitigate the impact of reform on specific groups,
bur at the same time harmonise with the overall direction of economic reform
and generate positive benefies of their own®® As Haggard concludes, the “key
issue is guaranweeing thae pork is distributed in a relatively efficient way'.”

— Accelerating the gains 1o winmners

In contrast to direct compensation, which simply swirches the kind of benefits
paid to customary rent receivers, accelerating the gains to winners ensures that
quick benefits accrue to those sectors and groups in society which are most
likely to benefit from liberalisation, deregulation and other kinds of market
reforms. The idea is to hasten the emergence of winners by instiuting pro-
active market-conforming policy gestures. Such an approach can be useful
polirically because it helps to build support for reform by demonstrating thac
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there are positive aspects to the economic transformation process. In this way,
an expanded coalition of supporters who are beneficiaries of reform can be
created. The existence of such a coalition may assist the process of economic
reform by allying with the government to facilitate the spread of reforms w
other groups.

~ A solid base of legislative support

If reform has proceeded beyond the technical-administrative stage and requires
enabling legislation, then parliamentary approval is mandatory. As Haggard
points out, ‘legislatures must ultimately pass the supporting legislation to
ratify reform decisions and guarantee that they are implemented and sustained
over tirne. In many cases, even the initiation of reform requires legislation, and
thus support from some coalidon of legislators’.™ A reforming government
therefore needs a majority in the national polirical assembly to enact new Jaws
or amendments to existing faws. The stronger this majority, the stronger the
base on which to legishate its reform program.

KOIZUMI'S SCORECARD

Table 1.1 provides the empirical data on which an objective assessment of
Koizumi's policy intentions against his policy delivery can be based.™ Koitzumi’s
goals include
* privatising postal services
* cleaning up the banks' non-performing loans
¢ sadically reforming the taxation, medical care and public pension systems
 reducing wasteful spending on public works
» redirecting expenditure into areas that will support economic growth and
enbance efficiency in the economy
* reining in public debt by {imiting new government bond issues w0 ¥30
uillion in 200102
* chiminating the practice of earmarking special tax revenues (petrolenm,
LPG and motor vehicle weight taxes) for specific projects {road
construction)
* granting local governments mote autonemy over revenue raising and
expenditure
* freezing the remaining work on the national expressway project
= restructuring (abolishing, privatising or converting into independent
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administrative agencies) 163 special public corporations (zokushu hojiny
and approved public corporations {minka hdjin)

deregulating the Japanese economy to encourage the growth of new
industries.

Table 1.1 reveals, by any reckoning, that the fruits of Koizumi’s structural
reforms after more than a year in office have fallen far short of his original
goals, They are limited w0

*

moderate fiscal consolidation (a 1.7 per cent cut in the 2002” General
Account budget)

a cut in budgerary outlays on public works by 10 per cent in 2002

the shifting of some public works funding to seven priority areas designed
to facilitate structural reform and more efficient allocation of expenditure
reducing government subsidies to public corporations by 20 per cent or
¥1 willion in 2002

freeing up some road funding for general revenue purposes

nominal observation of a ¥30 willion ceiling on the annual issuance of
government bonds in 2001

accelerated bad-debe disposal by the banks

several changes 1o health care policy such as cuts in doctors’ fees, a lowering
of pharmaceutical price schedules, raising the co-payments of salaried
employees for medical bills and an increase in premiums for public health
insurance.

More changes are anticipated or are in the pipeline, such as

*

introducing a pension-indexing system that ties pension levels to prices,
resulting in cuts o pension payouts 1o subscribers of the state-run pension
scheme

restructuring seven special public corporations through merger and
abolition™

reviewing the national highway project

continuing fiscal consolidation ({imiting the 2003 General Account budger
to below 2002 levels by holding down policy spending and tax grants
local governments)

preserving the ¥30 trillion cap on the isstance of government bonds
consolidating prictity spending into four areas

further cuts in public works expenditure and transfers of tax revenue
resources to local governments '
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implementing scheduled tax cuts and new corporate tax incentives
converting the Postal Services Agency (Yasel Jigy6ché)™ into a public
corporation in Apzil 2003 w run the three postal services comprising
postal saviogs (yficho), posial life insurence (danps), and mail collection
and delivery™

privatising mail delivery services.

On the other hand, many reforms remain at the recommendation rather
than implementation stage such as full-scale reform of the taxation system and
the eansfer of fiscal powers from central 1o local governments. Others like the

cleanup of non-performing loans are widely regarded as insufficient.

58

Furthermone,

L4

L]

L)

no comprehensive strategy for combating deflation has been put in place™
non-tax revenue sources have been used to support budget expenditure®™
maintaining the ¥30 trillion cap on the issue of new national bonds is a
very limited goal in fiscal structural reform terms bug, ar the same time, it
is an extremely large sum given the parlous state of fapan’s public finances™
there have been no significant reductions in Fscal spending

the diversion of road taxes to road construction and maintenance goes on
no visible progress has been made toward creating jobs and nurturing
new industries through deregulation '™

the social security reforms fall far short of the major ovethaul that cconomists
argue is necessary

most of the budget remains unreconstructed in terms of abolishing rigid
spending frameworks and redirecting expenditure to more economically
efficient projects :

the terms under which the new postal corporation will operate and mail
delivery services will be privatised are highly restrictive and fall well short
of full privatisation of postal services

the second supplementary budget for fiscal 2001 as well as some elements
of the February—-March 2002 anti-deflationary packages and the June 2002
economic revitalisation package'™ have simply been disguised economic
stimulus packages,’™ including public wotks spending.’”

The record shows unequivocally that the initially high expectations of
Koizumi's ability to effect a radical economic transformation are not being
realised, or if they are, only in a partial and piecemeal fashion, Some observers
have been scathing, claiming thatr Koizumi’s policy achievements amount to
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little or nothing. Japanese political analyst Morita Minoru, for example,
comnments that: "It won't take long to reveal the true character of the Koizumi
administradion, which does a good job of creating the illusion of reform, but
not the reality’.’™ Another Japanese journalist desceibes Koizumi as 2 ‘sheep
in wolf’s clothing’, intimating that Koizumi gives the appearance of being a
radical reformer, while in practice being 2 tame underperformer.'” The Western
press is hardly more flattering: to ‘many advocates of reform. . .the prime minister
has achieved livde in his first year save frittering away his policical capital’,'®
Gerald Curds has come up with the label ‘Mr NATO —thar is, ‘No Action;
Talk Only'—-to describe Koizumis accomplishments. Others have put Kolzumi
on g par with former Prime Minister Mori: ‘Even though Koizumi says “T will
do ir, I will do it” {yarm yarw}—meaning structural reform-—he has realised
almost no policies, and in this there is viraally no change from the Mori
Cabinet'.™ The President of Itochd, Niwa Uichirs, commented thar ‘the
outcome of Koizumi’s first year is zero. IFhe were 2 manager of a private company,
he would be fired’ V¥

In May 2002, Moedy's Investors Service downgraded Japanese government
bonds 1o A2 from Aa3, the lowest amongst major industrialised nations and
below Botswana and Chile,'! because, as one Japanese newspaper put it, ‘there
has been Htle progress in structural reforms’. % In the same month, the Japanese
media were universally in agreement that the Koizumi administeation had
‘lost momentum’ with ‘the open seam in the Koizumi reform
agenda...spreading widetr'."® On balance it would appear that Koizumi's
credibility as a reformer is based more on good intentons {what the Japanese
call ‘making efforts’) and on generating reform proposals rather than on concrere
policy perfarmance. Cereainly the Koizumi administration is big on reform
rhetoric, bur its actual accomplishments come up somewhat short.

Such an outcome is paradoxical. Japan under Prime Minister Koizumi,
particularly during the first 10 months of his administratdon, met most of the
pelitical conditions for economic reform either partally or completely {many
of which not been mer before. Why have apparently positive political conditions
under Koizumi not produced the desired economic reforms? Is the Japanese
case anomalous? If so, why? Are there necessary political conditions for reform
thar the Koizumi example has thrown up which are not covered by the
Williamson—Haggard schema?
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THE ARGUMENT

The book argues that the outcome of the Kokzumi revolution as a case of only
limited, partial or indeed ‘failed’ reform is entirely predictable. The explanation
for the mismarch between Koizumi's policy intentions and his policy defivery
lies in a more nuanced understanding of Japanese political conditions,
particulasly the difficulties Kotzumi faces in overcoming structural obstacles
in the policymaking process. These obstacles can be found in whar [ call Japan’s
‘eraditional policymaking system’, a dual structure of institutions comprising
the ruling LDP and the bureancracy. In this system, the cxecutive—namely,
the prime ininister and cabiner—is relegated o a subordinate, rather than a
superordinate role in the policymaking process. In this respect, the Japanese
policymaking system represents a clear deviation from the Westminster model
on which it is based.

Koizumi’s difficulties are compounded by the facr that forces opposed ro
reform are embedded in these aditional policymaking structures, Moreover,
they form the core of wider coalitions of anti-reform interests amongst industries
and sectors that stand 1o bear the concentrated costs of structural reform.
Korzumi has been unable to build a countervailing coalition of pro-reform
interests to counterbalance and ultimately defear the anti-reform coalition, As
leader of Japan’s executive, he does not exercise sufficient power to overcome
the opponents of reform and enact his program.

The book further argues that, with the passage of time, some of the political
conditions for economic reform which were previously positive have turned
negative. The upshot is that Japan under Koizumi is meeting fewer and fewer
of the political conditions for reform. The fact that the political road 1o reform
is becoming harder, not easier, will cement the failure of Koizumi’s structural
reform revolution.

IMPLICATIONS FOR THE ANALYTICAL FRAMEWORK

The muajor conclusions of the book have a number of implications for the
Williamson-Haggard framework. First and foremost, they highlight the
importance of what Haggard calls ‘the constitution of executive authority’, '
A reforming executive must have authority sufficient to override not only the
resistance to reform that can be expected from particularistic interest groups

who stand to lose benefits, bur also to overcome the ‘harriers to
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reform.. . fwithin] the state apparatus itself: the political leaders, bureaucrars,
and party functionaries that loom.. Jarge’."” Ir is assumed in much of the
lirerarure on the politics of economic reform that opposition to reform resides
exclusively in interest groups and electorates and therefore the solution lies
with ‘stronget’ government and more decisive leadership chat can ‘subdue’
opposition through resolute acton. In the Japanese case, however, the most
formidable obstacles o reform lie within the very structures of the state—in
the ruling party and in the bureaucracy.!'® This puts a premium on the strength
of the executive. For radical reform 1o occur, the executive has to be able 1o
exercise sufficient authority to neutralise the forces of resistance within the
governing appatatus itseif,

The weakness of the executive also highlights the importance of informal
political conventions: the way in which political institutions acrually operate
itrespective of constitutional attributions of power. Informal political
conventions may in practice tmpose procedural requirements on policymakers
and thus present so-called “vero points’ {or whar Haggard calls veto gates) for
reformers which are not immediately apparent 1o owside observers. While
political system type will clearly influence economic reform processes,’” formal
institutional arrangements are not necessarily indicative of the actual power
distrtbution amongst different political swruceures. In democratic systems,
certain formal policymaking procedures are mandatory, such as parliamentary
approval of legislation, yet other processes may also be mandatory and in praczice
be more important than the formal requirements of the legislative process,
Understanding the political conditions for economic reform therefore needs a
morte sophisticated appraisal and understanding of the actual power relationships
amongst various stuctures within the governing apparatus.

The case of attempred cconomic reform under Koizumi chrows up two
additional pelitical conditions for economic reform that are underdeveloped
in the original Williamson~Haggard model."'® The first political condition is
the construction of 2 strong pro-reform coalition. Koizumi has not achieved
what Haggard has identified as the sufficient (if somewhat rautological) policical
condition for ¢conomic seform: 2 minimum winning coalition and the defear,
or at least acquiescence, of those groups opposed to reform’.'? Apart from
Kotzumi and some other elements of his economic team, the Cabiner Office
Council on Economic and Fiscal Policy {CEFP) for example, the institutions
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at the centre of Japanese power consist of groups opposed to reform. In contrast,
groups in favour of reform, such as big business, have had their political and
organisational clout significantly weakened, while consumers and middle class
salary earners are amorphous groupings and politically undec-represented (and
in some cases relatively disenfranchised). Salary and wage-earning consumers
in the cities have provided much of the popular support that Keizumi has
tied 10 Teverage’ to push through his economic reforms,™ bur they do not
amount 1o a minimum winning coalition.

The second political condition is an executive with sufficient authority o
push reforms forward through to the implementation stage. As Haggard
comments, ‘cenuralized executive authority plays a pivoual role in overcoming
the collective action problems and distibutive conflicts associated with the
wnitiation of comprehensive economic reforms’.'! Japan’s fatal flaw is the absence
of strong executive authority, which is a necessary condition for reform in
Japan because of the de facto power of the LD and bureaucracy, institutions
that in theory should be subordinate in a parliamentary cabiner system.
Normally the acquiescence of these institutions to executive-led reforms can
be taken for granted in Westminster systems. Where executives are weak in
these systems, it is typically because of coalition cabinets and unstable coalition
majorities in the parllament, However, the constraints and limitations on
executive power in Japan come from unexpected quarters. They lie in those
aspects of the political system whose compliance in a parliamentary democracy
can normally be taken for granted, namely the bureaucracy and ruling party.
In the Japanese case, the LDP and bureaucracy form completely separate political
structures that are informally empowered to block change. They wypify exacdy
the kind of ‘multiple veto gates,. . divided government and policy deadlock’
characteristic of examples of failed reform. In other words, they represent
additional veto gates 1o those that one would normally expect in a padiamentary
democracy centring on the legislature and the configuration of parties within
it.'"® Issues of strategy and tactics—-that Is, ‘how quickly to reform, how to
build support frome winners, and how w compensate, or finesse losers’
count for little in the face of such instirutional obsracles, unless reform strategies
somehow target these institutions themselves. These observations suggest a
problematic conclusion for Japan: economic structural reform is predicated on
prior reform of political structures.
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The following chapters of the book apply the analytical framework outlined
above ro Kokzumi's attempeed structural reform revolution. Each chaprer groups
a number of interrelated hypotheses drawn from the framework under a
cormumon heading: Koizumis power base; Kofzumis reform team, its policies
and approach; opporrunities lost: party-bureaucratic government; policy
stalemate; and team weaknesses, tactical Haws and policy defecs. The apalysis
reveals thar, in spite of all his shortcomings, Koizumi genuinely intends to
achieve a sauctural reform revolution in Japan. This alone marks him out as
different from his predecessors. In terms of outcomes, however, the Koizumi
administration is not all chat different from those that have gone before.
Explaining this puzzle is the rationale of the book.
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NOTES

1

2

Jesper Koll has characterised the 1980s as the ‘permanent high-growth paradigm’ and the 1990s
as the ‘permanent recession paradigny’. See his comments in The Dasly Yomiuri, 4 Apsil 2002,
See Aurelia George Mulgan, Tapan: A Setting Sun?’, Foreign Affairs, Vol. 79, No. 4, July/August
2000, pp. 40-52. In this essay, I argued that Japan was unable to engage in fundamental reform
of its economy because interests opposed to change were institutionalised in various political
and bureauncratic structures and practices like politicians’ personal suppert groups (kdenkar) and
hereditary pofitics, the special interest cliques or policy ‘tribes’ (zokw) in the LDE, and the ‘descent
from heaven’ {(amakiudari) of bureaucrars into the institutional infrastructure of economic
intervention constituted by government-affiliated agencies, including public corporatiens.

See Diana Helweg, Japan: A Rising Sun?’, Foreign Affairs, Vol. 79, No. 4, July/August 2000, pp.
26-39. In arguing that the I'T revolution would prompt economic recovery, wriress such as Helweg
have failed to take into account that the IT conuibution to Japaris econornic growth only stands
out because other sectors are not doing their share, and that IT does not have such a large effect
in Japan because of the need for more deregulation and greater corporate effort. Nikkei Weekly, 15
January 2001. As the Japan Research Institute Chairman has emphasised, the government needs
1o institute policies to support the IT revelution like deregulation. Nikke: Weekly, 8 January 2001.
Aurelia George Mulgan, ‘Can Koizumi Save Japan’, paper prepared for the Office of National
Assessments Roundrable on Japan's Economy and Its Impact on the Region, Canberra, 28
September 2001. See also Paul Sheard, Japan: Crisis or Reform—Or Both?, Center on Japanese
Economy and Business/Columbia Business Schoof, 20 February 2002, pp. 2-6. Another pessimist
is Okue Kunji, Senior Economist and Managing Director at Dresdner Kleinwort Wasserstein
{Japan} Lxd., who said in April 2002 that Toreign investors view the Japanese economy as hopeless,
as the government has failed to turn it around’. Quoted in Nikkei Weekly, 1 April 2002. Japanese
economist Morinaga Takurd has argued equally pessimistically thar the Japanese economy is in
a terminal stage of Hlness and therefore economic medicine with side effects will be unavoidable.
Morinaga Takur6, ‘Seifu no Ségd Taisaku de Defure wa Tomaru ka?” {"Will the Government’s
Comprehensive Policies Stop Deflation?’], Gendas, May 2002, p. 44. See also works by David
Asher, “The Bush Administration’s Japan Problem’, American Enterprise Institute, March 2001,
<hup:/fwww.ael.orglotifotil 2763.home-, Conld Japans Financial Mount Fuji Blow irs Top?, MIT
Japan Program, April, 2000, and Japans Key Policy Challenges for the 215t Century, John Hopkins,
SAIS, 1998 < hep://wwwisals-jhu.edu/pubs/policyforum/asherheml>. For regular commentary
on the terminal state of the Japanese economy, see the briefs compiled by George Friedman for

<stratfor.com>.
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Japan’s Council on Econemic and Fiscal Policy (CEFP) artached ro the Cabinet Office approved
a meid-szrm cconomic and fseal ontook in Novermber 2001 which provided policy visions for
five yeats chrough Ascal 2006. It predicted that the fapanese economy would show near-zero
growth for the fallowing two years, bur said growth of about 1.5 per cent in real tertus conld be
ackieved in fiscal 2004 and thereafter,

Prime Mindster of Tapan and Bis Cabinet, <htgefAwrww kantet go.jp/foreign/koizamiphow/20017
1271 %hekeal_ehuml>. A similar view was expressed by the Minister of State for Economic and
Fiscal Policy, wha in o Decemnber 2001 speech said: ‘As the intensive adjustment pered continues
in FY 2002, it is unavoidable that prolonged severe economic candirions will persisr’. Helad
Takenaka, “The Economic and Fiscal Policy of the Koizumi Administration: Achievernents of the
Council on Eronotnic and Fiscal Policy and Policies Ahead’, Reference, 27 December 2001, p. 4.
Takasugi Hyd, “Takenaka Keizaisé wa Gaishi no Tesaki ka?” s Tukenaka, rhe Minister of Staze
for Economic and Fiscal Policy, 2 Tool of Foreign Capiual?'h, Bungei Shunff, May 2002, p, 126,
Daily Yomiuri On-Line, <httpd/ ferww.yomiuri.co jp/newse/ 2002051 5wol2 hims>.

Australian Broadeasting Corporation, Newsradio, 13 May 2002,

The statistizal method used by the Cabliner Office inflages the GDP figure, According so the NLI
Research institute, ‘the main reason the upcoming [June 2002} report will show a spike in economic
growth. ig that the government’s method for calodading GDP datz & flawed. NLE Rescarch
questions the reliability of the data the government uses, and argues that the method for making
seasonal adjustments is also Bawed’. Mikker Waebly, 3 June 2602, The 1.4 per cent rise in the
GDP figure for dhe firse quarter of 2000 was described by one economic cotmentator as not
‘rubbery’, bur rubbish’, and the trend was a “respite’ not 2 ‘real recovery’. Australian Broadeasting
Corporation, Newsradio, 7 June 2002, In Angust 2006, the Japanese povernment adopred s new
GDW¥ caiculation method which reduced the 1.4 per cent firs-quarter growth 1o zero.

Dty Yomiuri On-Line, <hopd Ferwrwyominricojp/newse/20020608wo 1 Lhems,

The Japanese frequendy use the term ‘deflation recession’ (defirse fekpd) to describe their economie
sLate.

See, for example, the rematks by Glenn Hubbasd, Chalrman of the TS Councll of Bconomic
Advisers, reporied in Daily Yomiuri On-Line, <httpdiwww.yomivrico.jpinewse/
20020613w01 1 hama,

Edirorial, Nibon Keizai Shinbun, 18 June 2002,

Prime Minister of Japan and his Cabiner, ‘Basic Policies for Ecenemic and Fiscal Policy
Mansgemenc and Srrucrurat Reforr 2002 (Summaryy, <hupsd fvww.kanselgo.ip/foreign/policy/
2002/062 Tkowzoukaikaku_e hmbs,
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Takenaka Heiz, ‘Japan Takes on Challenges of Structural Reform’, Speech delivered to the
National Economis: Club, Washington, DC, 7 January 2002, p. 2. Elsewhere he was quored as
saying: ‘As far as cyclical movement is concerned, we are going in the right direction, but the real
problem is the fundamental growth trend, or the potential growth’. Financial Times, <http://
news.ft.com/ft/gx.cgifficipagename=View&e=Article&cid=FT30GVYBZC&livestrues.
This was the view of James K. Glassman, who delivered the 2002-03 Mansfield American—
Pacific Lecture, jointly sponsored by the Keizal Kéha Center in Tokyo on 4 April 2002. He
argued that: “lmproved corporate povernance at Japanese firms coupled with better public policy
<can “lead to a magnificent revival” in the country’s economy ... He added. . .that he is an optimist
and that there is no serious impediment to a revival. The fopan Times Online, <hup:f/
www.japantimes.co.jpfcgi-bin/gerarticle.p13b20020408a1.hon>.

In the academic press, see for example, Shinichi Kitaoka, ‘Can Koizumi the Demagogue Become
a True Leader?, Japan Review of International Affairs, Vol. 15, No. 4, Winter 2001, pp. 278-90,
and Gerald L. Curus, “The Kolzumi Administration: Is Significance and Prospecty’, in the same
issue, pp. 291--303. See also Clyde Prestowisz and Ed Linceln, ‘Abandoning the Old Guard:
Helping Koizumi Out of the Box’, Asian Wall Street Journal, 5 April 2002, p. A9, and David
Kruger, “Japan: A Political Phenomenon’, Far Eastern Economic Review, 2 May 2002,
<httprwww.feer.com/articles/2002/0205_02/p017region.html>,

It has also been equared with ‘systemic reformy’ (seido Aaikaku). See Kanbara Eiji, "Koizumi
Honebuto Kaikaku wa Hassan Shital’ [“The Big-Boned Koizumi Reforms were Bankrupt!],
Bungei Shunji, April 2000, pp. 94-110.

Professor Sawa Takamitsu, Professor of Economics, Kyoto University, quoted in The Japan Times
Ondine, <hup:/fwww.japantimes.co.jp/cgi-hin/getarticles.p. 157620020204 ts.htm>,
<hetp:/fwwwanm.edu/-russian/steuceuralreform humbs>.

BBC News | ASIA-PACIFIC | Koizumi outlines vision for reform <http://www.bbe.co.ul/hi/
english/world/asia-pacific/newsid_1317000/1317045.stm>.

This fast aspect of Koizumi’s seructutal reform program refers o reform of the Japanese education
system, which will not be the specific focus of analysis in this book,

Cabinet Office, Government of Japan, <http:/fwww5.cao.go.jp/keizail/2002/0125mitoshi-e.hund>.
Intensive Discussion on the Reform of Systems and Policies—Prime Minister’s Instruction,
Informal Cabinet Meetdng, 19 July 2002, <http://www.kantei.go.jp/foreign/koizrumispeech/2002/
07/19siji_e.html>,

Opening Statement by Prime Minister Junichir Koizumi at the Press Conference on the Passage
of the fiscal 2002 Budget, 27 March 2002, <http:/fwww.kantel.go.jp/foreign/koizumispeech/
2002/03/27kaiken e humls.

asahi.com, <htep://fwww.asahi.com/english/politics/K200202200061 Lhuml>.
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This is starkly illustraced in bighly supported and protecred sectors such as agriculture, where a
spate of agriculeazal ‘reforing in the 19905 failed o alier the underiying prinsiples of interventien
and the bureaucratically-mediated framework of sgricultuss! suppert and pretectios, See my
forthcoming voluroe, fepan’ Interventionist State: MAFF and ihe Agricultural Policy Regive. Yogel
has alse conumenced that Japan ‘soructured regulacoiy reform to maintain critical governmens
capacities and prosect valued institutional arrangements’. Steven K. Vogel, Freer Murkess, Aore
Rudes; Reguiazory Reform in Advarced Industrinl Countries, Tthaca and New York, Cormell University
Press, 1996, p. 256,

See the author’s frthcoming ardele enrided Tapan's Un-Westmninseer Systern’ in Govermmient
and Opposicion, Winter 2003, For a discussion of Japan’s policy Immaobilism, see LAAL Stockwin
et al., Dymamic and Imwmobilist Politics in Japan, London, Macmillan, 1988; and Robere W
Compton ir, Polideal Culrure as a Source of Japanese Immebilisn?, in Robert W, Compton Jr.
(ed), Transforming Fast Asian Domestic and International Pofitics: the Iupact of Econosmy and
Glabalisation, Aldesshot, Ashgure, 2002, pp. 68-82,

Thiswas embodied in the Policy Package for New Econermic Development towards the Rebirth
of Japar', promudgated by the Mori administration in Gerober 2000,

Stockwin, for example, refors w the exercise of prime ruiniszerial leadership able 1o think sbour
the national interest unconstrained by special inrerests’. J.AA Stockwin, ‘A Comparative
Perspective on fapanese Polisics’, paper presented to the Tokyo Club, 75 September 2001, p. 6.
The cabinet that launched the sforms was known 25 the Reform Creadon Cebiner’ (Kaikaks
Sdzd Naikaku),

According to Hashitnoto's former private secretary, Eda Kenii, for the Hist one and a half vears
after his appointment as prime minister, Hashimoro was “brimming with desire’ to reform
erononic and social systems. Eda Kenji, ‘Koizumi Shush, Hashimoto Seiken Tékaku no Wadachi
o Pumu na’ { Prime Minister Koizumi, You Must Not Ball Into the Same Rar as the Hashimoto
Adminisceation’], Gendas, May 2002, p. 128, Based on his experiences, Eds, topether with
journalist Nishino Tomohike, hes written # book on the parallels berween the Kotzami and
Hashimoto reform agendas and why the Hashimoro adminiseradon nbtimaely failed in
accamplishing it full reform program, See da Kenji and Nishino Tomaobiko, Katkabu Seiken gn
Taarers Toki [When Reform Administration Fallsl, Tokyo, Nikkei BPsha, 2002, Eda was also a
faffed LDIP candidare in the 2000 Lower House elections.

* The fws effecng these administrative reforms wese actually passed in 1999 by the Obuchi

Cabiner, which suceeeded the Hashimoro Cabinet.

Kawakita Takao and Onoue Yoldo, Nadbabufic | The Cabinet Officdl, Toloyo, Intarnedia, 2001, p.
90,

e Fapan Times, § February 2000,
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Mizune, for example, comments that ‘the Obuchi and Meri administration only instituted
recession countermeasures without giving any consideration to structural reform’. Mizuno
Takanori, “Takenaka Dhijin no Nanatsu no Daizai’ ["Minister Takenaka’s Sevent Major Offences’],
Politico, May 2002, p. 13,

Niklee! Weekly, 26 March 2001,

Ishizuka Masahiko is a regular writer for the Nikkei. See Nikkei Weekly, 13 May 2002.

Stockwin also talks abour this ‘mainstream consensus over policy’, which he traces back to the
1950s. ‘A Comparative Perspective’, p. 8.

Endd Kéichi, in “Koizumi Seiken no Shin no Teiké Seiryoku wa Kokumin de aru’ [ The People
are the Real Resistance Forces of the Koizumi Administration’], Seiron, No. 3, May 2002, p.
244, At the same time, Endd argues that what Koizumi is trying to do is definitely not epoch-
making. It is only a copy of what previous cabinets have tried to do. {p. 247}

Johr Williamson and Stephan Haggard, “The Political Conditions for Economic Reform’ in
John Williamson (ed.), The Political Fronomy of Policy Reform, Washington, DC: Tastitute for
International Ecoromics, pp. 527-96; Anne Krueger (ed.), Economic Policy Reform: The Second
Stage, Chicago and Londen, University of Chicago Press, 2000; Julian Weiss, ‘Structural Economic
Reforms: What Strategies Really Work?”, <htip:/fwww.cipe.orgfert/e01/3 jweiss.php3>.

See, for example, the exposition of theoretical approaches in Stephan Haggard, ‘Interests,
Institutions, and Policy Reformy, in Krueger (ed.), Economic Policy Reform, pp. 21-57.
Williamson and Haggard, “The Polirical Conditions’, p. 532.

The countries were Turkey, Brazil, New Zealand, Peru, Poland, Australia, Chile, Colombia,
Korea, Mexico, and Indonesiza, bur not Japan.

Not all the Williamson-Haggard hypotheses are utilised because they are not applicable to
Japan, for example, “voodoo politics’ and ‘an authoritarian regime’,

WNikkei Weekly, 13 May 2002,

See the vast rational choice literature, for example.

Williamson and Haggard, “The Political Conditions’, p. 531.

ibid., p. 529.

‘Tneerests’, p. 30.

Williamson and Haggard posit the ‘crisis hypothesis” as an ‘economic condition’ of reform, but
their discussion of this hypothesis is all about the political effects of economic crisis, and hence
irshould be considered as one of the political conditions for economic reform. See their discussion
in ‘The Political Conditions’, pp. 562--65.

Wiiliamson and Haggard, “The Political Conditions’, pp. 562—63. See also Haggard, ‘Interests’,
p- 22 et passim.

Haggard, ‘Interests’, p. 36.
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Anne Krueger, ‘Introduction’, in Keneger (ed.), Economic Poficy Reform, p. 6.

Witamson and Haggad, "The Political Conditions, g, 593.

Haggard, Interests’, p. 41.

Thid., p. 41.

The former South Eorean Ambassador o the Undied States ohserved of his country's experience
of coonomic deregulation that ‘political leaders should not eonfuse suppost For cheir
adrministations with the popularity of their reform programs. Since popularnisy is otten shore
lived, “the iron should be hit while ics ko™, Quoted in The Japan Times, 19 Qceober 2001,
These are the words of former Japanese Prime Minister Hosokawa Morihire, quoted in 752

Japan Times Ondine, <htipdfwww japantimes.co.jp/og-bin/gesed. pl $7ee20020520mh hame,

 Willisomson aod Haggard, “The Political Conditions, p. 575,

Ibid., p. 574.

Tbid, pp. 57475,

bid.. p. 576,

Thid., p. $87.

1bid., p. 586.

thid., p. 574.

thid, p. 574,

Ibid, p. 578,

ibid., p. 579.

Haggard, Tnterasts’, pp. 40-41.

Wiltizmson and Haggard, "The Political Condidons’, p. 579.
Ibid., p. 579.

Ihid., p. 57%.

Tbid., p. 527.

Thid., p. 580.

Ibid., p. 581,

Tbid., p. 528,

Tbid., p. 583,

Ibid, p. 329.

Ibid,, pp, 528-29.

Haggard, Tnrerests, p, 41,

Williamson and Haggard, “The Pelidcal Conditions’, p. 566,
Ibid,, p. 567,

The Foreige aid factor in the Willtlamson and Haggard schema arises becawse much of the focus

of the economic reform ticerature is on developing counzies,
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‘Interests’, p. 36. For the uninitiated, a ‘Pareto-improving’ reform means one in which no one is
worse off.

Williamson and Haggard, “The Political Conditions’, p. 587.

Thid., p. 587.

Thid., p. 587.

Haggard, ‘Interests, p. 36.

ibid., p. 48.

Ibid., p. 44.

A few of Koizumi’s policy plans are holdovers from previous administrations and others thar
have been implemented were already in the pipefine.

For all policy measures, years are fiscal years.

The seven special public corporations are the Japan National Oil Cosporation (JNOC), Housing
Loan Corporation, Housing and Urban Development Corporation, Japan Highway Pubiic
Corporation, Metropolitan Expressway Public Corporation, the Hanshin Expressway Public
Corporation and the Honshu-Shikoku Bridge Authority.

This is an agency of the Ministry of Public Management, Home Affairs, Posts and
Telecommunications.

The corporatisation of postal services had already been scheduied for five years hence by the
Hashimoto administration in1997. See Table 1.1.

The Japanese economic press points to the declining confidence of financial markets in Japanese
financial authorities because of the continuing rise in the amount of bad loans at banks, which
stood at ¥36.8 willion at the end of Seprember 2001, up ¥3.1 willion from six months earlier.
Nikhei Wi’eﬂy, 1 April 2002. The same source also reported that “fresh bad loans worth over 10
trillion yen emerged when 13 leading banks settled their accounts in the quarter ending in
March 2002°. Nibon Keizai Shinbun, 12 June 2002. By April 2002, the official figure for non-
performing loans in the banking system was put at ¥43 willion. Private economists put the real
figure much higher. Financial Times, <htip://news.fr.com/fifgx cgiffic?pagename=Viewsc=
Articleéecid=FT3YCU43RZC&live=true>. The explanation for the continuing bad debt problem
of the banks is beyond scope of this study. Moreover, not all its causes result from policy failures
of the Koizumni government. For examples of contemporary journalistic analysis see Kobayashi
Keiichirs, Fukyd Dasshutsu ni wa Nijtinen Kakarw' [T Will Take 20 Years to Get Our of the
Depression’], Bunget Shunjd, May 2002, pp. 198-207. Sec also Sheard’s comments in Japan:
Crisis or Reform, p. 4, and Mizuno, “Takenaka Daijin’, pp. 12--15. Mizuno argues that Koizumi
is postponing radical bad debt management because he is afraid of the financial crisis that might

result from dealing with the problem. p. 14.
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#? As Eda points out, the cause of deflation is simple, it is a demand shortage and a supply sarplus.
‘Koizumi Shush®’, . 126,

0 The cap of ¥30 trition on the annual issance of government bonds for figcal 2001 was honoured
ins the firse supplementary budget passed in November 2001, but 2 second supplementary budger
of ¥2.5 willion for fiscal stimulus purposes was funded by budgerary steight-of-hand tactics
including the sale of government assets.

19 Kormural imnself has beers quoted as saying that 'this Sscal year we have approved a budger thae
allows for ¥30,0000n issuance of JGBs while rax reveniues ate only abour ¥30,000bxn. Ss if you
look around and see 2 counrry that issues ¥30,000bn of new bonds, while rax revenugs are no
more than ¥30,000kn, how could that comntry be ariticised for being auszere? We conld perhaps
be criticised for being wo lax. Quoted in Faencial Times, <hrpidinews frcom/ft/gx.cglf
fic?pagenamesYiewlicid=F T 34KSFO 1 Dy,

Y2 Beia Kenjt comments chat in contrast to the Hashimoto sdminisration, which annousced several
major deregulatory reforms, those envisaged by the Kolzumi adminisuracion are ‘small’; such as
deregulation of outsourcing companies. "Koizumi Shush#’, p. 126,

2 This was paet of 2 total package endtled the *Basic Policies for Fconomic and Fiscal Policy
Management and Structural Reform 2002

4 The goverpment’s comprehensive package to counter defladon ennounced in late February was
distnissed by one Japanese economic analyst as sisaply ‘2 stopgap measure to prop up share prices
before book-closing at the end of Marcl!, Quoted in Nibker Weekly, T April 2002. The June 2002
revitalisation package included economic stimulus measures such as ‘a system 30 link such
technologies as biotwchnology o commercial uses’. Nibon Keizai Shinbun, 22 June 2007

%% The second supplementary budpet contained ¥4.1 trillion in expenditure for the construction of
social infrascrucoure (thac is, public works spending) designed, in Takenaka view, 1o Tacilitate
strucaesal reforms’. Japan Takes on Challenges', p. 2. Blsewhere he was quoted as defending che
public works spending as necessary because: "We have to ke countermensures to prevens the
economy from plaaging in the shore tersn’. Japan Times Online, <beepifwerwjapantimes.co.jp/
clg-binfgetardcle.pl1 52nb2002012647 home.

€ Quoted in Nibked Weookly, 22 October 2001,

Y7 Daily Yomisri On-Line, <httpd/fvrwwyomiurl.co.jp/newse/ 2081 1 220wol L homs.

H98 Finaneinl Times, <bitp/facws fcom{T gucgifficpagename=View&cld=FT34K5F (51 D>,

99 Okeamoto Susuma, “Sueaeni” de Zgatsu Kaisas D [A July Dissolution with 2 "Burning One's
Boats” Strategy’]. AERA, 29 Apeil-6 May 2002, p. 10.

93¢ Quoted in Kawano Shoichi, Trete koif Shinriidag ['Cowme Oud New Leaders’], AZRA, 29 Aprib-
& hay 2002, p. 15
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M Maoody's justified the downgrading by stating that it reflected “the conclusion thar the Japanese
governments current and anticipated economic policies will be insufficient ro prevent conrinued
dereriorarion in Japans domestic debr position’ It added thar “Japans general government
indebiedness will approach levels unprecedented in the postwar era it the developed world and
the country will be entering “uncharced werritory™. Nikded Weebly, 3 June 2002.

12 Mainichi Shinkum, 1 June 2002, Moody's smeed: "We have reached the judgment based on the
fact thar Japan’s debte have reached a level unprocedented among indusesialised countries and
that Japan has yet to inplement economic measures in a fully Redged manner’. Yomiuri Shinbun,
£ July 2002,

'3 Niton Kedgai Shenbur, 26 May 2002,

S Tarereses’, p. 37,

1% thid., p. 38. He assumes thar these political structures only loom large ‘in authorimrian sertings’
{p. 38), bur as the Japanese case under Kobmumi demonstrates, they can also loom large in
oswensibly demecratic systems by operating as countervailing power structures o the executive.

1'% Haggard gives examples of this phenomenon in efforrs to reform socialist systems, and “in
authoritarian governmants with strong "crony”, patrimondal, or clientelist structures’, “Interests’,
pp. 38,39,

7 The impace of differene political system ‘cypes’ has in face been analysed in the literarure, See, for
example, Haggard, “Ineerests’, pp. 2157, Haggard draws a conurast berween systems that have
the advantage of concentrared authority and “tnsulation’ or autenomy’ of government as opposed
£ these that ‘provide for maldple vero gates {“checks and balances”) and consultation of various
sortd, 'Toteresss’, p. 22

"8 This politica! condition is more highly developed in Taggard, Tnrerestd, pp. 37-41.

U9 Shid, p. 22.

%8 Anon., Introductory remarks to _Jupan: Crisis or Reform, p. 1.

12 Inrerests’, pp. 40-1.

122 hid,, p. 42.

23 As Maggard comments, ‘the maore veto gates, the more difficulr policy is to change’. Ibid., p. 40,

Y4 Krueger, Introduction’, p. 5.
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Koizumi’s POWER BASE

The discussion in this chapter centres on the core political conditions conducive
to successfid economic reform under Koizami, particulardy during the initial
months of his administration. Political factors supportive of structural reform
included a favourable political environment shaped by economic crisis, the
positive impetus provided by a political honeymoon period, Keizumi’s
demonstration of strong and visionary leadership, his skilful use of the mediz,
the social consensus supporting his reforms, the strong base of legislative supporr
for the Koizumi administration in the Diet, and conversely, a fragmented and
demeralised opposition.

—~ A background of economic crisis

Japan certainfy meets the test of economic crisis. The state of the Japanese
economy represents z crisis in slow motion, punctuated by periods of heightened
criticality, particularly with respect to the viability of the Japanese financial
systern. Japan’s array of economic woes includes depressed stock prices, deflation,
a banking sector overwhelmed by non-performing loans, depressed consumer
spending, the highest unemployment rates it has ever experienced,’ a budger
deficit that makes the Japanese government the most heavily indebred of the
major industrialised nations,” sliding government bond prices, declines in
industrial outpus and falling business invesement. During 2001, Japan also
suffered sharp declines in exports and outputs, worsening trade figures with

43
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the test of the world,® and 20,000 corporate bankruptcies with aggregate
liability exceeding ¥16 wrillion in fiseal 2001.* The upshot of 2l these negative
factors was ‘dismal growth performance for the Japanese economy’*

Despite the oyclical uprurn in mid 2002, there is no guarantee of a sustainable
recovery, The improvement in industrial production has largely been due to
increased exports, while, significantly, two major pillars of economic activity—
personal consumption and corporate capital investment—remain stagnant’.®
Nor can financial system collapse be ruled out” The permanent recession of
the 19905 may well spill over into the 2000s. Even the administration
acknowledges that ‘the overall pace of the recovery is moderare and real GDP
growth in FY 2002 is expected to remain fat. The economy is expected o be
on [sic] the general recovery phase during FY 2003, but this recovery may be
fragile as the improvement of the employment and income emvironment might
be mild if eliminating anxiety regarding the financial system is delayed’ * Indeed,
some analysts predict relentless economic deciine for Japan if something is not
done soon to meet the prolonged and severe economic crisis?

Japan's economic crisis has helped ro shape a political environment in which
the public has become more receptive 1o a radical policy agenda and o the
need for government to chart 2 new course under 2 fresh long-term vision. The
crisis vaulted Koizumi, 2 politician whe cut an unconventional figure within
the ruling LDP and who held cuwspoken views on reform, inte the prime
ministership, The biggest change on the Japanese economic scene was, therefore,
political.

In Koizumi many Japanese saw hope for change and a leader who would
supply strong, creative leadership at & decisive moment in the nation’s history,
In cheir view, the economic crisis demanded rough action to restore the economy
to growth even if it meant sweeping change to established systems of economic
governance. As Williamson and Haggard point out, the chief value of economic
crisis is in maving whole societies to the realisation that the existing order is no
longer tenable!® On Kolzumi's assumption of the prime ministership, Japan
appeared to reveal such a point of societal consensus.' According to Miyauchi
‘oshihike, Chairman of Kozumi’s Ceuncil for Regulatory Reform (S6gd Kisei
Kaikaku Katgi), ‘consensus for painful reforms...[had] finally emerged among
the public after & series of government efforts failed w rebuild the economy
over the past decade’.”” Associate Editor of The Times, Anawle Kalewsky, also
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observed that Koizumi was ‘part of a consensus in favor of a “comprehensive
package” of economic reforms that was clearly spreading through Japan’s civil
service, political system and induscrial establishment’.?

The publics willingness to accept Koizwmi’s argument thar shore-term pain
was needed for long-term gain was evidence of widespread agreement that the
status guo was unsustainable. A November 2001 opinion survey revealed that
46 per cent of respondents believed that structural reforms should be carried
out even if they were accompanied by pains such as corporate failures and an
increase in unemployment. Moreoves, even 45 per cent of those who believed
they would suffer negative effeces supported the structural reforms.” In
advocating reform, Kolzumi directy addressed the publics concerns about
the need for comprehensive change, thus identifying himself closely with the
wants, needs, aspirations and expectations of the Japanese people. His appeal
was not based on a slavish pursuit of public popularity but on his expression of
the public mind, particularly the need for decisive action o solve Japan's
economic problems. The public mood was ‘disgusted with past LDP politics
and longed for a regime dedicated so reform’.’® Kolzumi was able to captuse
this mood and use it as a source of political power.

Crisis also lent legitimacy to Kolzumi'’s long-term advocacy of specific reforms
such as privatising post office services, which was the centrepiece of his structural
reform program. As Curtis comments: ‘By the time Koizumi ran for the party
presidency in 2001, there was a much greater willingness on the part of the
electorate to accept that fundamental change, as risky as it might be, was no
longer avoidable”."” Koizumi came to power on a wave of popular revolt ar the
grassroots level of the LDP against the convenrional method of selecting the
prime minister, which is by means of a backroom consensus amongst LDP
powerbrokers followed by an election fought along factional lines amongst the
LDP’s Diet membership.”?

The 2001 LDP presidendal election was somewhat unusual, In addidon wo
the LDP parliamentary party (with 346 votes), three rank-and-file members
from each of the party’s prefectural chapters were also alowed to vote in a so-
catled ‘popular’ election. The grassroots of the party thought that Kotzum:
would be the saviour of the party; which in their view faced cerrain defeat in
the upcoming Upper House elections unless they voted for someone with greater
popular appeal and a strongly reformise stance.” Their overwhelming support
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for Kotzumi effectively launched him into the prime ministership. The factions
at the centre buckled in recognition that Koizumi had picked up 123 vores of
the 141 available from the prefectural branches™ The votes from the local
chapters put pressure on the Dier members from those constituencies also to
vote for Koizumi regardless of their factional affiliation. Many LDP Diet
members ‘had lirdle choice but to endorse the desire for change among rank-
and-file. party members ' This is despite the fact thac only one month earlier
many cozlition party members regarded Koizumi as too radical to be prime
minister cven though he was believed to be popular amongst the public.”

It was the first time in the party’s history thar the leader of the fargest
faction failed to be elected president (namely, Hashimoto}.”® Indeed, it was
the first time that a professed anti-faction politician had won the presidency.
Kolzumi was previously a senior faction member (he was chairman and second-
in-command of the Mori faction) who declared his open opposition to factions.
He left the Mori faction when he entered the race for the LDP presidency in
an attempt to win cross-factional vores.® In the final wlly, Koizumi obtained
298 votes, garnering an additional 175 votes from fellow LDP Dier members,
almost exactly half of the party. Hashimoto gained a toml of 155 votes, Asd
Tars 31, and Kamei Shizuka three. Koizumi won the support of some younger
LDP Diet politicians who disobeyed instructions from their faction elders,
although most LDP Diet members did vote along factional lines and it was
the Ero-Kamei faction’s move to support Koizumi that put his victory beyond
any doubt.”Cne young LDP member, Yamamoto Kazuta, commented that
becoming a faction leader had tradisionally been conditional on providing
money at election time and allocating pesitions such as minister, parliamentary
vice-minister® and commitree chairmanships, but ‘the younger generation
wanted to work with politicians who had knowledge and 3 policy philosophy,
not with politicians who had meney. By working with these kinds of poliricians,
there was an expectation thar young politicians could leave something
meaningful to the world™.¥ Moreover, Yamamoto underlined the fact that
Koizumi had succeeded to the presidency of the party and the prime
ministership without having money to maineain 2 faction or buy followers to
support his bid for powee® His victory was interprered by one leading Diet
member s a sign that the feudalistic system of control of the party by faction
bosses may be ending’.® The LDP% prefectural branches and younger LDP
Dier politicians have continued to express dissatisfaction wirh the faction system
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because it promotes iron-fisted control by the ruling gerontocracy over members’
freedom of speech and action.

Mereover, even though Koizumi was chosen by the party, he was undoubtedly
‘the people’s choice’ for Prime Minister.*® The way in which he came to office
with heavy grassroots support behind him meant that, in contrast to his
predecessors, he was not beholden to LDP faction leaders and elders,® and
not bound to do their bidding. In particular, the fact that he received almost
half of his majority votes in the LDP presidential election from party prefecrural
branch members liberated him from acting only with the consent of party
leaders.

~ Koizumi’s political honeymoon

Koizumi enjoyed a rather long and potentially productive honeymoon period
which lasted from April 2001 until February 2002. This is longer than the
administrations of prime ministers Uno Sésuke, Hosokawa Morihiro and Hata
Tsutomu, In his first few months in office Koizumi benefited from
unprecedented approval rarings of more than 80 per cent, and even after six
months these remained at over 70 per cent. With these levels of support,
Koizumi had an ideal political basis from which to launch his reform program.
He was poised to achieve a great deal.

Koizumi’s honeymoon period encompassed and overwhelmed the July 2001
Upper House election. Riding on a wave of popular support, Koizumi almost
singlehandedly won the election for the LDP. Without Koizumi and the ability
of all LDP candidates to tap into his popularity, the party would have almost
certainly failed to win a majority of seats up for re-election.” Just prior to the
clection, the Koizumi Cabinet registered an approval rating of 88 per cent, the
highest since Kybdé News started polling. The rating for the LDP also hic 51
per cent, the first time in 10 years that the figure had topped 50 per cent.
Clearly public support for Koizami translated into support for the party,
although the disparity between Koizumi’s support rating and that for the LDP
suggested that his coattails were not long enough to make people automarically
back the LDP. In fact, the Japanese press observed that many Japanese voters
were caught in a dilemma between their support for Koizumi personally and
their aversion to the LDP* Nevertheless, the election results clearly
demonstrated that Koizumi attracted a large personal vote that flowed to the
LDP and LDP candidates.
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The Upper House electoral system gave every voter a chance to make a
symbaolic vote for Koizumi by endorsing the LDP in the national constituency,
which is fought along party-proportional lines.” The LDP’s share of the total
vote in this constituency shot up from 25 to almost 40 (38.57) per cent, with
20 sears won, up from 14 in the 1998 Upper House clecrions, and the highest
number since the 1986 double clection. This was interpreted everywhere as a
result of the Keizumi facror, with organisational candidates competing as
individuals winning about one-half 1o one-third of their usual number of vores ™
In yet another testimony to Koizumi’s electoral prowess, the LDP’s support
rate also doubled in metropoliten Kanagawa Prefecture, Koizumi’s home district
just outside Tokyo, while gains in the vast conurbations of Tokyo and Osaka
were not far behind this. A similar pattern could be seen in prefectural
electorares, where individual LDP candidates’ vote tallies surged in all bur a
handful of constituencies.

~ Koizumis strong and visionary leadership

Koizumd’s charismatic leadership siyle has led many Japanese to believe that
they have a prime minister who has the abilicy o plug Japan’s chronic political
leadership deficit and restore their faith in government. Koizami’s leadership
has been bolstered by his unashamed willingness to stand out from the crowd,
a capacity for political individualism caprured in such descriptions as ‘maverick’,
a ‘wild horse’, lone wolf”, ‘a bit of an oddball’ (henjin}, 2 “lone reformer’, 2
‘pied piper and ‘Koizumi the Lionheart.

In the leadup to the July 2061 Upper House elections, Kolzumi spawned
what can only be described as 2 ‘cult of personality’ or “Koizumi fever’. He
attracted a frenzied level of personal adoraton usually reserved for popstars.
This was typified by Hayashi Kenji, a 24-vear old company employee, who
was interviewed by the press during a visic to the LDP headquarters {(Jimintd
honbu) in Nagatacho. Hayashi said he never imagined he would visit the LDP
party headquarters. He had never voted, never supported a political campaign,
yet he found himself at the parey’s gift shop during his lunch break to buy 20
posters of Koizumi. As he explained, T'm not an LDP supporter, bur [ want o
put up a poster of this man of the moment in my room’.¥ He bought in bulk
because his relatives and friends had asked him to ger them posters oo™

This phenomenon is even more unusual against a background of prime
ministers with charisma bypass who have been inflicted on the Japanese people
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by ruling LDP factions regardless of popularity considerations.”” Koizumi’s
immediate predecessors—prime ministers Mori and Obuchi-—epitomised this
phenomenon. Very few winners of the LDP factional races have also been able
to claim a de facro popular mandate. So, if leadership requires followership,
Koizumi is like no other leader in Japan's postwar history.

Koizumi also displayed policy leadership by offering a clear vision for change.
His credibility as a reformer was bolstered by his consistent advocacy of a
reformist platform within the party over a number of years prior to gaining the
prime ministership. He had previously published four books on the need to
reform various parts of the bureaucracy and to privatise postal services.* He
also campaigned for the presidency of the LDP in 1995 on a platform of
privatising the postal services, and did so again in 2001. Clearly, a reformisc
posture was not a cloak Koizumi donned temporarily for political convenience.
He appeared genuinely convinced of the merits of small government, the
economic efficiency-inducing benefits of competition, the advantages of an
economy led by the private sector, the need to eliminate wasteful government
expenditure and the imperative of cutting down Japan’s bloated public works
industry.

Unlike some of his predecessors, Koizumi did not resort to the familiar
device of advancing traditional LDP policies in the guise of reforms. Koizumi
was a party leader whose policies ran directly counter to those of his party, and
a prime minister who acted like a leader of the opposition in rejecting many of
the mainstream interests of the LDP# On taking office, he declared that ‘his
plans for reform would be tantamount to the destruction of the Liberal
Democratic Party’.# Even Koizumi’s ‘structural reform without sacred cows’
slogan was an implicit challenge to LDP policy traditions.

On assuming the prime ministership, Koizumi publicly vowed to abolish
all the traditional LDP policy axioms: heavy public spending, over-regulated
industry,” a huge public sector, pork-barrel construction projects and the
protection of special interests. He also rejected the tired formulas of the LDP
in dealing with Japan’s prolonged cconomic stagnation, He made it clear that
he disapproved of old-style, pump-priming measures, the LDP’s standard
prescription for overcoming economic downturn which has played into the
hands of vested interests in the party and in the bureaucracy. Koizumi also
reversed long-standing LDP policy which advocated tackling the problem of
economic recovery before reform. This was a strategy that equated economic
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recovery with economic stimulus in the hope that it would make reform
unnecessary. 1 he recovery scenario envisaged by successive LDP-led governments
ever since the economy first plunged into recession had not transpired. A
combination of fiscal stimulus with 2 modicum of relatively painless economic
structural reform had not restored Japan to growth.™ Koizurl turned this
approach on its head, substiruting radical structural reform as the basis of
economic recovery. His position was simple: ‘No reform. no growth’. With
this stance, Koizumi ended the procrastnation of the LDE which perperually
postponed reform because of the threat it posed to its major support networks.
Ten years of “reform’ under the LUP meant no or littde reform at all. Koizumi's
vision of Japan's economic future was economic growth ‘led by private
demand.,.by unfolding the potential through the further acceleration of
structural reforms’.

The task of developing and amplifying Koizumi's reform agenda was alioreed
o a diverse array of prime ministerial-led advisosy councils, Within weeks of
its inauguration, the Koizumi administration moved quickly to develop the
momentum for change, initiating the formulation of blueprints, guidelines,
policy packages and reform schedules to flesh our the dewils of Koizumi’s core
proposals, instead of displaying the foor-dragging immobilism that had been
the hallmark of earlier LDP-led administrations.” Tn its fever of relentless
reform nitiatives, the Kolzumi administravion was demonstrating the political
will to transform Japan that had been consistently missing from previous
administrations,

In endeavouring to carry out this structural reform program, Koizumi
projected an entirely new style of prime ministerial leadership. He was Japan's
first prime minister to lead from the front in a single-minded pursuic of his
own agenda. He took the initiative and wenrt on the policy offensive, firing off
orders and instructions in all directions, with his party and public officials
playing catchup. He abandoned the orthodox approach of previcus prime
ministers, whose main role was ardculating an agreed consensus achieved
through a painstaking precess of bottom-up consultation and compromise
amongst bureaucratic and party élites. Koizumi was nobody’s mouthpiece:
not the LDP's and not the bureaucracy’s. He acted like a top-down leader who
made decisions and who expected them to be followed through.

Koizumi's Jeadership style embodied widespread public support in Japan
for a strong, popularly elected prime minister, an idea that he had propesed



KOlzumr's POWER BASE 51

himself, but which was nor supported by either his party or the opposition
parties. Previous Japanese leaders with presidential aspirations like Prime
Minister Nakasone wete still beholden to the factional coalittons that put them
in office. Koizumi’s public popularity was such that he did not have to be
concerned about a factional power base within the party. The primary source
of his political power was his large personal following amongst the Japanese
public, not his party or his facdonal base.

— A soctal consensus supporting Koizumis reforms
In Japan’s case, the social consensus in favour of reform has been expressed in
terms of public support for Koizumi whose political persona has been
inseparable frem his reform agenda. The skyhigh approval ratings that Keizumi
enjoyed during his first 10 menths in office were one of the main factoss
leading observers to believe that Koizumi had the public backing he needed o
effect a radical reform program. Likewise, the July 2001 election offered strong
public endorsement of Koizumis reform program and was interpreted as
providing Koizumi with the public mandate he needed to power his reforms
forward. A vote for Koizumi was considered equivalent to a vote for reform, As
the secretary-gencral of the LDP’s chapter in Miyagi prefecture commented:
“Thanks to Koilzumi's image as a reformer, we were able to attract voters who
were fed up with the old system and longed for strucrural reform’ ¥

In the electons, Koizumi was backed by almost all pro-LDP veters, who
under different circumstances might have supported other parties.® He was
also supported by many opposition party voters® and impornantdy by many
independent or non-aligned voters. One-third of the 22 per cent of voters who
described themselves as without party prefesence in the election said that they
voted for the LDP or its candidates in the proportional representarion
constituency, according to a Kybds News exit poll of 72,000 people.®® The
proportion of voters without party preference who backed the LDP was up
threefold from 11 per cent in the 1998 Upper House election. In gaining the
support of one-third of unaffiliated vorers, the LDP outpolled all the other
parties.” Koizumi's great coup in this election was to win the support of many
of these voters, who but for him would have deserted the LDP

Non-aligned or floating voters make up an increasingly large segment of the
Japanese voting public. Survey respondents who claim that they support no
political party regularly represent over one-third of voters in public opinion
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polls. They contribute to the volatlicy of the national electorate and can sway
an election outcome. They can even make the difference between victory and
defear for the LDP Under Prime Minister Mori, they formed the largest bloc
of cligible voters, comprising more than a third of the total number™ In the
2000 Lower House election, 38 per cent of these votes went to the Democratic
Party of Japan.® This is despite the advice from Prime Minister Mori, whe,
‘like a deranged addice...implored just before the elections *1 want independent
voters to sleep all day™ %

Furthermore, as the recent spate of Independent candidates elected o various
local government positions shows,” Japanese voters are not only increasingly
non-party affiliated, they are ant-party. Koizarni was able to tap into this kind
of political disaffection. Even though he was the leader of the LDP, Koizumi
managed to poreray himself as being anti-party by projecting an anti-LDP image.
The anti-party vote would bave deserted the LDP withour Koizumi. Indeed,
Keizumi’s extraordinary personal popularity was partly based on his rejection of
just about everything the LDP stood for. Kofzumi was the keader of the LDP but
in the popular mind he was not identified with it. Fven his manner and hairstyle
projected an anti-LIDP image because they were so far from the norm for LDP
leaders. Koizumi himself acknowledged that his public support was based on
the fact that he was ‘the most un-LIDP-like of the LDP.* At one point Koizumi
said he was even prepared tw ‘demolish the LD (Jiminig o bubkowasy), which
made the public support him even more strongly.” According to former Prime
Minister Nakasone, it was this ‘staterment that crystallized the pent-up
grievances of the public and swept him to power’ > Indeed, Kolzumi’s campaign
cry in the July 2001 Upper House election was ‘change the LDP, change Japan'.
The combination of an anii-LDP stance with a strongly reform posture was a
powertful elecroral combination that appealed particularly to anti-parey, anti-
LDP voters.®! Koizumi capitalised on the public’s growing sense that LDP
politics was ‘largely responsible for Japan's economic malaise™ by building an
alliapce between himself and the Japanese people against the political
establishmenr. This was expressed in the stogan on one of the Keizumi T-
shirts which said: ‘Challenge of Koizumi—Give Me Power’ and ‘Come on!
Let’s Change—Liberal Democratic Party’. As one foreign journalist commented,
‘he is using his personal mandate for change to ke on the enemy within’.%
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The major significance of the 2001 elections for Koizumi’s policy leadership
was that it liberated his administration from deferring to the vested interests
that had sustzined the LDP in power over many decades, In obtaining the
support of many non-aligned voters, Kolzumi altered the composition of the
LDP’s support base to give greater voice to unorganised urban voters based on
more diffuse policy appeals over special interests reliant on LDP-style distributive
politics. The LDIs traditional formula for winning votes was 3 mixwure of
reliance on pork barrelling and garnering support from organised interests
operating in sectors such as agriculture, forestry, fisheries, education,® culture,
sports, religion, postal and medical services, distribution, manufacturing, land
development and construction.

In contrast, Koizumi stood up for Japan’s long under-represented voters—
urhan rather than rural dwellers, the young rather than the old, the more
highly educated rather than the less educated, younger working women racher
than older housewives, consumers rather than producers, salaried workers rather
than the self-employed, and so on. In shory, Koizumi attracted support from
those voters who would most benefit from his reforms. In his policies, Koizumi
was prepared to trade support from the LDP%s wraditional support nevworks
for that from a potentially much larger constituency of unaffiliated urban vorers,
salaried workers and working mothers. These large amorphous groupings were
only prepared to back the LDP and its endorsed candidates because of Koizumi.
Koizumi reversed the marked erosion in support for the LDP in urban areas in
line with his long-term view that the LDP nceded to realign itself with urban
voters® and attract many floating voters to the party.” Significanty, Koizumi
is one of the few LDP prime ministers to represent a mewvopolitan electorate—
Kanagawa {11)—making a strong contrast from the rural and regional support
bases of his predecessors.”

Koizami’s major support base continues to be found in the cities; rural and
regional areas are much less receptive to his reform plans because of the likely
impact of some of his proposals on the public works projects and subsidies
they have enjoyed over a long period. Public works not only provide improved
infrastruceure for the local residents, they also generate government contracts
for construction companies and jobs for local woskers, especially in rural areas
where jobs are scarcer and part-time farmers need non-agriculaural employment
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to supplement farm incomes. Public opinion polls show that respondents living
in major urban districts view the reforms differently from other Japanese.
Support for Koizumi’s proposals are at least 10 percentage points higher in
city as apposed to regional areas.®

~ Kotpumi’s use of the media

Ever since ordinary Diet sessions were transmitted on television in Japan a few
yedrs ago, the significance of TV as a medium for political communication has
risen exponentially.® So has public interest in TV broadcasts of Diet proceedings
with the presence of Koizumi and his feisty Foreign Minister Tanaka Makiko,
The public interest in the Japanese Diet has been consolidated by the newer
phenomenon of the TV “Wide Show' {Waideshd) on which politicians and
commentators appeat, exchange gossip and debate various Issues for several
hours. Kotzumi, Tanaka and Finance Minister Shiokawa Masajuréd consistently
provide topics for "Wide Show  discussions.

Koizumi has paid careful arention to his media scrategy and possesses
excellent communication skills. He has the ability to create a positive image in
a way that resonates with public opinion and people’s interests. He is a master
of TV politics as a means of geuing his message across. One of Japan’s noted
drama directors, Ben Wada, has given Kolzumi a perfect score for bis public
performance and for cranking up the entertainment vatue of Japanese politics.”
Even the debur of Koizumi’s son as an actor has beerr used to increase Kolzumi's
public approval rate.”" As Masuzoe contends,

Kolzumi hes deploved his media techaique to run for prime minister, the upper house election and
even in the conduct of bis adnsnissation. As o resedy, dhie mass media bay undoubwedly conssibured
1o the Koizumi cabiner’s high levels of suppert amongst the pablic”

Koizumi also takes advantage of the interner to communicate with his
supporters, producing an email newsletter called the “Koizumi Cabiner Mail
Magazine', which he uses to advance his views and those of other members of
his executive at taxpayers’ expense. In the initial months of his prime
ministership the magazine had spectacularly high rates of circulagon.

Koizumi presents a simple and direct message to the Japanese people that is
usually centred on pithy phrases and slogans that are easy to understand and
designed to appeal to the public.” In addition to his ‘structural reforms without
sacred cows slogan, other phrases that have been the hallmark of the Koizumi
administradon include From the public sector to the private sector’, ‘what the
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private sector can do, it should do° {mankan de dekivu boto wa, minkan de), ‘no
fear, no hesitation and no constraint’, "equal pain for three sides (sampo ichiyibzon},
‘no growth without reform’ (bded batkaku nakushite seichd nashi)/* ‘no pain, no
gaiy, and so on. As Kitaoka comments, one of Kobzumis great strengths is that
his ‘speeches make ordinary people feel that he is speaking directly w them’™
Whilst puffing up his own achievernents, Koizumi also has a capaciry for honesty
in explaining the harsh economic realities to the Jepanese people. He repeatedly
asserts that the process of structural reform will not be easy, but i Japan is to
have a good future, it has to go through 2 period of painful change. Through
the medta, Koizumi has been able to portray himself as just the right kind of
leader needed to lead Japan through difficult dmes to 2 new and brighter
future with personal qualities like ‘integrity, dignity and the public’s tust’.”

During the 2001 ¢lection campaign, Koizumi's ability to articulate his vision
and commitment to reform in terms of a clear message was particularly effective
n gaining the support of non-patty voters outside the networks of support
that have sustained the LDP in government over many decades, In this respect,
his campaigning style contrasted markedly with the norm for LDP politicians
who have traditionally relied on vague generalities and undlear policy messages
combined with organised bloc votes and potk-barrel promises. In the 2000
Lower House election, for example, the LDP’s election platform relied on vague
promises to lift the economy out of recession. It was maiched by equally abstract
coalition pledges 1o ‘revitalise the Japanese frame of mind’ and “realise a state
where people can live safely and at case’.”

Koizumi has alse incorporated the media into his political manoeuvring to
gain leverage within policymaking circles, His tactic is to initiate a proposal
with an oft-repeated slogan and then use the tailwind created by public support
o give him strength in negotiadons against opposing forces within the politcal
establishment. In this way he uses public opinion as a means of breaking down
the resistance of dichard LDP peliticians and bureancrats to his proposals. By
portraying himself as an embartded leader ranged agatnst anti-reform forces in
his own party, Koizumi aims to gather public support fer his cause and generate
opposition to his opponents. This strategy explains his confrontationist style
(bechimakashigain no hobd) in dealing with the recalcitrants in his own party
on particular issues.”® Ero Takami, who leads one of the factions that supported
Kolzumi's bid for the prime ministership, has criticised Kotzumi's hostile stance

toward the old guard in the LDP?
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— A fragmented and demoralised opposition

The opposition parties in Japan--the Democratic Party of Japan, or DP]
{Minshutd), the Liberal Party (Jiyiitd), the Japan Communist Party or JCP
{Nihon Ky6santd) and the Social Democratic Party, or SDP (Shakai
Minshut6)—have been unable to form a unified front to oppose the Koizumi
administration.™® One of their main problems is that, issue by issue, they take
positions at varying distances from the government’s. The parties also disagree
on whether and to what extent they should cooperate with the ruling coalition
if they support a particular policy or piece of legistation. Ar regular intervals
fissures open up in the opposition camp when the DPJ decides to cooperate
with the ruling coalition in order to ‘normalise’ Diet operations behind the
backs of the Liberal and other opposition parties.

From time to time the DPJ and Liberal parties toy with the idea of forming
a coalition to take government, although their numbers are insufficient to
form a majority (they have a combined 144 seats in the Lower House and 66
seats in the Upper House}. They would, therefore, need to form the core of a
much wider grouping of parties as well as to entice the LDP’s present partners
to abandon the coalition. The leader of the Liberal Party, Ozawa Ichird, proposed
a seven-party coalition in early 2002, but the idea proved unworkable. In the
Lower House, the LDP now has a majority in its own right,*! which means
that even if every single non-LDP Diet member joined in a coalition, the
numbers would not be sufficient to overcome the LDP Given the numerical
realities, the opposition parties have neither the pulling power nor the incentive
to sustain a unified stance for Jong enough to pose a successful challenge to the
Koizumi government.

In the first 10 months of Koizumi’s administration, the opposition was
significantly demoralised by Koizumi’s stratospheric public approval ratings
as well as by the LDP’s victory in the July 2001 Upper House election, which
put the dominant ruling party in a much stronger position in that house. In
fact, opposition party leaders who debated with Koizumi in the Diet were
cautious in their attacks on both Koizumi and his policies in the face of his
national popularity. A DPJ official commented that “This is not normal... We
are in limbo because Koizumi's support rate with the public is so high.®

The opposition also finds it difficult to confront the ruling coalition because
of fundamental agreement between Koizumi and some opposition groups on
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the main issues of reform. To some extent they have to ‘manufacture’ points of
difference such as the pace and scope of Koizumi’s reforms. They question why
hie does not take his economic initarives further and faster, and demand more
clear-cut commitments to reform,® bur essentially the disagreements with
Kolzumi are nuanced when it comes to the major items of his policy program,
Ozawa, for example, constantly criticises Kofzami for his under-performance
on structural reform policies and is a strong advocate of deregulation,® but he
supports the move to privatise postal services. The Liberal Party’s July 2001
Upper House election manifesto displayed significant areas of overlap with the
Koizumi structural reform agenda ™

The fundamental problem for opposition pardes like the DF], which prides
iself on its reformist orientation, is that the administration’s agenda leaves
them little leeway to project themselves as reformers. Because the prime minister
himself acts like the leader of the anti-LDP opposition in advocating reforms
that are contrary to the interests of his own party, he has usurped the role of
the opposition and occupied their policy space. In mid 2001, Diet members
from the DPf commented to members of a visiting Australian political
delegation to Japan that ‘Koizami was “stealing their political clothes” as
reformers of the polirical process and the economy’.®® The main opposition
party has long been an advocarte of cuts in wasteful public works spending and
of policies such as deregulation to reduce Japan’s high cost induscrial scructure
and to encourage international investment, as well as decentralisation of
government and greater local autonomy. The DP] is particularly opposed to
centralised burcaucratic power. ln an article entided T Will Bring Down the
Cabinet’, which appeared in 2 monthly periodical, leader of the DP], Hatoyama
Yukio, expounded his long-held intention of ‘destroying the burecaucracy-
dependent admisistration’.”

A close reading of the DPYs policies for the 2007 elections under the ritde 7
Reforms, 21 Key Policies’ reveals lictle difference from Koizumi's own structural
reform manifesto.®™ Hatoyama later featured administrative and fiscal reforms,
induserial and local government testructuring, and further reorganisation of
government ministries in his June 2002 "Manifesto of 10 Policies for Revitalising
Japan' ¥ Some young DPJ Diet members have even come up with their own
tormula for Japan’s economic tevival, particdarly for expanding demand in the
economy.™
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In snatching the structural reform initiative from the DPJ, Koizumi has
successfully been able to take the steam out of its anti-Koizumi campaign ®
To compound the difficulties of the DPJ’s position, the party has been criticised
for lack of clear policy contrasts between it and the Koizumi administration.”
The differences are so muted as to prevent the party from presenting a clear
alternative message to the electorate. The DPJ has tried to finesse its position
by taking the view ‘that it agrees with the need for reforms but doubts those of
the Koizumi cabinet because real reform requires a change of government . It
has also tried to distinguish itself by asserting that it is the ‘real reformer’, by
questioning Koizumi’s credibility and effectiveness as a reformer, by criticising
the compromises be makes with elements opposed to reform in his own party,®
and by arguing for ‘warmhearted structural reform’ with safety nets for the
unemployed and other people hard hit by reform.”® Koizumi himself has
complained that because he wants to accelerate the disposal of non-performing
loans, the DP has called him a ‘callous reformer” and a ‘cold-hearted reformer’.%
In the DPJ’s view, any acceleration or expeditious disposal of non-performing
loans risks higher unemployment. The party frequently expresses concern about
the impact of structural reform on employment and workers. The DPJ advocates
unemployment insurance, re-education programs and worksharing as measures
for dealing with high unemployment,” arguing that liquidating businesses is
not the same thing as reforming.®® It has also proposed taxation reform to
lower the tax threshold for salary earners and corporations.

The DPJ’s concern with employment and workers issues is partly a reflection
of the former socialist party®” and labour union connections of some of its Diet
members. Such politicians represent some of the most anti-market reform groups
in Japanese society. Labour unions in the public sector, for example, are
vehemently opposed to reforms like the abolition of public enterprises.’® Not
surprisingly, the DPJ opposes the privatisation of postal services,’®! because of
the possibility that it would threaten the jobs of postal workers who are members
of the Japan Postal Workers’ Union (Zenteishin Rédd Kumiai, or Zentei),
whose Diet representatives are affiliated to the DP].'* This organisation boasts
almost 150,000 members throughout the country whe work in postal services
(mail, postal savings and postal life insurance) at post offices, business centres
for postal savings and life insurance, regional postal service bureaus and postal
hospitals. Other members work in private firms specialising in mail
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wansportation, and at the Postal Life Insurance Welfare Corporation. The DP]
also has links with the All Japan Postal Labour Union (Zenuihon Yisei Rado
Kumiai, or Zenyfisel), which is affiliated to the Japanese Trade Union
Confederation (Rengd)'™ and which represents just under 88,000 union
members working for the Ministry of Posts and Telecommunications proper
{now the Ministry of Public Management, Home Affairs and Posts and
Telecommunications, or Sémushé}), Iegionai postal service burcaus, countes
clerks, mail processing employees and non-mail processing employees as post
offices.”® As Matsubara comments, the DPJ is ‘s constrained by vested interests
as the LDP Among the DPJ’s main supporters are the postal workers” unions
and NTT employees’ uniond.'® Although the DPJ likes to porrray liself as
much more of a reformist party than the LDP in general terms, on some of the
policy specifics it is in fact quite anti-reform, 2t least in terms of market reforms,

The particular policy mix of the DP} reflects the composition of the party as
a schizophrenic compound of politicians from the former right and left of
Japanese politics. This has been further revealed by the issue of postal reform.
The DPJs eading advocate of postal reform is Masukawa Shigefumi who co-
authored a book on postal reform with Koizumi, On the other hand, in May
2002, the reception to celebrate the publication of a book by Iro Mototaka, a
postal policy specialist in the DPJ, brought together anti-privatisation lobbyists
from beth the culing and opposition camps.'® Furthermore, @ number of DPJ
Diet politicians joined a large group of Diet members in a bipartisan group
opposed to Kolzumi’s postal privatisation drive.'”

The policy commonalities between the DPJ and the Koizumi administration
have militated against its adopting a strongly confrontationist stance with the
ruling coalition. The DP] has often come out in support of Koizumi against
opposing forces within the LIDP and voted with the government on legisiation
in the Diet. In this respect it operates like a de facto tiling coalition member
commitred to cooperation with the cabinet and working with the ruling
coalition on a regular basis. Bills that appear on the floor of the Diet regularly
contain clauses that the DPJ has requested be inserted in exchange for voting
with government legislation.

Such behaviour is not unuseal in the tadition of Japanese parfiamentary
politics. Opposition parties frequently operate like satellites around the
dominant ruling party, voting with LDP legislation as a result of having been
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brought into the political consensus formation process as part of the Dier
management strategy of the ruling party(ies).'® In this fashion, the opposition
parties share power with the ruling party(ies) and expect to do so as the price
of eschewing disruptive tactics during the passage of legislation. When the
Koizumi administration ignores the DPJ’s objections, as they did over the bill
to revise medical treatment fees for salary earners, the DPJ resorts to obstreperous
behaviour during the voting on the legislation in the Diet.

The informal alliance between Koizumi and the DPJ is not only underwritten
by the coincidence in their views on many reform issues, but also by Koizumi
himself, who has courted support from the DPJ because he has, from time to
time, been at odds with the New Kdmeitd'® within his own coalition. In fact,
Koizumi has been willing to play the DPJ card against the New Kémeitd on
several occasions, hinting that he would not mind if the DPJ replaced the New
Kémeitd in the coalition if the latter found it difficult to agree with his
policies.!® He was reported as saying to a New Kémeitd leader, ‘if you complain
w me, | will team up with the Democratic Party’.""! The DPJ, unlike the New
Kémeit6, incorporates a number of ex-LDP members.

Nor has Koizumi been loath to use the threat of support from the DP]
against recalcitrants within his own party, seeking Diet votes from the oppesition
party in defiance of resistance from LDP members objecting to his reform
plans. For many months into his administration, Koizumf’s chief weapon against
foot-dragging within his own party was the threat to dissolve the Diet and call
an election and, with the ensuing public backing, side with the opposition.

The DPJ’s intermittent cooperation policy with the government has caused
internal dissension within the party between those supporting an
accommodationist approach with the ruling coalition versus those advocating
a more confrontationist approach. Hatoyama has been willing to continue
support for Koizumi’s reform drive, but Secretary-General Kan Naoto has
favoured confronting Koizumi’s administration as a better strategy for winning
the next Lower House election, which must be held by 2004.12 In practice,
this duality boils down to policy cooperation on some issues, but not on others.
As already noted, members of the DPJ also cooperate informally with members
of the LDP in resisting Koizumi’s reform initiatives.

Ultimately, the well entrenched convention of policy cooperation with the
LDP and its ruling coalition undermines the role of Japan’s opposition parties
as serious alternative contenders for power. Japan continues to lack what has
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been described as 2 unified and effective excluded opposition.’? As Kitaoka
argues, the most important task for the DPJ is to take the reins of
power... Publicly expressing dissatisfaction with the plans of the party leader
or cozying up to the LD because you support Koizumi’s reforms are the acts
of people with low ambitons, Making efforts to unite and seize the reins of
government should be far more of a priority than peny point scoring’.'™*

— Koiwumis solid base of legislative suppore

Koizumi has acknowledged the need for all the reforms he hay proposed to go
‘through proper procedures——that is gaining majority support in the Diet.’?
The LDP with Koizumi as leader ruling in coalition with two smaller parties,
the New Komeitd and Conservative Party (Hoshutd), has a legislacive majority
in both houses of the Diet. This, in theory, gives him guaranteed passage of
cabinet-sponsored bills.¢

The underlying question concerns the stability of the Koizumt
administration’s legislative majority because coalitions are inheremtly less stable
than single party governments. Coalition governments are an indicator of party
fragmenration, which as Haggard comments ‘creates impediments to the
coordination required both to initiate and to sustain policy changes; more
cohesive systems, by contrast, are more likely to generate the stable electoral
and legislative support that are a prerequisite for consolidating economic
reform’.'"” Hence the shift from single-party government to mulii-party
government which Japan bas experienced since 1993 should in practice have
produced less assured legislative majorities for LDP-led administrations
including Koizumi’s.

What is critical, as Flaggard emphasises, is the nature of the cleavages amongst
the parties. A polarised party system with clear lefi~right deavages is likely 1o
present greater difficuldies w a reforming administration because of higher levels
of pardsan conflict and a more highly mobilised anti-reform movement from
lefe-wing interest groups such as the labour unions. In contrast, a non-polarised
party system which is ‘characterized by a low level of ideological distance
amongst parties ¥ is more open to the formation of policy coaliions based on
purely pragmatic and instrumental considerations. As Haggard explains:
‘Nonpolarized systems rest on “pragmatic” parties in which tes berween leaders
and followers are largely insttumental and rest on shared interests in obtaining
political office rather than strong ideological commitments”.'?
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In the Japanese case, the distinctions amongst the policy platforms of the
governing and opposition parties have historically been and remain much clearer
on issucs relating to the Japanese Constitution, defence and security policy
than on issues of domestic ecopomic policy. An axis of political confroncation
has yer to emerge between the ruling and opposition parties on economic
policy. The most logical axis in an environment of structural reform is berween
what one might call the state-interventionists versus the free markercers,'®
This is certainly not occurring in Japan along lines that parallel major party
divisions. Even though the LDP kas waditionally been closer to private sector
business interests and the DP] is doser to workers’ and salary earners’ interests,
the two major parties both contain 4 spectrum of views on the central issue
posed by Koizumi’s reform program-—market-liberal reform.

Fundamentally, many Japanese politicians, including Diet members in the
LD are ambivalent about neo-liberal philosopisy.'* Supporters of government
intervention to protece what are described as weak or vulgerable (thar s,
uncompetitive} sectors and to provide basic levels of social welfare can be found
across the board in all Japanese political parties from the LDP to the JCE For
example, protection of favoured interests by LDP members makes them
inherently opposed to market reforms and requires them o take an and-marker
position, The majority of LDP members, although pro-capitalist (that is, they
believe in private ownership of the means of production), are not necessarily
pro-marker (that is, allowing demand-supply factors to derermine production
and prices). They fear the havoc that market competition would wreak amongst
the weaker industry sectors that form their main organised support base, and
disguise their politically self-interested, anti-market posidon with a philosophy
that is purported to oppose US or Anglo-Saxon, lissea-faire-style capitalism.
Their views and policies have been variously described as ‘conservative socialism,
‘financial socialism’,'™ ‘mass democratic socialism system™ and “quasi-
socialistic” protection of strategic or politically influencial interests’.'* In reality,
their anti-market views are mainly an ideological cover for political self-interest,
although cthnic pride may also be an element. Because 2 belief in the inherenc
superiotity of the so-called Japan economic model is now ditficult to mainrain,
their lingering belief in this system is expressed as a form of antipathy towards
Anglo-American capitalism.

Members of the DPJ also believe in state intetrvention, but for somewhat
difterenc policy purposes. The group is strongly in favour of interventon to
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promote housing to meet social needs, to assist the unemployed and job seckers,
te ensure environmentally friendly policies in industry and energy, and 1o
provide food safety for consumers.'® Their economic ideology is more strongly
oriented towards concepts of social welfare and redistribution, and regulating
industry for consumer and envirenmental protection. Thus, they embrace a
familiar clutch of left-of-centre purposes for the state. They accept the basic
principle of a market economy, provided that it is regulared in the interests of
the citizens. A group of young DP] members that styles itself the ‘Society for
the Study of Frontier Policy’ maintains that it supports healthy competition,
but its members also argne that marker principles and small government will
not solve Japan’s economic problems. They opposed President Bush’s
endorsement of the Kolzimi administration with his expression of support for
US-style market principles predicated on the belief that ‘competizion is
everything' (kydsd koso subere) '*®

in general, younger members of both the LDP and DPJ tend o be much
more positively predisposed wowards Kolzumi’s structural reform program than
do more senior Dier members.'” For example, a group of junior LDP Dier
members who support Koizumi's reforms have called themselves the ‘Reform
to the Death Squad’. On the other hand, whilst many Dier members o the
government and opposition parties support structural reform in principle, they
oppose it if it poses a threat to the vested interests they represent.

The most unashamedly pro-marker party is the Liberal Party led by Ozawa,
However, it is a small rump in the Diet sustained by the force of Ozawas
personality, policy ideas and energy which, in most cases, are used in a negative
and destructive fashion rather than as a positive and constructive torce. At the
other end of the spectrum (to the extent that there is one), are the SDP and
the JCP. They are anti-reform pardes, which, it is suggested, is the main reason
why they have dofie so badly in recent elections.™

No Japanese party unequivocally represents the interests of salary-earning,
arban consumers who fall between the cracks of all the parties and whose
interests would be best served by increasing competition in the economy for
goods and services. The organisation of a party committed to such policies
‘would create a political divide thar would be comprehensible in policy terms.
It would Jead to real policy choices being presented to the electorare’ ¥

The blurred lines of cleavage on economic reform issues assist Kojzumi by
providing unclear lines of division in the Diet, which, as already noted, enables
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him to enlist support from various party sources, both inside and cuside the
ruling coalition. Koizumi can take advantage of Japan's non-polarised party system,
which enables flexible party coalitions to form around particular policy issues.
In some instances, policy coalidons kave crossed the government-opposition
divide, as already noted, with the DP} supporting government legislation.
Moreover, the failure of the opposition parties to present a clear and viable
alternative to the LDP has contributed to the larter’s sclerasis as a ruling parey,
its complacency about Japan’s economic fate, and its obduracy in the face of
Koizumi’s attempts to implement reforms that look beyond the special interests
to the national interest, even at a time when Japan’s economic circumstances
cry out for a radical change in perspective. As Stockwin observes, if 2 government
knows thar it faces the very real prospect of losing power at the next election,
this ‘is a really potent stimulus for governments to consider very seriously
indeed the interests of the elecrorate in a broad sense—whar may be called the
national interest’,'”® Curds makes much the same poing, stating that
fylou cannot really expect 2 society to bring sbour fundamental and painful political rcform in a
systein tn which the reling parry really does not worry abows losing power w the opposizion. The
sbsence of & powerfl oppoesition party in Japan i the polirical nagedy of rhis counery.. The LDP
golitciens who are opposing Koizumis reforms are not shaking in dheir boots, wortied that they are
going 1o lose the next dlection o dhe Demscrarz.. In the shsence of 2 wruly competitive party svsterm

you are ot Hkely (o get much fendamenial reform. ™

The fault lies with the opposition side as well. They have been too busy
doing deals with the LDP to carve out electoral niches for themselves which
would provide the alternative policy choices that could lay the foundations of
victory over the LDP. Moreover, the shift from single-party dominance under
the LDF to coalition rule has served further to entrench accommodationist
forms of behavicur amongst the opposition parties, As Stockwin argues,

political parties ouwside the LDP.. are cicher brought inte coslition arrangements with the LD, or see
their confronsarional impac bunred by amengements made in chelr favour. Today, the Mimhud is
the largest pasty curside the LDP-contred cosflition, hut it seerss 1o find difficulty in deciding whether
it wanw o grow indo a paity capable of replacing the LIZE or whether it might be rempred into a
eanlition with Ir ielf ¥

Eor the LDDP o be willing o contemplate revision of its entrenched policy

predifections, the political system needs a powerful, excluded opposition that
could present an alternative vision for change to the Japanese people.
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i November 2001, Japars unemploymens rate reached 4 postwar high of 5.5 per cent,
Combined, accumulated central and local government debr s expecred 10 total 9693 willion a
the end of fiscal 2002, That figure is cquivalent to 140 per cent of G Nikker Weekly, 3 fune
2002,

Cabiner Office, Government of Japan, <htepd fwwwS.can.go.jpikelmil /2002/0125mitoshi-
e.hemlbs,

Dily Yornturi On-Line, <htipi/ ferwrwyoraiuri.co.jp/newse/20020425wol 1 hure.

Jesper Koll, quoted in The Dasly Yominri, 5 Aprif 2002,

Dzély Yomiari On-Lize, <hyped forww yorniuri <o ploswse/2002051 4wo 1 L omes.

As the deputy chief editorial wriver of (e Nibpn Krizas Shinbun pars it, the Enascial system is in
danger of crumbling since the capluadto-gssets ratios at banks have been declining with some
banks forced to dip into legal reserves to shore up the rados. The finencial crisis has merely been
“concealed” and has not disappeared’, Nikkei Weekly, 17 June 2002,

‘Basic Policies for Economic and Fiscal Pelicy Maragement and Strucrural Reform 2002
{Sumemary?, Peime Minister of Japan and his Cabinet, <herpiffoww kantei.go.jp/foreign/policy/
2002/062 thouzoukaikaku_ehirmls,

See in particalar the analyses compiled by George Friedman for stradorcom.

? *The Political Conditiony, p. 593.

Se¢ also below.

Quoted in Thy Japan Times, 19 QOcober 2001,

Quoted in The fapan Times Online, <hrepifwww japantimes.co.jp/oig-bingerarticle.
p15mb0010430he. hers.

Kokzurni hitmself commented thar: “When 1 ool office my position was thar we should work on
structural reform which would give us Rurure growth, a future leap forward while enjeying limited
growth for a year or two’. Quoted in Fimancial Times, <hupiinews.freom/f/gx.cgif
frc?pagename=Yiewdecid=FT34KSFOS1D-,

Daity Yomiuri On-Line, <hrprwwwromiur.cojp/newse/2001 1204 wol L b

Uchida Kenzd, Professor of Political Science, Tokai University, quoted in The fapan Times, 8
September 2001,

“The Kotzumi Adminiszeation’, pp. 293-94,

See afso Chaprer 5 on “Party-Buresucratic Governipent.

Kitaoka zrgutes that many of the LDP's ordinasy members remained ted 1o factions and interest
groups, but vored for Koizumi because they feared the party would lose power in the upooming

lecrions otherwise, "Can Kolzumi the Demagogue Becotne a True Leadar?, p. 280,
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Under the winner-takes-all system introduced for the election, if 2 majority of prefectural members
voted for Koizumi, he gained all the vores from thar particular party chaprer, Koizami's LDP
oppenents have pow called for 2 review of chis system.

BBC Mews | ASIA-PACIFIC | Kolzumi hsils ‘peaceful sevoludon’, <hupfwww.bbeco.uk/hif/
englishiworklasia-pacific/nevesid 1293000/,

Nikkei Woekly, 26 March 2001,

The Hashimoto &etion Is the bigges: in the LDE with 103 Diet members, Other factions are
led by Mori Yoshisd (Koizumi’s former faction with 57 members, the second largest faction),
Kamel Shizuka and Fro Takami (534 membezs), Horiuchi Mitseo (44 members), Yamasaki Taku
{22 members) and Kdmura Masahiko (14 members). The Kato faction was disselved when Kato
Kéichi lefe the 1.0P and the Diet in the spring of 2002, Yt Is now led by Crare Sadwoshi with
approximately 1% members. -

The Japan Times Online, <httpdforawjapandimesco,jplogi-bin/geted p1 52002001041 923 homo.
Yomiuri Shinbun, 29 Aprit Z001.

See Chapeer § on "Party-Burcancratic Governent.

? Quored in Tawars 3ichird, Shiozald Yasubiza, Yamametw Iehits and Kono Tard, Kobzumi gz

Tacteru mae oi Jimintd o Kewase' {'Destroy the LDP Befors Koizund Falls}, Gedar, May
2002, p. 113,

Craoted in Tawara et al,, ‘Kolzumi ga Taoreru mac i, p. 115,

BBC Mews | ASIA-PACIFIC | Koirumi hails ‘peaceful revolution’ <hrepi/www,bbe.co.uk/hi/
englishfworld/asia-pacific/newsid_ 12930060075,

In a public opinion poll prier to the LDP presidential election, some 65 per cent of Japanese
said that they preferred Kotzumi out of the four LDP candidates in the race, Finandal Times,
<hrrge/fnews. fr.eam/ft/gx.cgi/fictpagename=View& c=ArticleSrcid=FTEX4APKMELC &
fivestrues,

See also Chaprer § en Parry-Bureaucratic Govertimeny’,

The LDP won 64 our of 127 seats contestad.

Editorial, Nikkel Weckly, 16 July 2001. See also below:

Even though Japanese voters had, for the first time, 1 chipice of voting for 4 party or an individual
in this elecrorate, 3¢ Kitacka points out, Some 709% of thote who voted for the LDP did so by
selecting the party’s naree’. ‘Can Koizumi the Dernagogue Become a True Leader?’, p. 282,
Muinichi Fateractive, <hiip/Farwwmainichi.co.p/eye/ featurefarticle/kolzamiZ0010806-6 homl>,
The LI overall support tate in prefectural constituencies rose from 31 per cent in the 1998
Upper House dection to 4] per cent.

Nikket Weekly, 18 June 2001,
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Thid.

¥ Hayao makes a similar comment. Sce Kenji Hayao, The Japanese Prime Minister and Public Pelicy,

Pirsbaurgh 2nd London, Plasbargh Undversity Press, 1993, p. 117.
Thiey cover subjects such as restoucturing the former Ministry of Posts and Telecommunicatons

and the bureaucraey as a whole, and the nesd 20 privatise postal services,

* Some of the Hashimoto administration™s reform proposals, including privatisation of postal

services, posed a similar challenge.

Nikkei Weekly, 13 May 2002,

Koizami instracted the Chatrman of the Council for Regulatory Reform that: ‘Repulatory reform
is one of the key elements far buoying vp the monomy. 1 want you to tackle this task and
recogmise tes importance’, Quotet in Nibon Ketsad Shisban, 26 May 2602,

As the depury chief editorial writer of the Nihon Keizai Shinbun commented, ‘governmens led
by QObuchi and Yoshiso Mori should be blamed for neglecting deregulation and ather seructural
reforms because they assumed the economy was on the mend’, Nokked Weekdy, 17 June 20802
Takenaka, “The Economic and Fiseal Policy of the Kolzumi Administration’, p. 4.

In contrast, Corris argues that "Kofzum became prime minigeer without any program...He had
to begin the process of planning whar to do after he became prime minister and it rook an
awiully long time’. Jupan: Crisis or Reform, p. 8. In fact, howeves, Koizumd became prime minister
at the end of April and his first comprehensive policy package was announced somewhat over
one month Jater in June,

Quoted in Nekker Weekly, 22 Crorober 2001,

This is borne out by data gained from & sationwide pane survey conducted by Kabashima Tkue
and reported in Foizursi Setken T8j6 de Nihon Sefji wa Nani o Ketsubetsu Shita Ka' [Afeer
the fnaiguration of the Keolzumi Administration, Gooedbye to What in Japanese Polities’, Chaé
Kéran, Ocrober 2001, p. 122

Kabashima reports, for example, thar one-quarter of those who had vored for the opposition
Democratic Party of Japan in 1998 switched o the LDP in 2001, thid,, p. 123

The Japan Times, 31 July 2001,

Fote,

The main easons for the loss of the LIPS Lower House majority in 2000 was the failare of the
party 1o win the suppor: of independent voters in the cities. Berween 1990 and 2000, e
proportion of voters describing themselves a3 LDP supporters declined from 44 per cent to 27
per cent, whilse the proportion of independent voters increased from 28 per cent 1o 39 per cent.
Mainicki Skinbun, 19 June 2000,

The Japan Times, 16 July 2061,
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JAPAN'S FATLED REVOLUTION

Yomsiuri Shinbun, T7 June 2008,

Notifumi Sughmoto, A Study of LDP Policymuking Abilities and a Recommendation for Seff Reform,
LSIP Occasional Paper 0111, Program osn US-Japan Relations, Harvard University, p. 34
The goverporships of Nagano, Chiba, and Alkdm prefeceases, for example, and most recentdy, the
mayoraity of Yokohama Cign The power of unaffiliated voters is thus being felt not only in the

cities bue also 1o rural areas,

7 Reporwed in Maancial Trmes, 13 July 2001,

Kéno Tard, quoted in Tawara et al, Koizumi ga Taorern mae oi’, p. 118,

Cuoted in Yomiurd Shindun, 1 April 2002.

This arks back o the message on LDP candidate Eda Kenils poster in the 2000 clectons
which said: “If you can’t change the LDP, Japan will not change’ (imiinté o kaenakereba, Nibon
wat kaioarimasen). Eda, Kolzumi Shusha’, p. 125,

A survey in Jamuary 2001 by Homeza showed that 44.4 per cent of respondents wanted the LDP
nOt to gain seats in the nexs election. See Kabashima thuo, Murbha ga Hoki Surd [The Rise
of Independent Camp’|, Roneq, April 2601, pp. 14-33.

Nikkei Weekly, 13 May 2062,

* The Eeonomint, 4 August 2001,

This does nor inchade the teachers’ unions, whe are affiliated with opposition parties.

When interviewed sfter winning 2 seat in Kanagaws (2} for the first 8me in 1972, Koizumi
commented that “The LIDP is already a minoriey party in wrban areas, We have to be conscious
of this and proceed with reforming our party’. Kawachi Takashi, Koizami Who?', Japan Fohe,
Vol. 28, No. 4, August 2001, p. 12. Curds also comments that “Koizumi deserves credit for
secognizing that the social base upon which the LDP sunds is no longer strong enough 1o
support a major party’. “The Koizumi Administration’, p. 299, In this respect, Koizami sharesa
simifar artitade ro former Prime Minister Makasone who led the LDP 10 one of its greatess
victories in 1986 by deliberately appealing o urhan voters.

He believes, for sxample, that privatising postal services will attracr many floating voters to the
LDP and commented in relation to this strategy: "We are now in a new age’. Quoted in Nokhe!
Waebly, 26 March 2001,

Former Prime Minister Katfu Toshiki is the ooly other one, representing an Aichi {Nagoya)
electorare.

Nikkei Woekiy, 18 June 2601

Fn January 1998, unedited and unabridged sefevising of ordinary Diet sessions hegan for the first
timne. The move was reputedly to heighten public interest in politics and 10 respond to the
pubilic’s desive for unestricted information about Diet deliberations. Japan Information Network,

</ iwwo finjapan. org/uends98/honbun/mi98031 3. hemls,
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Nikkel Weekly, 11 Jane 2001,

Masuzoe Yéichi, Koizumi Junichird 1o no Kydtd o, Koko ni Tekkai Surdd {7 Bid Parewdll 0
Kolzumi junichisd’], Gendad, May 2002, p. 112,

Masuzoe, ‘Kofzami Junichird’, p. 112,

Curtls also comments on Kolzumi's skill ar inventing slogans ‘that make his message easy w
understand and casy to remember’. “The Koizumi Administration’, p. 292

This is reminiscent of the message thar cundidate Eda Kenji datms he oried to gee across in the
2000 Lower House election, which said ‘sructural reform is the road to economic revival (ks
Faikakn baso ga keiki baificku no michi desu). Bda, ‘Fotrumi Shush®’, p. 125.

“Can Kotzumi the Demagogue Become 2 True Leader?’, p. 281

Professor Kabashirra Hao, Tokye University, quoted in Nikke/ Werkfy, 26 March 2001,
Yomguri Shinkun, 27 June 2000, quoted in Aurelie George Mulgan, "The Dynamics of Coalition
Policics in Japen', in Jennifer Amyx and Pever Drysdale {eds), Bepond fapan Incorporated: Tansparency
and Reform in Japansse Governance, London and New York, Rewudedge, 2003, p. 44,

The Japanese press described Kotzumi’s approach as follows: 'he begins his policy strategy by
stziking the firee blows, revealing a simple slogan 1o appeal to the general population. After
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f Nildee: Weeily, 10 June 2002.
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U in Agal 2601, the LDP had 239 sears in the Lower House, A year later this figure had grown o

242, which represents a majority of the 480-seat house, atbeit by a very sl margin.

Queted in The Auserafian, 18 May 2001,
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‘fostering the autonomy of local authorities, and ‘constructing a Japanese-style information
society’. Liberal Parey, <http:/fwww jiyuto.orjp/ENG/pelicy_e/01712_e/manifesto.htms.
Australian Political Exchange Council, Annual Report 2000-01, p. 43.

Quored in Nikkei Weekly, 17 June 2002,
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establishing provinces) for realisation of decentralisation, 2) rebuilding a healthy Japan-US
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The japan Times, 16 July 2001.

Kiraoka, ‘Can Kolzumi the Demagogue Become a True Leades?’, p. 283,

Tbid., . 283.
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The Japan Times, 16 July 2001,
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Koizumiryd Kaikalo', p. 108.
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Q70603 hool>.

192 Zentel, <hup//wwwzentelonip/indexhums.
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108 Nibon Kedzai Shinbun, 24 May 2002,
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9% See George Mulgan, “The Dhynamics of Coatition Politics', p. 56,
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V% Dyily Yomduri On-Line, <btp! forwwyomior co.jp/newse/ 2002045 TorofHl hame.,

B Okamoto, Sutemi’, p. 9.

V2 Nikkel Weekly. 11 December 2001.
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ti# Kiraoka, *Can Kolzumi the Denagogue Become a Thue Leader?’, p. 283,
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U Thid., p. 44,
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Ouake Fideo, Nitwon Seifi no Taivitse Jikse | The Axes of Division in Japanese Politics]. Tokyo, Chitké
Shinshe, 2000
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aceial competitive position has steadily deteriorated, The most obvious example of this is the
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Ko1zumli’'s REFORM TEAM, TTS
POLICIES AND APPROACH

This chapter focuses on the phalanx of reformers who have assisted Koizumi in
the pursuit of his program of economic change and on the endorsement this
program has received from external sources. It also examines those aspects of
his policies and programs that are conducive to their successful implementation
and 1o engendering support for structural reform amongst affected groups.

w A coberent econamic team

The Japanese administrative reforms of January 2001 established a formal system
underpinning the formation of a coherent government economic team led by
the prime minister. The prime minister is head of a pew Cabinet Office
{Naikakufu).! The first and most important task of the Cabiner Office is
‘{hlandling basic issues regarding the state-—economic and fiscal policy, science
and technology policy’? It “conduces policy planning and policy coordination,
such as every year's publishing [sic] Economic Outlook and organising economic
pelicy packages...in order 1o manage the economy in 2 consistent and flexible
way’.?

In the Cabiner Office, the prime minister is assisted by an executive team of
politicians consisting of five ministers of state in charge of administrative reform,
economic and financial policies, and other matters; three deputy ministers
{(Naikakufu fukwdaiiin); and three parliomentary sectetaries (Natkakufu
seimukan). From the perspective of structural reform, the two most important
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ministers of state are Takenaka Heizd, Minister of State for Economic and
Fiscal Policy and Minister of State for IT Policy {(Keizai Zaisei Seisaku Tancd
Daijin/Kagake Gijutsu Tantd Daijin), and Ishihara Nobuteru, Minister of
State for Administrative Reform and Regulatory Reform (Gydsed Kaikako Tantd
Daijin}.* They are officially called ‘ministers for special missions’ (sokumei tanié
dazjin), whom the prime minister is able to appoint at his discretion, ‘when he
considers the appointment highly necessary for the cohesiveness of the policies
of administrative branchey .’ According to the official explanation, the "Ministers
for Special Missions have a different mandare to ministers at other ministries
and agencies and are established at the Cabiner Office, in order to pur all their
energies into the prompt implementation of key government policies’.® In
fact, going by their titles and missions, they are ministers of reform, which
means that their missions cut across the interests of the established minstries.
Morcover, these ministers do not lead ministries and hence are not bound to
the interests of the established ministries.” As Haggard has observed, prospects
for reform can be enbhanced by the development of insulated agencies with a
mandate to be responsive to broad interests in such areas as ronetary policy,
trade policy, and the budget process’.® Instead of ministies, the ministers of
state in the Cabinet Office are served by various administrative components of
the Cabinet Office. For example, the Minister of State for Economic and Fiscal
Policy is served by three newly created directors-general and thelr seaff.

The main vehicle for structural reform and che primary locus of policy
discussion and formulation by Kolzumi's economic team is the Cabiner Office
Council on Economic and Fiscal Policy or CEFP (Keizai Zaisei Shimon Kaigi).
It is modelled on the US White House Council of Economic Advisors’ and “is
in charge of economic and fiscal policy’ . As Takenaka claims, it plays ‘a key
role in the formulation of economic and fiscal policies’.!! It is concerned with
basic policies for ‘overall economic management, fiscal management and budget
preparation...[as well as] affairs concerning comprehensive national
development plans and other economic and fiscal policy for the purpose of
ensuring policy consistency and integrity from an overall economic point of
view'”* Tt is chaired by the prime minister, has a maximum of 11 members,
and includes the Minister of State for Economic and Fiscal Policy, ‘ministers of
ministries concerned’ (the Minister of Finance, the Minister of Economy, Trade
and Industry, and the Minister of Public Management, Home Affairs, Posts
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and Telecommunications), the Governor of the Bank of Japan, and four members
from the private secron’ It aims ‘at adequately reflecting opinions by private-
sector [sic] in policy formulation. More than 40% of the members are supposed
to be fram [sic] private secror’ M The academic world and the economic world
each have two members, currenely two academic economists and two business
leaders from the car and electronics induseries respectively.® The CEFP thus
brings a private perspective directly into public policymaking. As Eda puts it,
the policy formulation process now takes into consideration public sentiment
and the true nature of the cconomy.’

The CEFP is the chief promoter of Koizumi’s reform campaign and makes a
significant contribution to the process of preparation of economic policy
packages. For example, the June 2601 ‘Strucrural Reform of the Japanese
Economy: Basic Policies for Macroeconomic Management (also called the ‘Basic
Policy Qutline for Economic Reform’) was the Koizumi Cabinet’s first
comprehensive reform manifesto (the first round of the so-called ‘big-boned
reform agenda’, or Aenchuto ne héshin} and the key document serring our all
the basic direction of the Kolzumi reform [program!’.V It was compiled by
Takenaka and the four private-sector members of the CEFP following the lines
of many of the reform proposals Koizumi advocated shortly after becoming
prime minister. According to Takenaka, it ‘clarified the basic concept underlying
the Koizumi reforms: “Ne growth without reform™."* Takenaka also claimed
that the "Basic Policies’

formed the foundation for formudating the FY 2002 badget. Specifically, under a policy of
tiriting the issuance of government bonds to no more than ¥30 willion, seven priority areas
were identified, and issues for reforms in public investment, social security systems, and local
public finances were presented. Based on these, the guidelines for budget requests were compiled
its August. Ie was decided that the FY 2002 budger should be drafied based on the pringiple of
‘decreasing budget allocarion by 5 wilion yen in non-prionty flelds while increasing by 2
gillion yer in priosity ones’?

In addidon, the CEFP was directly involved in capping the annual issue of
government bonds at ¥30 willion, reviewing the use of revenues from taxes
collected mosty for road construction and improvement, reducing expenditures
for public works projects™ and mapping out the ‘special zone concept’ for
structural reform (#620 katkaku tokku). These are special geographical areas
where the usual restrictions on economic and other activities will not apply.®
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Takenaka has described the initiative as ‘a showcase measure...a bold decision
and a great achievement’.”?

The CEEP was also instruinental in proposing Hexible policy measures in
response 1o the deterioration in the economic situaton after the 11 Septerber
attacks in the United States and the continuartion of the ¥T recession, both of
which impacted negatively on the global economy.® Takenaka listed the
‘Advanced Reform Program’ of October 2001 and the ‘Tmmediate Action
Program for Suuctural Reform’ of December 2001 as containing the requisite

measures, with the CEFP leading

discussions to provide ditection on che specific contents of those measures. The Coundl
proposed various measures o contribute to the disposal of non-performing loans, the
strengtheaing of safety nets for the unemployed and for small and medivm-sized companies,
and the acceleration of strucrural reforms®

Subsequently, the CEFP was directly involved in working out the draft of
the second round of Koizurai’s so-called ‘big-boned reform agenda’ in June
2002 (designed to clarify the second stage of reform and known as "Basic Policies
No. 24" Japan's cconomic and fiscal policy blueprint for the second year of
the Koizumi administration, entided the “Basic Palicies for Economic and
Fiscal Management and Structural Reform 20027, This policy document
combined two separate packages that the CEFP had earlier adopted®—for
economic reviralisation and tax reform——inro a larger package thar also included
local government reforms and the framework for compiling the 2003 budges.”

The CEFP is one of four councils established under the auspices of the
Cabinet Office 1o execute state strategy.®™ Others are the Council for Science
and Technology Policy, the Cenural Disaster Management Coundil and the
Counctl for Gender Equalicy. Fach is structured along the same lines as the
CEFP and is headed cither by the prime minister or the chief cabinet secretary.
They are part of the Cabiner Office and are on quite a ditferent legal and
instiutional footing from the private advisory groups used by prime ministers
so often in the past to try and bypass vested interests in the bureaucracy and in
the LDE The CEFR for example, was established under the Cabinet Office
Establishment Law (Naikakufie Serchibé), and the others were ser up under
various other laws. The new councils are thus formally part of the government,
not just 24 hoc groupings established by prime ministers.™ Their legal status
guarantees them policy authority not normally available to prime ministers
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privaie advisory bodies. As Williamson and Haggard point out: “The competence
of the economic wam cannot compensate for a lack of authority, something
that typicaily requires instivutional change within the decision-making
structure”.” This change had already occurred prior to Kolzumi’s accession to
the prime ministership, but, in contrast w his predecessor Mori, Kotzumi has
taken full advantage of the new system as a mechanism to advance his policy
goals,

Second, the Cabinet Office councils are part of the formal policymaking
process at the executive level. The assigned duties of the CEFE for example, are
to investigate and deliberate {chdsa shingi}.”' Tt ‘decides its agenda for
deliberation on prime ministerial initative. Decisions on this agenda pass
through the decisionmaking of the cabinet, which is the ultimare decision
organ, and then they become the official policy of the government’*

Third, these councils are composed, by and farge, of members of the executive,
that Is ministers of various sorts. This is vital to the achievement of economic
retorm because decisions in the CEFP ultimately have to be blessed by cabinet
if they are to become government policy.

Fourth, as part of the execurive, the Cabinet Office councils are posttioned
above the mainstream advisory councils (shingikas) arrached o the bureancraric
ministries, although their formal funcrions are the same.” The most prestigious
and long-standing examples of ministerial advisory councils have been the
Industrial Structure Advisory Council attached to Ministry of International
Trade and Industry (MITT}, the Financial System Advisory Council artached
o the Ministry of Finance (MOF), the Advisory Council on the Fconomy
attached to the Economic Planning Agency, the Employment Advisory Council
attached to the Ministry of Labour and the Social Security System Advisory
Council atrached ro the Ministry of Health and Welfare.® However, these and
similar groupings attached to other ministries have a well earned reputation
for being simply mouthpieces and legitimating bodies for ministerial policy
proposals.

The coherence of the economic team is also sapported by the interleaving of
the Cabinet Cffice and the CEFP to the point where they are almost
indistinguishable. For example, with respect w the Basic Principles of Budger
Formulatiot?, these are formulated under the leadership of the Prime Minister
and based {sic] on the results of the research and deliberation of the Council
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on Economic and Fiscal Policy’ > At the same time, the Cabinet Office indicates
‘2 mid and long-term model of fiscal management and also the basic direcrion
of the next year’s budget...[The] Cabiner Office, as the secretariat of the
Advisory Council, supports the operation by providing assistance’.®

A major source of politicai strength for the new executive advisory councils
is their power of publicity and status. The authority of these bodies is
underwritten by the transparency of their proceedings, which are widely
disserninated in both printed and electronic form. As Kawakita and Onoue
point out, the operating principles of the CEFP are prime ministerial feadership
and transparency.” These features add to the councils policy influence by
publicising the direction in which the administration proposes to go, and
forcing other party and bureaucratic elements to react and respond.® As

Takenaka himself claims,

idieliherations ar the Council have been disclosed through publicizing decumenss and
discussion sumioaries soon after the meetings. This proceduee ensures the cransparency of dhe
policy formulation process. As 2 result, vadous policy formulation processss, including chose
of budges formulation, are changing to become clearer and more easily undesstandable for the
general public®

Making public the content of the CEFPs deliberations is also a deliberase
tactic on Koizumis part to try and contain ‘behind-the-scenes manoeuvring
by central government bureaucrats and Liberal Democratic Party members
working on behalf of vested interests’.®

In addition to the advisory councils that are formally pare of the Cabiner
Office, Koizumi has established multiple vehicles through which to advance
his reform initiatives. Some of these are private advisory councils like the Advisory
Counctl on the Three Postal Services which is charged with presenting specific
plans for privatsing the Japan Postal Public Corporation, the Society for
Discussions with the Premier which was set up o propose innovative economic
and induscrial policies, and the Local Government System Research Council,
which was established to examine issues refating to the decentralisation of
government,

Others are groupings in which Koizumi can personally direct the process of
structural reform. They comprise various executive policy headquarters such as
the Headquarters for Industrial Structural Reform and Employment Measures,
the Urban Reviralisation Headquarters, the Special Public Institutions Reform
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Promotion Headquarters, the Municipal Merger Assistance Headquarters, the
IT Strategic Headquarsers and the Cabiger Headquarters for Administradve
Reform.® The task of these bodies, on which Koizumi and the relevant cabinet
members sit Is o underwrite executive initiative and centralise control of the
structural reform process in Koizumi’s hands. The Cabinet Office also has a
series of advisory councils attached to it in the munner of other bureaucratic
ministries, including the Council for Regulatory Reform and the Social Policy
Council.

The significance of previous administrative reforms in creating new
components of the executive—the Cabinet Office. ministers of state for special
missions, as well as the Cabinet Office councils and other new prime ministerial
advisory groups as well as their attached administrative units——is that they
have developed alternative and even rival sources of policy information and
ideas to the established ministries. The CEFP for example, draws on the experuse
of academics and the private business sector, These bodies have helped to make
the Japanese policymaking process more pluralistic and have also injected a
greater degree of transparency and accountability into this process.

~ The presence of a technopol

The Koizumi team has a technopol in Takenaka who holds politically responsible
office as Minister of State for Economic and Fiscal Policy and wheo is ‘in charge
of sweering the Council [CEFPI* Such an appointment is unprecedented in
Japan.®® Takenaka, a former Professor of Economics at Keio University, was
appointed as minister when Kolzumi came to power® Koizumi also graduated
in economics from Keio University, and not, like so many of his predecessors,
in public law. Koizumi is only the second such case of an economics graduare-
turned-prime minister,” which may help to explain his commitment ro market
reforms.

Takenaka is Koizumi'’s top economic adviser and right-hand man in devising
reform scenarios. Previously a strong advocate of privatising the former state
monopoly NT'T corporation in order w bring competition to Japan’s information
technology marker, he was handpicked by Kolzumi as a key plaver in his reform
initiatives.” Takenaka’s views fiued perfectly with Koizumfs cherished policy
goal of privatising the postal services. Moreover, since Takenaka is not a professional
politician, he can strive for reform without wortying about special interests.
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~ A comprehensive program
The details in Table 1.1 attest to the all-encompassing nature of Koizumi's
reform program. The comprehensive menu of reforms thar the Koizumi
administration has adopted is also encapsulated in the rubric of structural
reform without sanceuary’ {(seriki naki kizé kaikakn),” which implies that no
special interest will be able to find refuge from the wide-ranging and non-
negotiable nature of the reforms. This cancept was formally incorporated jnto
the “Fiscal 2002 Feonomic Qudook and Basic Stance for Macroeconomic &
Fiscal Management’ decided by the cabinet on 25 January 2002, which referred
to ‘Further Promoting the Process of Structural Reform Leaving no Sanctuary
Untouched”.* The policy document claimed that ‘the government has
endeavoured to promote a full range of structural reforms covering the economy,
the fiscal system, government administration and various aspects of sociery’.”
As the Nikkei commented, ‘if implemented,..[Koizumi’s reforms] almost add
up to a revolution in corporate management, public finance, administrative
system, the education system and so forth’.®
Koizumi’s approach to structural reform is to talk of reform on every front at

once: forcing the crippled Japanese banks to write off their huge burden of
bad loans...ending posk-barrel construction projects; privatising much of the
government; and deregulating the whole economy’.” Ben Wada, in response
to an observation that there did not seem to be cohesive link berween Kolzumis
policies, claimed that Koizumi’s ideas made him seem as if he had just come
from “The Planet of the Apes’. Explaining the analogy, he said

hurmans watk using two leps, left-right, lefe-righe. Bug monkeys jusmp all aver the place, eo the

front, to the back, zo the lefi or 1o the right, using both legs. He may not cherish the comparison,

but Kolztuni comes close eo that kind of freedom. Tt must be sough For old-fashioned politicians
and bureaucrats 1o understand his thinking™

In reality, the rubric of structural reform encompasses an agenda that is not
only mukidimensional bur also interlinked. For example, proposals for a drastic
overhaul of the social security system, the adoption of a priority policy for
long-term public works projects and a whole raft of propasals to reform the
fiscal relationship between the central and local governments were integral
elements of the CEFP’s June 2002 final plan for taxation reform.”

Sirnilarly, reforming public corporations and privatising postal services are
part and parcel of the same goal. Koizumis plans to seform public corporations



KOFuMDs REFORM TEAM 81

are linked to his push to privatise the three key postal services (savings, insurance
and mail delivery) because this would help arrest the divession of personal
financial assets to prop up expenditure by the public corporations. In an
interview with the Fnancial Times, Koizumi commented that “[a]ddressing
this issue of postal related services is the most effective way of trying o
fundamentally reform government corporations’.™ The total amount of postal
savings and postal life insurance funds is ¥360 willion, ‘the world's largest
savings pocl’,”” and about one quarter of the nadow’s personal financial assets
of ¥1,400 trillion. It places enormous funds at the disposal of bureaucrats as
fund managers,” distorts capital distriburion, generates publicly subsidised
competition for private banks and insurance companies,” and facilitates the
flow of money into inefficient sectors.

The most significant aspect of the postal savings and life insurance system,
however, is that ir facilitates the use of private funds for public and political
purposes. Postal savings and life insurance are the major source of funds for the
Fiscal Investment and Loan Program, or FILP {z#id) which in tun provides
financing for public investment in housing, livelihood eavironment
infrastructure, health and welfare facilicies, educarional facilities, small and
medium enterprise, agriculture, forestry and fisheries, land preservation and
disaster prevention, roads, transport communications, regional development,
industry and technology, trade and cconomic cooperation, and capirtal
employment.®® Most of this investment is allocated o loss-making public
corporations as fow-interest loans for their various government-sponsored
enterprises, including the construction of public infrastructure.”” As Kolzumi
stated in the Lower House in May 2002, privatisation of postal services was an
initial step towards drastically reforming government loans and investment
programs as well as public corporations.®

Moreover, given the prominence of public works as a target of FILP
investment, this funding program doubles as a huge pork barrel for politically
strategic disteibution by the LDE This s why privatising postal services is so
politically significant. Privatising postal savings and insurance will potendally
wurn off one of the major public funding taps for the FILP the public
corporations and the LDP As the Nikkei observes, ‘Koizumi has had the ultimate
ambition to stop the postal savings system...from funnelling mongy into pork-
barrel projects that have bolstered the ruling Liberal Democratic Party’.®
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Additional supporting policy objectives include fiscal reform, which will
reduce the quantities of government funds available to public corporations as
direct subsidies, whilst the policy of eliminating public corporations (either
through privatisation, mergess or abolition) will reduce the need to divert
public funding to these entities either as loans or subsidies. Attacking wasteful
public works will also undermine the activities of many of these bodies.

Koizumi’s core policy proposals have been fleshed out as action plans, starting
with the June 2001 “Structural Reform of the Japanese Economy: Basic Policies
for Macroeconomic Management’, which announced seven reform platforms:
ptivatisation and regulatory reforms {including the postal system and public
corporations related to roads, cities and housing), support for challengers/
entrepreneurs (including relaxing regulations and taxes in growth areas),
strengthening the insurance system {including creating individual accounts
for social insurance and reforming the pension system), nurturing of human
resources (including promoting educational reform, science and technology
development, and 5 million jobs in 5 years), renovation of the living
environment (including a commitment to solving environmental problems
and revitalising urban areas), promoting regional independence, including
simplifying the system of grants to local governments and creating more local
tax revenue), and correction of rigidity in fiscal policies (including reviewing
the use of special-purpose government funds, long-term plans for public works
and reducing the share of public works projects in GDP).%

Later programs and reform schedules have built on these core proposals.
The CEFP’s June 2001 ‘Basic Policies for Macroeconomic Management and
Structural Reform of the Japanese Economy was followed by

» the September ‘Reform Schedule’, which took the ‘Basic Policies forward,

provided a clear timetable for the specific contents of the ‘Basic Policies’
and demonstrated ‘a public road map for reform to the people’®

* the October ‘Front-Loaded Reform Program’ for accelerating the pace of

structural reform, which included ‘measures for new job creation, safety
net formation concerning job security and SMEs, and measures addressing
the NPL problems®

* the December ‘Immediate Action Program for Structural Reform’, which

was accompanied by the second supplementary budget for fiscal 2001
and which was designed to accelerate structural reforms and prevent the
economy from slipping into a so-called ‘deflationary spiral’ in which
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‘ceanomic conditions deteriorate at an accelerating pace through the

interplay of falling prices and contracting production'®
* the January 2002 *Fiscal 2002 Economic QOutlook and Basic Stance for

Macroeconomic & Fiscal Management’ which outlined further seeps for

dealing with nen-performing loans, commirments to regulatory reform

and reorganisation and rationalisation of special public corporations
incorporated into a ‘Structuzal Reform and Mediumm-term Economic and

Fiscal Outook’ which ‘showed an ideal economic society Japan aimed to

achicve and a future vision of medium-term economic and fiscal
management including seructural reform to realize 0%
¢ the February 2002 "Emergency Countermeasures to Deflation’
* the April 2002 “Three Basic Principles for the Formation of the Economic
Policy Guidelines to be announced in June 20027

* the June 2002 “Basic Policies for Economic and Fiscal Policy management
and Structural Reform 2002°, a prescription according to Kolzumi, for
overcoming deflation and creating a strong economy’ ¥

The June 2002 ‘Basic Policies’ feature whar Koizumi has called 2 ‘wrinity’ of
measures: economic revitalisation strategies (keizar kasseika senryaku), basic
principles of tax reform and strucrural reforms in major government
expenditures.® The next step in Koizumi’s reform schedule is the "Kolzumi
reform vision', including administrative and fiscal reforms, which will be
compiled in early Seprember 2002,

In addition, the other Cabiner Office councils and prime ministerial-
sponsored headquarters, as well as the more traditional type of private advisory
panels to the prime minister, have generated proposals for specific areas of
policy in rerms of more detailed recommendations and implementation
timetables, They all help to maintain the stwuctural reform ‘industry” that the
Koizumi administration has iniviated.

~ External belp

Given the dire circumstances of the Japanese economy, external help has taken
the form of advice, counsel and support for the Kolzumi administration from
the United States. President Bush gave Koizumi strong backing during his
visit to Tokyo in February 2002, enthusiastically endorsing both his leadership
and his reform agenda. The US administration has seen advantage in throwing
its considerable weighr behind Koizumi as offering the best chance for reform.
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In fact, the Bush administration sees Koizumi as the only person who can
reform Japan.® President Bush remarked that: “Thanks to my friend, the prime
ministex, Japan is on the path to reform. He is a leader who embodies the
energy and determination of his country’.” He added that Koizumi was a
‘great reformer’ and that he had ‘great confidence in his ability to lead the
country’. ”! He even offered to support Koizumi by bringing the forces of
resistance’ to the White House and working on them in order to convince
them of the need for structural reform.™ Although officials in the Bush
administration subsequently became more sceptical of Koizumi’s ability wo
bring off his reforms, they have remained uncritical in public because they
want him to succeed.”

For the most part, the United States has eschewed traditional-type foreign
pressure’ (gaiatsu) as 2 lever to force the Koizumi administration to deliver more
rapidly on structural reform. In the past, gafatsu has usually rargeted changes
in Japanese policy and economic structure which are going to be of direct
benefit to US interests in terms of increased market access and other gains for
US business. This kind of gaiatsu has been effective in inducing Japan to reform
some of its economic policies and trade postures. Gaiatsu does this by generating
wailwinds for domestic reformers to overcome local opposition, exciting Japanese
fears of international isolation by being left out of multilateral agreements,
and by implicitly or explicitly raising the spectre of retaliation from economic
partners if the Japanese government does not concede on specific demands.”

This time, the United States has not been seeking narrow commercial
advantage for specific industries by issuing a set of official, detailed requests in
bilateral negotiations. The railwind the United States has tried to generate for
Koizumi has been to provide positive support and assistance rather than ro
chide, criticise and pressure, at least at the executive level. To some extent, the
US government has been defanged by its need for Japanese support for the war
on terrorism, with the Bush administration prefersing quiet dialogue to the
kind of overt and strident gaiazsu that has characterised the US approach to
dealing with Japan in the past on economic and trade issues.”” As Ayukawa
puts it, ‘US officials just want Japan to craw! out of the problem and it does
not matter how long it takes’.”

In sum, the United States has played a relatively low key role in Japan’s
attempts to right its faltering economy. Pressure has been informed by a more
general perspective: the health of the Japanese economy is important for the
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region as well as for the United States. Presidenr Bush commented during his
visit to Tokyo that: Te's important for the world’s second-largest economy to
grow. It will help the region, and it will help the world'.” Japan is the weakest
of the world’s major economies and there is great concern about the potential
fallout from a possible Japanese economic collapse for the United Srates as well
as for the regional and global economies. The United States is also worried thac
Japanese weakness will ultimately aleer the balance of power in East Asia and
undermine Japan’s leadership in the region.” The US administrarion sees Japan's
weakness in strategic terms and is concerned about the rise of China in the
context of Japan's decline. The Bush administration has taken the stance that:
If Japan’s zero growth continues for the next 30 vears, China will become a
veritable big power. However, such a situation is not desirable both for its
neighbors and the U.S. in geopolitical rerms. The United States hopes for
Japan to be strong ”*

Itz this context, Koizumi has faced pressure from the United States to get his
reform agenda going and 1o deal more quickly with some of the more intractable
issues like non-performing loans and deflaiion. Bush has urged action on these
issues, although he was ‘careful during his visit to avoid prescribing a remedy
for Japans economic ailments, a break from the Clintop administration’s
policy’ ¥

Other Bush administration representatives have been more pointed in their
remarks about the need for the Koizumi administration to deal adeguately
with the bad loan problem and have, in fact, provided detailed advice and
prescriptions for seform. The US Treasury Secretary, who visited Japan in January
2002, laid out a detailed bluepring for how Japan should reform its economy,
including aggressive action 0 clean up bad loans, a loose monetary policy to
sten defladon, and a comprehensive programme of deregulation o introduce
more competition into the country’s domestic economy’.®! Similarly, the
Chairman of the US Council of Economic Advisers made calls for specific
palicy adjustments such as tax cuts. In additon, the American Chamber of
Commerce in Japan advocated a cowrse of action that iIncluded forcing banks
to sell nen-performing loans (something that US officials have also
recommended), recapitalising the banks and then imposing strict condirions
forcing them to lend on the basis of vbjective financial criteria®

At times, individual US commentators and government representatives have
even hectored fapan and from some quasters there has been outright criticism.
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Former United States Trade Representative Charlene Barshefsky accused Japan
of continuing to prefer short-term comfort over long-term reform and argued
that if Japan continued in the same fashion, it would remain on a road
characterised by stagnation. She added that ‘if Japan fails to implement reforms,
the rest of the world would simply “move on™.# US business exccutives have
also criticised delays in the implementation of Japans structural reforms. Whilse
Bush was giving his endorsement of Koizumi’s reform drive and expressing
confidence in the prime minister’s ability to accomplish his misston, at a meeting
of Japanese and American business leaders in the United States, 2 number of
participants gave vent to their frustration over the Koizumi administration’s
lack of progress in dealing with the bad debts of the banks.® Similarly, the G7
finance ministers and central bank governors meeting in March 2002 grilled
Finance Minister Shiokawa about Japan’s inadequate structural reforms and
about the banks’ continuing non-performing loan problem, as well as urging
the Japanese government to accelerate its economic reforms. The Koizumi
administration has also received requests from the other Group of Eight major
powers, led by the United States, that it inject public funds into the banking
seCtor.

US policy requests are now more formally incorporated into the Japanese
policymaking process through its advisory council system, and especially those
bodies that directly advise the prime minister. In October 2001, for example,
representatives from the US Embassy attended a meeting of the Cabinet Office
Council for Regulatory Reform, and requested that Japan promote competition
in its telecommunications and medical services markets.*” The Japanese and
US governments also hold regular vice ministerial-level negotiations to exchange
views on deregulation and competitive policy. This is 2 means for the US
representatives to proselytise their model of economic management and to
pass on the benefit of their own experience in dealing with economic issues
and financial problems. These discussions are most reminiscent of traditional
gazarsy in holding out prospects of direct commercial advantage to US companies
in fields through increased access to Japanese markets.

From time to time the Koizumi administration also reverts to an orthodox
gatatsu response in dealing with the United States.® For example, it resorted
to a form of ‘package diplomacy’ prior to President Bush’s visit to Tokyo in
February 2002, Package diplomacy entails the Japanese government coming
up with a set of measures it knows will please the United States prior to high-
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level leaders” meetings. The February anti-deflationary policy measures
announced by the Kolzumi administration were motivated by such diplomadic
considerations, given President Bush’s impending visit. Indeed, the Japanese
government was under specific pressure from the US Embassy in Tokyo to
deliver something in this arca. The US administration reportedly sent 2 secrer
tetter to Koizumi urging action on the deflation issue immediately prior to
Bush's Japan trip. As Masuzoe puss i, the February anti-deflation package was
directly due to the gaiazen of President Bushs visit to Japan: ‘Although | had
been grappling co put the need for anti-deflation measures across t the cabinet
and the Bank of lapan, as a member of the House of Councillors, T had to wait
antil vo wait until gadarsy, called the US government’ ¥

Sirnilarly, at the 7 finance ministers meeting in Canada in June 2002,
Finance Minister Shiokawa spelt out the Koizumi administrations economic
revitalisation package. The Japanese press also noted that the June tax reform
plan was hastily put together in preparation for the G8 summic in Canada at
the end of June.® Prime Minister Koizumi took the plan to Canada in order 1o
seck US ‘undersanding’ of japan’s ‘effores’ for strucmural reforms by conveying
the dezails of reform of the tax system incorporated into the “Basic Policies for
Economic and Fiscal Management and Stractural Reform 20027.% Pressure
from abroad repuredly encouraged a Koizami about-face on tax cots because
of calls from the Unired States 1o stimulate the economy by lowering taxes.

— Compensating losers
In the Japanese case, direct compensation for losers is a standard weric for
facilitating economic reform, particularly in response two gaiassn. It has been a
stock accompaniment of policy changes that expose favoured secrors to
restructuring and greater market competition™ and often ends up delaying
the process of reform® by merely substituting one form of government benefit
for another. Morteover, it represents what is widely recognised in Japan as an
outdated ‘save the wealk soctal policy antipathetic o marker reforms.®
Compensation politcs of this type hardly figures on the Kolzumi agenda
becawse his structural reforms, and specifically fiscal consolidation, have taken
direce aim at the compensation-type policies thar have benefited special interests
in the past. There have, however, been some measures to relieve the pain of
structutal reform in the form of unemployment relief and financial support for
small and medium-sized businesses. Both sets of measures are linked o bad-
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debt disposal by the banks. For example, one of the problems of the banks’
bad debts is thar lending is falling continuously ‘as institutions put all their
efforts Into provisioning for bad loans’.*

One of Koizumi’s policy pledges in the race for the LDP presidency was the
proposal to prepare for the pain of structural reform by establishing a beteer
unemployment safety ner: ‘I Japan paid a full vears benefits to 1m new
unemployed, at 70 per cent of their current average ¥5m salary, this would
‘only’ cost ¥3,000bn... [which] is less than the country spends on construction
projects cach year’* In September 2001, the Headquarters for Industrial
Structural Reform and Employment Measures drew up a package of emergency
measures designed to prevent the jobless rate from worsening as structural
reform proceeded. It aimed for the creation of 5.3 million jobs over five years
through deregulation, overcoming the mismarch in labour supply and demand,
and establishing a safery net for the unemployed.® Expenditure to support
some of these measures was incorporated into the first 2001 supplementary
budget, The ¥2,99 wrillion budget indluded ¥1 trillion in extra spending mostly
to deal with increased unemployment and provide extra funds to support small
and medium-sized companies. The funds went to Improving safety news, such
as subsidies to companies that hired unemployed workers and implemented
job training.

Tt was followed by the October 2001 ‘Front Loaded Reform Program’ which
was designed to srengthen safety nets and generate one million jobs over three
years: 500,000 by new types of public services, about 170,000 by supporting
employers in newly growing areas; abour 190,000 by supporting
reemployment; and the rest by udlising interaships for the younger generation
and through other measures. Furthermote, in the job tralning area, 80,000
opportanides were provided for displaced workers.” Both sets of employment
policies were basically market-conforming and in line with the broad thruse of
structural reform, rather than buylng off customary tent-secking groups.

The February 2002 anti-deflation package included more financial support
1 sinall and medium-sized companies that were suffering as a result of banks
unwillingness w exiend new loans.” The measures offered an expanded safery
net guarancee and a loan scheme. This policy meant that the government
would step in to keep companies running in lieu of the banks performing their
usual function of business lending,
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o Am’lﬁmtmg the ZAINS to winwers

The Koizumi administration’s approach to accelerating the gains to winners
began with its 2001 fiscal reform program, which endeavoured to redirect the
allocation of fiscal resources away from favoured sectors o those that could
contribute to the recovery and reform process (such as the IT industry), and
public works prejects that mighe enhance efficiency and productivity in the
economy. The cabinet guidelines for the formulation of the 2002 budger
incorporated the fiscal structural reform program announced in the June 2001
CEEP “Basic Policy Qutline for Economic Reform’. It involved redistribution
of some public works spending away from traditional aress like local pornt
development, airport projects and sewage works to information technology
and infrastructure projects for urban redevelopment and improvement of living
standards.

The Januvary 2002 ‘Fiscal 2002 Economic Outlook and Basic Stance for
Macroeconomic & Fiscal Management’ developed this approach further by
including measures to promote the development of science and technology™
in addition, new industries with potendal for growth via deregulation, as well
as small businesses that reorganised at the managerial level, were winners from
the employment measures package incorporated into the October 2001 first
supplementary budger.”

These policy strands were subsequently advanced in the technology, new
industry development and regional power strategies in the June 2002 ‘Economic
Reviwalisation Straregies’ {incorporated into the ‘Basic Policies for Economic
andt Fiscal Management and Structural Reform 2002}, The techoology and
new industry development strategies proposed a greater transfer of resources
into life sciences and the promotion of research and development (R&D) as
well as encouraging the development of environmental technologies and
biotechnology. The regional power strategy focused specifically on advancing
detegulation of business. It gave more impetus to the idea of strucrural reform
special zones where, ‘government regulations will be drastically relaxed and
corporations could be given favourable tax breaks’ '

Tax reform has also offered some potendal gains w winners. It holds out
prospects for generating growth by providing incentives for corporations and
individuals, including tax relief measures for corporate capital spending in
specific arenas.® According to Koizumi, his government ‘would like to develop
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a comprehensive tax syscem that would help revitalize the economy and reward
taxpayers for their efforts, and not merely devise tax cuts or increases’.'™ The
June 2002 ‘Agreement berween the Government and the Ruling Parties” on
Present Economic Revitalizing Policies’ established an R&D promotion tax
and a prioritised investment promotion tax as measures to revitalise corporate
activities effective as of 1 January 2003.
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OPPORTUNITIES LOST

As the previous two chapters have argued, the Koizumi administration has
enjoyed many of the political conditions that are widely accepted as conuributing
o processes of economic reform in societies seeking to make the transition
from being interventionist to market-liberal economies. Koizumi's apparent
lack of success in engineering such a transition is, therefore, paradoxical. Surely,
given the combination of Koijzumi’s commitment to a genuine program of
reform and a favourable political environment, he should have wuch more w0
show for his cfforts? The discussion in this and subsequent chapters will provide
an extended explanation of that paradox. It shows how Koizumi failed 1o
capitalise on opporwunities for reform that were nidally present and identifies
those policy choices that might have provided positive impetus for reform. It
also isolates political conditions that should have been conducive to reform
but which turned out to be negative or became negative over dme. Finally, it
attributes the major cause of Koizumi's lack of success to a set of critical poliical
conditions that are necessary for economic reform o occur in Japan, but which
have been almost ensively absent under Kolzumi and which are net likely to be
present under any future prime minister,

~ Japan’s econvimic crisis has not produced a state of ‘extranvdinary or ‘abrormal’
politics

The key to the political effectiveness of an econocmic crisis is that it produces a
sense of crisis amongst those in government, the broader policy community
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and the general public. The Koizumi administration has tried to exploit a
sense of crisis to effect its radical reform programs. However, as 2001 turned
into 2002 and the much-anticipated ‘March crisis’ in Japan’s financial system
did not materialise,! the government’s sense of crisis dissipated and it relaxed
its reformist zeal.” The modest rise of stock prices® and other good news also
dulled policymakers’ sense of urgency.* The more upbeat view was bolstered
by signs of an economic turnaround in April and May, confirmed by the June
GDP figures for the first quarter of 2002.

Economic ctisis opened a window of opportunity for reform in Japan by
making the public more receptive to the Koizumi phenomenon, but it did not
bring about an equivalent political crisis. It made the Japanese people feel
disillusioned with the government’s ability to revive the economy, but it did
not produce the widespread social unrest that might have prompted those in
positions of power in the LDP and in the bureaucracy who are committed to
the szatus quo to be more open to innovative policy solutions or to share Koizumi’s
commitment to change. Nor did the economic crisis discredit existing power
structures sufficiently to undermine their authority.® Although the execurtive
led by the prime minister has endeavoured to seize the policy initiative and
enact broad-ranging reforms, it has continued to face obstruction from resilient
and well-entrenched power centres that actively resist change. Crisis may,
therefore, provide political leaders with a strong rationale to overturn existing
systems, but it does not necessarily incapacitate traditional power centres.

LDP ‘RESISTANCE FORCES'

LDP politicians, whom Keizumi has labelled ‘resistance forces’ (zeikd seiryoku),
are actively campaigning against those elements of his economic reform program
which most directly impact on their political interests.® They are being led by
the largest faction in the LDP—the Hashimoto faction—which will not follow
Koizumi’s leadership. The split between Koizumi and the Hashimoto faction
is an open rift that has unfortunate policy consequences. As it plays out through
party policymaking processes,” it is a major factor preventing Koizumi from
implementing his reform plans.

The resistance forces continue to push for economic stimulus measures, to
frustrate banking reform and deregulation, to protect publicly owned businesses
from privatisation and to demand that public works spending be maintained.
Their influence can be seen in numerous policy battlegrounds where Koizumi
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and the anti-reform forces have locked horns. For example, in the wake of the
terrorist attacks on the United States in September 2001 and the synchronised
global economic slowdown that followed, Koizumi was placed under
tremendous pressure from members of his own party o abandon his pledge to
limic the issue of new government bonds o ¥30 willion in 2001 and to change
his priotisies from structutal reform policies to measures to revive the economy.
Koizumi managed to maintain the cap, but only by using non-bond sources of
funding for the second supplementary budget.

Simiiatly, the proposals to free up taxes used exclusively o fund road
construction for general revenue purposes and to cur road construction programs
have been openly attacked by various LDP politicians who use government
expenditure on roads as a huge pork barrel for obtaining votes and political
funding linked 1o road consmucdon. Two days after Kolzumi announced his
road policy initiative, Diet members representing road construction interests
(the so-called road 'tribe’, or déro zeku)® rallied more than 2,000 local
government leaders in a hall near the pary’s headquarters in Tokyo.® This ad
#oe ‘National Conference for Promoting Road Expansion’ condemned Koizumi’s
plans, claiming thar they would hurt local government independence. Many
of the politicians belonged to the Hashimoto faction which specialises in road
poiicy and in representing road-related interests. Nonaka Hiromu, Secrerary-
General of the Hashimoto faction, former LDP Secretary-General, and former
Chief Cabinet Secretary under the Obuchi administration,'® also installed
bimsell as chairman of an importans LDP policy committee on highways"
from where he could directly influence party policy on road constructdon reforrm.
The efforts of the LDP internal road lobby prevented the Koizumi Cabinet
from undertaking a thorough review of the allocation of revenue from road-
related taxes for road construction and maintenance scheduled for early 20022

This group continues to battle Kotzumi's attempts wo freeze highway
construction and privatise the four road-relared pubiic corporations,™ including
the Japan Highway Public Corporation (sec Table 1.1}, Kotzumi agreed under
pressure to establish an independent committee to supervise the privatisation
process, but the LDP road tribe is pushing behind the scenes for their own
privatisation progeam that ‘would take the teeth out of Koizumi’s initiative "
As 2 group of young DP} Diet members observed, in spite of the existence of a
third-party commitice to oversee the process of privatisation, in reality the
success of the reform remains in the hands of the dérr zoks.”® The major issue
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10 be discussed by the committee is the fate of 2 2,400 kilometre portion of
the planned 9,342 kilometres of highways that have not yet been built. The
committee is due to report by November 2002. On its report hang 2
considerable number of potential pork-barrel projects which the road ‘tribe
can use to please their supporters,’ In fate July 2002, the road tribe established
its own league of parliamentarians to promote the construction of highways.™
Nonaka, who has been made an influential advisor to the league, commented:
"We can never give in to the prime minister’s assertion that construction of
highways be frozen and rax revenues now earmarked specifically for road
construction be widely used’.*

The road corporation issue is part of a much larger baude over privatising
public corporations. The initial vehicle for the resistance forces’ campaign against
privatisation was a special-purpose rask force on administrative reform
established within the party, which conducted its own review of public
corporations. It was stacked with ant-reform polidcians led by Hashimato.
Tronically, as State Minister for Administrative Reform in the last Mori Cabinet
of 2001, Hashimoto took exactly the opposite tack, saying that all special
public corporations should either be dissolved or privadsed.” In April 2001,
he unveiled a set of criteria for reforming public corporations. They affected
some 160 special corporations and their 1,200 subsidiaries and were almost
identical to those later used by the Koizumi administration. Given Hashimoto’s
record as an administrative reformer, his about-face on this issue suggests an
act of pure political expediency. Narrow political purpose (undermining
Kotzumi with a view to replacing him with a member of the Hashimotwo faction)
has overridden larger policy purpose. Hashimoto's behaviour epitomises the
fact that policy has always come a poor second 1o politicking in the LDB
particularly when it comes to securing factiona! fortunes.

In November 2001 an even more overt anti-teform LDP Jobby teok shape
in the form of the ‘Alliance to Save Japan' with well over 55 members. The
group pulled in politicians from several different LDP factions with a view to
presenting its own proposal for the reform of public cetpo;ations 1o counter
Koizumi’s proposals.”®

In December 2001, another informal lobby-—-—this time consisting of Upper
House members—mobilised against Koizumi’s plan to privatise postal services.
The group, which organised Diet members from both the LDP and opposition
parties, boasted a membership of 146, more than half the total complement of
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247 Upper House members. It was led by former Minister of Justice, Jinnouchi
Takao, a member of the Hashimoto faction, which also has strong links to
postal incerests. Later in May 2002 a ‘Postal Services Rounduable Conference’
{¥isel Jigyé Kondankai}® was established inside the LDP 1o oppose the four
bills to reform postal services submitted w the Diet in April-May 2002,%As
the leader of LDP Diet members who suppert and are supporied by postal
service interests, Nonaka chaired the grouping. The bills included a law defining
requirements to be met by private corporations seeking to enter the mail
collection and delivery business, and another to establish and define the
organisational strucrure of 2 new public corporation {the Japan Poswal Public
Corporation, or Nihon Ysei Késha) to take over from the Postal Services
Agency™ in April 2003.%* No provision was made in the bills for the eventual
privatisation of the new postal public corporation.

Koizami has also had to fight hard against LDP Diet members representing
the health care lobby within the party, who tried to force him to give up his
deadline of April 2003 for intreducing a4 new policy requiring salaried workers
o increase their congribution to medical treatment costs from 20-30 per cent.™
The so-called welfare ‘wribe’ (Bdser 2oku) resisted the date because of doctors’
fears about losing patients because of the hike.® Although Koizumi succeeded
in overcoming the oppositien on this issue, he won at the price of puting off
tackling the serious structural problems in the medical care industry such as
reforms to the health insurance system and the cost of medicine”

In late 2002, the battle shifted to the Koizumi administration’s prior
commitment under the 1996 Deposit Insurance Law to abolish the full-deposit
protection for demand deposits at banks (that is, ordinary deposits, cheque
accounts and other types of liquid savings} on 1 April 2003. An internal lobby
group entitled the Select Commission on Policies for Deflation (Defure Taisaky
Tokumei linkai) tock up the issue, Trs chairman, Aizawa Hideyuki, teamed up
Asb Tars, the LDP’s policy research chief, to push for the guarantee to be
extended indefinitely. Their political interests were shaped directly by concerns
for the fate of the smaller banks and credit urdons that might be exposed o a
flight of deposits in the event that the government’s full guarantee on total
savings amounts was removed. This might in turn create further difficulties in
the small business lending market. Their call was backed directly by the Second
Assactation of Regional Banks and the National Association of Small Savings
(Shinkin) Banks. Ranged againse these groups were the prime minister, his
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senior cabieet aides and the Financial Services Agency, all of whom were
comunitted to the plan in order to encourage further bank consolidation and
management reforms as well as to avoid the potential fiscal costs of bank rescues.
The pressure from the party was sufficient to force Koizumi to propose a loophole
in the reform plan allowing for a new cype of non-interest-bearing account
that would be fully protected by the government.”

BUREAUCRATIC OBSTRUCTIONISM

In addition o well-mobilised anti-reform lobbies in the LDE Koizumi also
has to contend with strong resistance from the bureaucracy.™ His inidal proposal
to resteucture 163 special and approved public corporations elicited the classic
bureaucraric rejoinder that almost all such corporations ‘would be difficule w
privatise or abolish. Favourable responses such as ‘would abelish® or ‘would
study abaolishing” were offered for only three special public corporations which
wete already slated for integration into other organisations.® This number
was cxpanded to seven (see Table 1.1) through political negotiatons involving
the administration, LIDP policy executives and the ministries, a figure thar fell
far short of Kotzumi’s original objective.

Similarly, the severe conditions surrounding the issue of postal privadisation
reflect not only the objections of the LDP bur alse the demands of the Ministry
of Public Management, Home Affairs, Posts and Telecommunications, which
battled Koizumi over how extensively the postal services should be privatised.®
The ministry imposed such highly restrictive terms and conditions under which
the privatisation of mail services would take place in April 2003 that it put
itself in the position of effectively sabotaging the intention of the bill by making
it vireaally impossible for private sector companies to participate. As the Nikke
commented,

{ujnder the bills, ouly businesses with approval from the minkstry and the postal corporation
would be allowed to deliver postal rail as well as all other types of mail. But to win approval,
companies would have to offer uniform services nedonwide,” something some private parcel

firms deetn impossible

The concepr of ‘universal service’ was code for a highly restrictive privatisation
regime requiring companies to install mailboxes throughout the country,®
and provide the same services in city and rural areas. Such a move was intended
to make their pardcipation much less profitable and therefore much less likely.
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Koizumi also caved into demands thar the Minister of Public Management,
Home Affairs, Posts and Telecommunications appoint the president and vice-
presidents of the new postal public corporadon,® and that the corporation’s
employees would be public servants. Finally, the ministry retained the right to
define exacdy what constituted postal mail after the postal services legisladion
passed the Dict, so that it could effectively determine the rules under which
private comparties would participate and thus stack the conditions in favour of
the new postal corporation.

In spite of all the bureaucratically-imposed sericrures, Koizumi rold the
Lower House that ‘government regulations on private mail-delivery businesses
would be limited to minimal fevels. “I've instructed the public management
minister o ensure that private firms will be able 1o enter the mail-delivery
market by any means™.* He also made the assurance that at least one private
company would enter the ‘privatised’ postal business. However, nene of the
private delivery companies in fact showed

...any interest in feunching fuli-scale letxer delivery services.. private companies kave many
cencerns with the goveraments plans...In particular, they are worried thar the Public

Management Ministry, which would be linked o the envisioned public postal corporation,
would remusdate their operations. ¥

Japan’s largest paicel delivery company, Yamato Transport, was considered
the most likely candidate, but its president reiterated that his company had
already decided against participation. He objected to the ‘overregulation’ of
private sector entry into the mail delivery business™ and to the prospect that
private corporations entering the business would be ‘under the government’s
thumb’» Meanwhile, some motorcycle delivery companies showed interest
in breaking into the express mail delivery market, which would exempt them
from having to set up mailboxes.” Concerns were raised, however, that
governtoent rules and guidelines would inevitably burden them with other
costs, potentially wiping out their profis.® When the postal bills finally passed
the Diet in July 2002, critics were unanimous in condemning the bills as ‘a
sethack for both the Liberalization of the mail business and the privatization of
the postal services'.®

Public corporation reform and privatisation of postal services ase not the
only issues over which bureaucratic ministries have deg in cheir heels. The
Ministry of Public Management, Home Aflairs, Posts and Telecommunicarions
is highly resistant to the notion that public-investment subsidies to local
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government should be cut, whilst the Health, Labour and Welfare Ministry
(Kosei Rodoshe) has objected to the proposal that part of the governmente
managed pension program for corporate employees should be privatised.® It
has also oppased the idea of constraining social security spending through
pension reform. In Jupe 2002, Minister Sakaguchi Chikara stressed that his
ministry would only grant conditional agreement to the MOF/CEFP proposal
to index pensions, which would enable them w fall in line with price declines.
As part of a strategy to block the proposal, which was soongly opposed by
ministry officials, the ministry demanded a simultaneous cut in the salaries of
government employees.™

The structural reform special zones that pose a particular chreat to the
interventionist authority of the bureaucracy have also elicited objections from
varfous ministries. They have argued against the concept to the Council for
Regulatory Reform, which failed 1o find any common ground with the
bureaucracy in its July 2002 interim report on deregulation,” Specifically the
Health, Labour and Welfare Ministry and the Education, Culrure, Sporss,
Seience and Technology Ministry (Monbu Kagakushé) objected to the prospect
of deregulated areas where existing laws, ordinances and administrators
discretionary authority would be curtailed.

Other recommendations in the councils interim report drew similar
epposition from the ministries concerned, The report called for the restrictions
on private companies entering certain fields——medical treatment, welfare,
education and agriculture-—to be lifted. The council’s view was that diversified
management bodies would increase options for consumers and lead to improved
quality of services and lower costs. The relevant ministries’ responses were
immediate. The Heaith, Labour and Welfare Ministry rejected the idea of
corporate access vo the medical service area, the Education, Culture, Sports,
Science and Technology Ministry was opposed to the notion of privace
companies running schools, and the Ministry of Agriculture, Foresury and
Fisheries, or MAFF (N6rinsuisanshd), raised a number of objections to
corporations running farms.*

ANTE-ADIUSTMENT INTEREST GROUPS

Economic crisis has not made intersst groups who stand to bear the concentrated
costs of reform any more willing to contemplate it. Crisis has not, as Haggard
puts it, silenced ‘the distributiona! demands coming from anti-adjustment
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interest groups’ ¥ Organisations representing various kinds of sectional interests
have not been knocked off balance by economic crisis but have organised their
defences and are still vetoing change.

Representing Japan’s doctors, the Japan Medical Association (JMA),* has
campaigned against Koizami’s plan to reform the medical care system. Nov
only has the JMA come up with its own healthcare reform plan, but ft has
strongly objected 1o specific medical reform proposals presented by the Kotzumi
administration. For example, it opposed a suggested new system for managing
the increased rate of medical expenses for the elderly with the resule that Koizumi
abandoned the proposed reform.® Koiztzmi’s medical reform package also
vielded to pressure from the JMA in abandoning the plan to narrow the gap
between the amounts charged by large hospitals and small dlinics for repeat
visits, which favours private practitioners.” Similarly, the proposal from the
Council for Regulatory Reform that private, proficsecking sharcholder firms
be allowed 1o enter arens such as medical care was rejected by the JMAS

In conrrast, Koizumi has been more successtul in medical system reform
where he has been able to put more of the Anancial burden on ro patients
rather than on to medical service providers, Kolzumi successfully obtained the
JMA’s consent to his proposal ro raise the out-of-pocket burden for medical
care on salary earners from 20 to 30 per cent, although the JMA objected 10
the deadline of 1 April 2003 for dhe reform ™

In the postal sector, several organisations are leading the charge against
privatisation. The most politically influential is Taiju no Kai, the group
representing retired postmasters (so-called "OBs, or ‘Old Boys') and their
families from the 19,000 specially designated post offices {skutel yibin kyoku)
nationwide.”® These post offices are located in rural and often remote areas and
are operated as a side-business by retailers and others under contract o the
government. Taiju no Kai is the largest occupational grouping backing the
LDP? It has organisations in cach prefecture, boasts 240,000 registered LDP
members, reputedly mobilises around 1 million votes™ and generates large
quantities of funds for election candidates. These resources provide the basis
for bureaucrats from the former Ministry of Posts and Telecommunications, or
Yiseishd (now Ministry of Public Management, Home Affairs, Posts and
Telecommunications), to stand for election in the National Consticuency of
the Upper House on an LDP ticket, because Taiju no Kai's members are
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conveniently scattered throughout japan.* The group that styles iwself the
‘postal services family’ {ydwei ikka} opposes privatisation of postal operations
because it argues that such a move would lead to the scrapping of many post
offices in sparsely populated rural areas.” In reality, privadising postal services
would abalish the privileged status of the postmasters of government-designed
post offices and diminish the means of their influence over the LD, as well as
potentially eradicating an important social nstitution in rural areas,

Other organisations opposing postal services privatisation are the labour
unions that organise postal workers. For these untons, the manwa of "unjversal
service' represented the main batdeground over the privatsation issue.™

~ The honeymoon effect has worn off and the social consensus in favour of reform
i fracturing
The honeymoon effect that Kaizumi was able to employ greatly w his advanrage
in the carly days of his administration to maintain public support for his
structural reform program and to silence critics of his reform policies has
evaporated. The Koizumi bubble burst in February 2002, following his
dismissal of popular Foreign Minister Tanaka Makiko. Koizumi’s public approval
ratings plummeted overnight by about 30 percentage points to more ‘normal’
levels in the range of 40-50 per cent. In dramaric fashion, the so-called ‘Koizumi
boom' bust. As Eda puis ir, with the dismissal of Tanaka, the publics feeling
of distrust towards Kolzumi became extraordinarily strong. Up to that point,
the public had believed Koizumi shared their perspective, but following the
Tanaka dismissal, they thought Koizumi had reveried to the traditional LDP
view of politics.® This was the principal cause of Keolzumi’s ‘approval deflation
spiral’.® Because Tanaka stood for reform, Keizumi implicitly adopted an anti-
reform stance in dismissing hern® Even Koizumi complained thar he was
regarded as having become a member of the LDP ‘resistance forces’.®

in May 2002, a public opinion poll showed that the Koizumi Cabiner's
nen-support rate topped its sapport rate for the figst time since its Inauguration
inn April 2001, with a disapproval rating of 47.7 per cent and an approval
rating of 41.8 per cent.® In the Hght of dis wend, Hatovama Yukio of the
DPJ commented that ‘the Koizumi Cabinet has become just an ordinary
Cabiner.% Inoguchi went even further, ohserving thar ‘after losing public
support, his strongest political weapon, the Koilzumi cabinet is only one step
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away from being a lame duck’.® Ensuing political scandals did pot help,
including that involving Kato Kbéichi, Koizumi's closest political ally,* ‘giving
the public the impression that Japanese political circles...[were] handcuffed
to tradition and that pothing...[had] been changed by Kaizumi’s reform
drive’ #

So while Koizumi began with a large quantity of potitical capital or polidcal
stock, some of it was subsequently dissipated or squandered. Koizumi had a
full 10 months to move quickly and efficiently to enact a radical reform agenda.
His honeymoon period was longer than the norm for new administrations in
Japan. As Curtis observes, with these skyhigh approval ratings, Koizumi ‘could
have gone far’ ® Because such levels of support turned out to be unrecoverable,
a premium was placed on Koizumi's moving quickly to achieve radical reform.

The question that Koizumi now faces is whether his diminishing public
support provides a sufficient political base from which to enact fundamental
reform. Koizumi does have some political capital left. A 40 per cent support
rate for a cabinet is acceptable by Japanese standards and may possibly provide
a political base from which to move forward. Koizumi’s predecessor, Mori, was
lucky w get into double figures. As Endé points out, amongst che 20
administrations since Prime Minister Kishi Nobusuke, only 10 cabinets secured
more than a 40 per centapproval rate 10 months after inauguration and approval
eatings were often irrelevant in terins of what these cabinets were able to
accomplish. In short, public popularity and cabiner capability are not necessarily
directly linked.

The cabinets that were capable of relatively more significant policy
achievement, however, were those led by prime ministers with a strong power
base within the party, who were thus able to impose changes on the populace
regardless of their popularity.”? The more successful prime ministers have been
willing to play the party power game in order to get their policies successfully
implemented. Koizumi, in contrast, is a maverick independent who refuses to
play by the party rules. Indeed, he has endeavoured to push his policies through
by going outside party processes and using his executive power as prime
minister.”?

Koizumi s, therefore, vulnerable because he operates without a strong,
personal base of support inside the LDP and because he has never really tried
tw build one. He once declared: ‘T don't want to become a follower and 1 don’e
want anyone else to become my follower.” His only power base has been his
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public popularity, which he has tried to use as an instrument within his own
party to move his reforms forward. As Curdds comments; ‘His only hope was to
ieverage his eighty percent public support to force feed policies down the
throat of his own party that did not want to swallow them' ™

In the longer term, this approach has turned cut to be one of Kolzumi's key
weaknesses, It has lefe him exposed in the event that his public support rate
came crashing down. Any leader that only relies on public opinion becomes
vulnerable and inclfective when the people desert him. As Endd argues, Koizumi
put too much faith in public opinion as the driving force (gendéryoky) of his
administration. He was too reliant on public opinion for taking on LDP
resistance forces, instead of concentrating on achieving his reform program
regardless of public opinion. Following a results-based stravegy wouid have
produced greater achievements, and this, in wus, would have brought public
opinion in behind him. Instead of building public support through action,
however, Koizumi showed excessive consideration for public opinion, which
made him servile and diminished his determination to complete his strucoural
reforms.™ As Endé concludes, what a nation needs from irs leader Is to
demonstrate outstanding leadership, not to share banal interests with the
common people. The citizens are the people politicians should trust least but
want to trust the most. A leader must have the courage of his own convictions
and act accordingly. He must persuade the people to his view and have the
courage to confront them.”

In an effort to rewin public support and his political credibility, Kotzumi
insists that he will continue with his reforms regardless of his approval ratings.
However, what was possible with 80 per cent support may not be possible at
fower fevels.™ Koizumi could have strengthened his power base in the party
had he acted 1o dissolve both houses of the Diet early in the picce. A resounding
electoral victory might have enabled him to construct a strong mandate for
reform and build a basis for a longer term administration.™

As time has passed, the shide in Koizumi’s approval ratings has shown no sign
of halting, with levels of support in the 30--40 per cent range emerging in june
2002, One report claims that ‘the Japanese people seem to have given up on
Koizumi. The viewing rate for the live Diet session broadcast by NHK has
decreased to half the amount of time at the start of his administradon’.”” Likewise,
the circulation of the Koizumi Cabiner Mail Magazine on the internet has
dropped to around one-third of what it was ar the beginning of his administration.



108 JAPAN'S FAILED REVOLUTION

Witheut the armour of his public popularity, Koizumi is more vulnerable
to attacks from his opponents. The decline in his popular sepport has
emboldened those LDP politicians who were remporarily disarmed by fears
that artacking Kotzumi would undermine their own public standing. Indeed,
some of the support Koizumi enjoyed amongst members of his own party was
purely opportunistic. It was due solely to Koizumi's public support aad ro the
caleulations of many of his fellow LDP Diet members that Koizumi was good
for the party’s popularity. Kojzumi’s high public standing thus had a
bandwagoning effect inside the LDP iwself. With ‘clear public support for
change, Koizumi...won time and the benefit of the doubt’.”® As Curtis observes,

Kodzumi....{was] in a fight against dime 1o ace while bis opponents it the LDP. . [were] on the
defensive. They could not say anything againse bim duzing or tramediately after the July Upper
House election, when his pepularity was at its zenith, Mow, however, thess appasition forces
are becoming incressingly bold in speaking out against him and in oppesing his policies.”
Koizami is surviving largely by default both from the perspective of his
party and the Japanese people, Rival factions do not scem to have any obvious
candidates to replace him™ and public opinion polls reveal that the public
only supports Koizumi because they perceive the likely alternatives as worse,
Factional manoeuvring is constantly going on in the background, however,
and Koizumi’s ability o last remains one of the big question marks hanging
over his administration. Four veteran politicians from different factions who
have each been elected to the Diet seven times and who can be considered the
group ‘most likely’ o succeed as prime minister at some point, meet regulady:
Koga Makoto, former LDP secretary-general, Asd Tard, Kotzumi’s rival for the
LDP presidency in the 2001 race, Hiranuma Takeo, Minister of Economy,
Trade and Indusery, and Kémura Masahiko, former Forelgn Minister.
Koizumi’s popular support is likely to dissipate even more quickly in the
absence of immediare and palpable payoffs from his economic reforms. Koizumi
simply has not delivered sufficiendy to convince the public that he s able to
achieve reform.®! Indeed, profound public disilusionment and even a sense of
betrayal are setting in. Koizumi’s credentials as a reformer and his commimment
to reform are being questioned, while his reform policies are also losing their
credibility. Public opinion polls in early 2002 indicated that very few
respondents believed that government measures would help the economy
recover.”? In one survey, 46 per cent of those who did not back the Koizumi
Cabinet said that it had not achieved enough 1o warrant public support™ In
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May 2002, 41 per cent of those who said that they did not support the Kokzumi
Cabinet gave their reason as ‘its failure to achieve noticeable result’, whilst 65
per cent thought the Prime Minister could not carry oue his strucrural reform
plans.™ Of those who did not support the Kolzumi Cabinet in June 2002, 47
per cent said that the prime minister facked leadership.®® The Japanese economic
press described Kotzumi's impending fate in ominous terms: “Faith in his abiliey
to carty out structural reforms wanes, his power base within the coalition
crumbles and bis previous political weapon, public support, heads south on
the buller crain’ ™

In the light of his dwindling populasity ratings, Koizumi attached greas
importance to pushing the four bills to reform postal services through the
Diet. Privatisation of postal services was nat only Kolzumi’s signature platform
but the successful passage of the postal bills became a crucial rest of his ability
and commizment o reform. As one Koizumi insider commented, ‘the prime
minister emphasises his appearance, burt he does not have a pelitical philesophy.
His own policy is only privatisation of postal services’¥

The longer Koizomi stays in power without restoring Japan to growth, the
shakier his political position will become. The social consensus in favour of
reform is fracturing because the Japanesc economy continues to stagger along
without the promised gain being realised by Koizumi’s reforms. Moreover, the
problem with a weak economy is that swuctural reform s harder because irs
side-effects, such as intensifying defladon and rising unemployment, are
potentially more serious.® What was achievable under previous administrations
is now more difficale because of the considerable deflationary risks and the
possibility that structural reform might ser off 2 deflationary spiral. Key pillars
of Kolzumi’s stuctural reform agenda——fiscal contraction and disposal of non-
performing loans——are inherently deflationary. In the view of some
commentators, Koizumi’s fiscal reforms have already aggravared the so-called
‘deflationary recession’ {defure fiky8).® If structural reform proceeds unhindered,
the prospects are for considerable short-term pain {from bank collapses, higher
unemployinent, larger numbers of corporate bankrupteies and depressed
consumer spending) for linle immediate benefic.” Economic revival and
structural reform in this environment may be mutually exclusive. For example,
deflation renders the finzncial rehabilitation of companies more diffienle and
hence makes dealing with banks’ non-performing loans significantly more
troublesome. The cure for deflation s an increase in demand, but this requires,
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amongst other things, tax cuts and tax breaks, which make fiscal consolidation
more difficule® The result is thar the Koizumi adminiseration oscillates berween
mutually irreconcilable goals: between being tough on structural reform and
providing not so covert economic stimulus. This gives an overall impression of
vacillation, indecision and under-achievement.

Economic stimulus helps to explain the second supplementary budget for
fiscal 2001 which, according to Takenaka, was to ‘cope with.. short-term

* resulting from the post Seprember 11 global economic

demand shortage™
downturn and accelerated write-downs of non-performing loans. The additional
government expenditure had ‘4 positive impact on GDP growth by abour 1
per cent’.® It involved public works spending designed to boost demand and
simultaneously facilitate structural reform.* Unlike the first supplementary
budget, it focused on public works projects relating to urban renewal, the
environment and social welfare. In reality, however, these amounted to structural
reform in name only, and, as public works, they risked being hijacked by
special-interest politicians for their own purposes. Moreover, because they were
widely perceived as archetypal pork-barrel projects, the credibility of Kolzumi's
fiscal reform program was open to question. Such a move was bad polirics
because Koizumi’s public support rested on his reformist stance and on his
commitment 1o fiscal rehabilitation, including curs in government expenditure
on public works.

A covert cconomic stimulus goal also helps account for the ‘anti-deflationary’
packages of early 2002, which were designed o exert 2 positive effect on GDP
figures in the first balf of 2002, As Japanese commentators observed, after
George Bush’s visit to Japan in February 2002, the Kolzumi cabinet appeared
to place more emphasis on preventing the economy from falling into a
deflationary spiral.” The economic revitalisation strategies announced in June
2002, including proposed tax cuts, were also seen as potendally giving the
economy z shot in the arm. As Takahashi observes, Koizumi ‘is now leaning
toward stressing economic revitalization rather than true reforms including
fiscal reconselidation, which would be painful in the immediate term’

Each of these moves appears to reflect 2 weakening of Koizumi’s resolve 1o
accomplish his structural reform program regardless of the pain it mighe inflict.
Takenaka has rationalised the change in emphasis by describing the first year
of the Koizumi administration as a preparation period for structural reform,
bur the second and third years as a period of concentrated adjustment in
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which emphasis will be placed on economic revitalisation. The required policies
during this latter period are deflation countermeasures in order to strengthen
the financial system and measures to establish the foundation for the Japanese
econemy to return to a stable growth track. For revisalisation purposes, rax
and regulatory reforms will be tackled along with the provision of measures ©©
encourage the employment of talented people working in domestic IT and
other industries.”

When the first-quarter 2000 figures of 1.4 per cent growth in GDP were
released, Takenaka said: “The statistics underscore our understanding that the
cconomy has hit bottom. Compiling and sticking to solid guidelines for tax
reform and other policies on the economy and fiscal management will help the
zconomy energize’” The Kotzumi administration thus signalled its intention
‘to use the tax system to reinvigorate the economy’” Koizumi himself observed
that: “Tax reform is vital for economic revitalization and has becorse a major
concern of the public’ ' Takenaka also acknowledged: “We all agree on the
necessity for tax reform that simulates economic activiy’.™® The CEFP ‘plans
te recommend rax reforms in three time frames—short-term steps to rejuvenate
the economy, medium-term for more radical changes and long-term o regain
sound fiscal health’.*® In short, it emphasises the positives up front and leaves
the harder parts for later.

In July, in response to continuing conceras about the overall direction of the
cconomy and corporate ¢arnings, particularly in the wake of a sharp drop in
the stockmarker, Koizomi moved cowards an even more aggressive tax-based
economic stimulus strategy. He direcred the CEFP to consider tax cuts of
more than ¥1 eillion in 2003 which would be financed by special government
bonds and which would be revenue neutral over three years, but which would
violate the principle of revenue nevtrality on a year-by-year basis." Hitherto,
the Kolzumi administration’s flexibility on tax seform had been thought Emited
because of the ¥30 trillion cap on the annuai issuance of government bonds,
which had restricted the potential for tax curs.

The July tax cat proposal and its subsequent incorporation into the CEFP%s
overall budgert outline is indicative of the premivm the Kofzumi adminiscration
is now placing ob maintaining the recovery trend wichin government growth
forecasts in the second half of fiscal 2002, It also suggeses that the goal of
reviving the economy is gradually displacing the structural reform goal as
Koizumi’s top priority, although he maintaing that his ‘passion for structural
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reform has not cooled by even one degree’.'™ Moreover, he stll genuflects to
his original fiscal structural reform objective by stating that the tax curs will be
accompanied by expenditure curbs ‘aimed at correcting fiscal imbalances .1
This is code for cuts in public works spending and other areas of past LDP
profligacy.

Nevertheless, the implication of the tax cuts is a lifting of the ¥30 «rillion
cap on annual bond issuance because the cuts will be financed by sales of
government bonds. The 2003 budget guidelines approved by the Koizumi
Cabinet reflect a similar retreat from his 2002 position. They call for a mere 3
per cent cut in public works spending (compared with 10.7 for the 2002
budget) and push neither for structural reform nor fiscal consolidation.

Economists doubt that policies like tax reform are the panacea for the ailing
economy that Koizumi and Takenaka claim. In some respects, such measures
should be perceived as a default option—a substitute for some of more needed
but more politically fraught structural reforms like drastic deregulation,
privatisation and a slimming down of the public sector.’® These were the
policies adopted by the United Kingdom and United States in reviving their
economies in the 1980s.' Nor does tax reform do anything to solve the issue
of non-performing loans, perhaps the most critical issue facing the Japanese
economy today. Tax reform under these circumstances ‘is nothing but a desperate
measure taken under the pressure of necessity.., Why is the government rushing
to debate how 1o jazz up economic activities while scores of companies and
banks are still bogged down with a pile of dud debes and nonperforming
loans?t%®

Reorienting policies more towards economic stimulus also poses political as
well as economic risks for Koizumi, because the various policy measures can be
hijacked by vested interests. In some cases, LDP groups have been only too
willing to see political benefit in those aspects of Koizumi’s reform program
that suit their own interests. For example, tax cuts are supported by LDP
executives as a surrogate economic stimulus policy.'” They are a more popular
form of ‘structural reformy’, because they hold out the potential for direct benefits
for individuals and businesses.

The displacement of the structural reform goal by the economic revival goal
is largely politically inspired. Koizumi is seeking to shore up his stocks amongst
the Japanese public in the wake of the dive they took in early 2002. As the
Koizumi administration becomes more unstable politically, it has become just
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a5 important 1o grow the economy as to reform it. In fact Kotzumi'’s slogan ‘no
growth without structural seform’ is increasingly being perceived both inside
and outside the administration as ‘no growth with structural reform’. Kotzumi
has shifted to a ‘recovery first’ mode, which has reversed his initial positon
which trumpeted a structural reform approach over the LDPs traditional
economic stimulus approach to fixing the economy. Polls reveal that the vast
majority of Japanese think that ‘tconomic boosting' is the priority task for the
Koizumi administration.”™ Thus, rurning around the GDP figures is being
artempted as much for its political effect as for its ecopomic significance.

— Using the media cannor substitute for the right political and policy strategies

Koizumi's reliance on public support w leverage his reforms through the
policymaking process and his growing need to husband popular support have
placed a premium on skilful political communication and geting the right
message across to the public. As dme has gone by, however, Kotzumi’s policy
explanations in both the Diet and in press conferences have become more and
more vague, which gives the impression that he is both feeble and
untrustworthy. He has even been accused of sounding just lke former Prime
Minister Moti and criticised for responding to serious questions about policy
detail with just his customary slogans about ‘no economic revival without
structural reform’.'"" Sloganeering can no longer substitute for constructive
and reasoned arguments about the various steps and stages needed o achieve
structural reform and how each of Koumi’s structural reform goals will
contribute o Japan’s economic recovery. Kolzuimni has been citicised for shouting
about ‘structural reform without sancruary’ but in practice lacking the ability
to explain the way forward logically and in detail, and for raking no account of
process.'? As Eda observes, compared with former Prime Minister Hashimoro,
who held twice as many ministerial portfolios as Koizumi and prided himself
on his policy expertise, Kotzumi is known to be weak on desails,'” His policy
explanations have been insufficient to dispel public fear and unceraainty abour
the fate of the Japanese cconomy, sentiments that are compounded by Kolzumi’s
unvarnished truch abour the need for the Japanese people o endure the pain
of reform associated with the destruction of the old order. Although such
assertions contribute to Koizumis reputation for honesty, he still needs to
convey to the general public a clearer message about the link berween strucrural
reform and economic revival, and whart they can expect under the new order,
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in short, his ‘ultimate vision after reform...[and the] concrete policies to achieve
it’.'" Only the
pain associated witl: reform has been emphasized in public. .. Prime Minister Koizumi should
talk more about his vision after reform to the general public in his own plain words...[i]r is
imporzant to make it clearer how such a vision is related to certain concrete policies. Especially

important is to clarify the relationship among rtax reform, fiscal reform and comprehensive
secial security reform.'t?

Kotzumi’s reliance on public support to leverage his reforms through the
pelicymaking process and his growing need to husband popular support have
placed a premium on skilful pelitical communication and getting the right
message across to the public.

Moreover, even if the prime minister successfully ‘sells’ his policies to the
public through the media, as Masuzoe puts it, he still has to deal with party
politics. This makes the deployment of professional politicians’ techniques
like building a consensus (nemawashi) and adjusting interests mandatory. Such
skills became even more necessary after Koizami’s approval rate went down
and the level of opposition to his policies in the party went up because he
could not rely on media techniques as before. '

— There has been limited compensation to losers and little acceleration of gains to

winners

The Koizumi administration finds it extremely difficult to provide funds to
sectors hurt by impending reform because reductions in public spending are
an integral part of its structural reform program. The potential for substantial
compensation to losers has been restricted by moderate fiscal consolidation,
by declines in tax revenue and by the need to redirect budgetary spending
into areas that are designed to assist the structural reform process. Even where
the Koizumi Cabinet has made attempts to soften the impact of strucrural
reform, the measures have been criticised as insufficient. For example, the
February 2002 anti-deflation package, which instituted various measures to
encourage the speedier disposal of banks’ non-performing loans, was criticised
as falling short in the area of measures to deal more positively with side-effects
such as unemployment from corporate bankruptcies and to assist with the
liquidation or rehabilitation of troubled companies.’” Koizumi himself is said
to ‘lack recognition that employment measures are a social safety net’.’'® As
the Chairman of Fuji Xerox commented, the ‘strengthening of the employment
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safety net can be appreciated, although it is not yer sufficient...l made an
appeal to the Koizumi cabinet to sirengthen the social safety net because I was
convinced that reform could not be advanced without 2 sense of security among
the public.'?

Company managers also complain that the government has provided no
support o companies through the budget or the taxation system to assist their
restructuring effores. ™ In their view, the government’s efforts to case the pain,
such as retraining and developing new industries to ahsorb the jobless, have
been woefully inadequare ™

The Koizumi administration has also been criticised for placing insufficient
importance on public investment and improvement of R&D to help emerging
industries that would create new jobs.” Some corperate executives and the
sconotnic press have argued for allocations 1o give more maney ro growing
industries as a priority.'® The Nikber has proposed a review of corporate taxes
o allow for accelerated depreciation, tax incentives for R&I) spending and tax
initiatives to encourage start-ups.'* In June 2002 it also pushed for tax breaks
w0 bolster the international competitiveness of companies by lowering corporate
tax rates.'” The general evaluation of Koizumi’s ax reforms, however, is that
the gains in this area are too slow, too nsubstantial and yet to be realised. For
example, the tax incentives to boost R&D expenditure by companies due for
implementation in January 2003 will in practice allow corporare taxpayers
only 1o reap the benefits in fiscal 2003 and after.” Many other tax reforms
that will provide gains to companies and individuals are only on the drawing
board or at the recommendation stage and face 2 fraught policymaking process
in which contending interests will effectively block reforms.’*

Ar 2 more general level, the administration has not been able to accelerate
the gains 1o winners significantly because insufficient reforms have been
implementied and because the reforms that have been accomplished, and even
those envisaged, will take too long to deliver meaningful gains to the economy.
Most of the potential gains to winners are simply proposals rather than economic
realicy.

Where gaing to winners might have been delivered most expeditiously and
without the need for fiscal outlays is in the area of deregulation. The Japanese
economic press has repeatedly stressed that deregulation and microeconomic
policies are needed to support business fields with growth potential.™* This
view is generally shared by Japanese economists, who argue that deregulation
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is central to strengthening Japanese industry. However, the Koizumi
administration has not achieved sufficient deregulation to help create new
industries and businesses that would provide jobs to those made unemployed
as a result of corporate restructuring and increased deflationary pressures.'®
As Eda observes, Koizumi does not have any ideas for ‘non-budget-using
deregulation’.””® As he elaborates,

three or four big deregulation items could have beer expected from the Councit for Regulatory
Reform’s ‘Firse Report Regarding Promotien of Regulatory Reform’ in December 2041,
However, Ishihara just listed small reforms. Minister Ishihara Nobuteru in charge of
administrative zeform and regulatory reform srated ‘anything already coordinated in each
ministry and ageacy is good enough’. Even though regulatory reform takes time, economic
palicy and structural reform without depending on the budget should becorne the centre of
Kolzumi’s reforms. For example, 10 years ago, deregulation allowing mobile phone over-the-
counter sales created a ¥10 trillion industry, and a 2 per cent rise in GDP¥

One of the June economic revitalisation proposals—establishing structural
reform special zones' under which specific areas for deregulation and business
revitalisation will be created in regional areas—is an implicit acknowledgement
that Japan has a ‘managed’ or ‘controlled’ economy, in the same way that
communist countries created ‘special economic zones’ where experiments in
capitalism could be conducted without ‘contaminating’ the rest of the economy.
The structural reform zones are restricted areas where experiments in
deregulation can be conducted whilst keeping the ‘old economy’ quarantined.
They represent an attempt to achieve simultaneously the ‘dual targets of opening
a hole in the hard wall to regulatory reform and activating the economy’.!®
Their rationale has been explained in terms of ‘front-loading deregulation and
showing the results of structural reform to the opposition through local
experiment’.!?

The idea smacks of the failed schemes to create ‘new industrial cities” and
technopolises which were just another excuse to pump public money into
economic and social infrastructure and which relied heavily on government
financing and tax incentives to attract industry.'® Indicatively, the special reform
zone concept was positively supported by one of the LDP’s official policy
groupings, the Cabinet Division (Naikaku Bukai).®® The Cabinet Office and
CEFP also ‘received a blizzard of inquiries from ruling party members
who...[were] willing to establish such a special zone on their home turfs’.**’
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The LDP subsequently established a Structsiral Reform Special Zones Promotion

governments have also jumped on the bandwagon as a2 means of geting central
government support to revive local economies.*

The question whether the zones will receive any kind of financial assistance
from the central government is shaping up as yer another battde ground between
the Koizumi administration and the LDP. Although the strucrural reform special
zones are predicated on the easing of various regulations and restrictions, they
may become just as heavily dependent on government financing and favourable
tax trearment.’ The risk is that they will evalve into ‘money-scattering
{baramaki) regional economic promotion measares’,'?

Because of the state of government finances, Koizumi wants to avoid the use
of conventional fiscal measures in setting up the zones. The final draft of an
interim report on regulatory reform issued by the Council for Regulatory Reform
in July 2002 categorically states that the basic guidelines for the regulatory
reform zone system will not include state-funded assistance such as tax breaks
and subsidies.™ The LDE on the other hand, thinks that financial assistance
to local governments Is essential in materialising the zones, It held irs first
meeting of the Structural Reform Special Zones Promotion Committee in July
2002, Chairman of the committee, Norota Hosei, ‘blasted the prime minister,
with the comment that ‘Giving no assistance to special strucrural reform zones
is unrcasonable” ** Ag the Nibon Keizai Shinbun comments: ‘A deregulatory
plan that lacks principles and power might turn into a timely prey for the
forces that are uying 1o protect their vested interests. The plan was inidally
aimed to take away vested interests from the government and bureaucratic
circles but could lead to producing new interests.”™ Moreover, the proposals
will take years to come to fruidon and will hardly assist Japan's economic state
in the short term. Put simply, spending government money has always been
easier than reforms that reduce assistance and protection to favoured industries
because it obeys the political logic of che LDP

The lack of quick gains to winners from a very partial and incomplete
strucrural reform process has meant that Koizumi has had to resort to bolstering
his reform credentials by exaggerating the importance of his modest
achievements and by continuously churning outr new reform proposals and
economic measures. This explains the veritable reform proposal indusuy 1o
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which his administration is prone. New ideas for reform are constantly being
advanced before those already on the books have been accomplished. Koizumi
began with a heavy emphasis on public sector reform, particalardy reducing
wasteful government spending on public works and public corporations. He
then shifted the focal peint of his priorities to the privatisation of postal services,
Subsequentdy, he touted reform of the taxation system as a panacea for the
atling economy, particularly because of the opportunities it provides for
economic stimulus in the name of structural reform. The focus of his reformist
zeal thus shifts from one policy objective to another.
The overall impression is that of a scattergun being constandy fued without
hitring its desired target. As Takagi comments,
Koizumi is rom on policy, maybe becauss of his sagging pepularity. He sends trdal balloons
flying with plenty of fanfare, bur before you know ir, he beings thenr down again. People are
getting more displeased with him because they have liutle ides about what he wants w

accomplish. And the more his ratings drop, the more desperate hell get w Hloat more wial
baltoans, but he won't deliver. Ir's 2 vicious eircle,

~ The opposition party forees are poised to take on Koizumi as bis approval
ratings slide ‘
As Kotzumi's public support has flagged, the opposition pasties have regrouped
and judge that there is more scope for disparaging Koizumi’s lack of policy
delivery. They have become much more critical of the administration because
Koizumi’s sliding popularity means that they can atrack him without becoming
the object of public antipathy themselves. For example, Kan Naoto has likened
Koizumi’s cabinet to a “reform restaurant’ which has a big sign outside declaring
that ‘we are 2 good restaurant’, but inside no food is served.*®

Following Fanaka’s dismissal, Koizumi was ne longer able w0 play the DPJ
card as effectively against the New Komeitd because the DPJ made it clear it
would squarely confront the Kotzumi administration over scandals in the Foreign
Ministory.'® After months of tacit supporr, the DP, sensing a shift in the political
wind, ‘shifted its efforts toward toppling the Cabinet’.'V At the fourth anniversary
of the DPYs founding in April 2002, Hatovama said in a speech ‘Mr. Koizumi,
you've failed to carry out reforms. We had hope for a vear. But now we are
strongly disappointed and convinced that Japan can’t revive in 4 real sense without
a change in government’.*® The DPJ had cooperated with Koizumi because of
the divisions in the LDP which left some opening for the DPJ to portray ieself



OPPORTUNITIES LOST 118

positively as a reformer. But when Kolzumi compromised with resistance forces
in dismissing Tanaka, the DPJ swirched to a strategy of confrontation with the
LR The Japan Communist Party also adapted a mote confrontational stance
against the Koizumi Cabinet, noting that ‘{tihe failure of Kolzumi politics is
now apparent. His responsibility for deceiving the public is heavy’.”™ The
opposition camp thus strengthened its efforts o face up to the ruling bloc,
which, in the DPJ’s case, has meant withdrawing its cooperation from various
pleces of legislation, thus hindering the smooth conduct of Diet business.
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There were fears that the end of full government protection of deposits in banks on 31 March
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package,

Ediorial, Nikkei Weekly, | Aptil 2002
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redirect the total amount of these taxes to general revenue was also due to Koizumi's realisation
that diverting the taxes into general revenue would lower the rate at which the taxes could be
levied and therefore the government’s total tax ke would fall.

See also Chapter 3 on “Party-Bureaucratic Politics’.

Editorial, Nikkei Weekly, 17 Fune 2002.

Asao et al., ‘Saydnara Koizumiryd Kaikaka', p. 101. In the event, Japan Business Federation
Chairman, Imai Takashi, was chesen as chairman of the commirtee and a number of pro-reform
spokespersons including Inose Naoki were picked as members of the committee, Inose is the
author of the volume A Study of Japan {Nihon Koku ne Kenkysi] which is highly critical of public
cotpotations. See also his article entitled ‘Déro Kddan “Kaitai” o Isoge’ {'Husry the “Dissotution”
of the Road Corporations’], Bungei Shunji, October 2001, pp. 104-16.

Nikkei Weekly, 24 June 2002,

This group consists of about 300 members, which is around two-thirds of the total number of
LDP and Conservative Party Dier politicians.

Nikon Keizai Shinbun, 8 August 2002.

See also the comments on Hashimoto as a reformer in Chapter 1 on “The Political Conditions
for Economic Reform’ and references to his administration in Table 1.1.

stratfor.com, <htrp://www.stratfor.com/standard/analysis_view.php?iD=201188>.

According to one soutce, 80 per cent of LDP Diet members belong to this group. stratfor.com,
<htep:/Fwwrw, stratfor.com/ premium/analysis_view.php?lD=204539>.

See also below, Chapter 5 on ‘Parry-Bureaucratic Government’, Chapter 6 on ‘Policy Stalemate’
and Chapter 7 on “Team Weaknesses, Tactical Flaws and Policy Defects’.

This body was created in January 2001 to opetate postal services when the Ministry of Posts and
Telecommunications was reorganised into the Ministry of Public Management, Home Affairs,
Posts and 'Telecommunications.

The four bills were the Mail Delivery Bill (Shinshobin Héan), the Mail Delivery Execution Bill
(Shinshobin Shikks Hoan), the Postal Public Corporation Bill (Nikon Yései Késha Héan) and the
Postal Public Corporation Execution Bill (Nehon YViser Kisha Shikké Héan).

Asahi Shinbun, 5 February 2002,

asahi.com, <http://www.asahi.com/english/politics/K200200900389. himl>.

Asao et al., ‘Saybnara Kolzumiryd Kaikakd', p. 101, See also below.

iIn September 2002, under pressure from the LDP and small and medium-sized banks, the FSA
proposed to coordinate a plan with the 1.DP to delay for one year abolition of the full-deposit
protection scheme.

See also Chaptes 5 on ‘Party-Bureaucraric Government’.
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Daily ¥omiuri On-Lizme, <htepe/ Feww. yomiutico p/newse/20016904wo02 hans.,

The fapasn Times, 7 December 2001,

The rules stipulate ‘that 2 private frm must provide the sarne standard service through the
country, including sering the minbmuen postage at 0o more than ¥80, Delivery must be made six
days a weck and within three days of dispateh.. Firms secking to provide mall services enly in
pardieular areas will be required to charge at least ¥1,000 per piece of mail 2nd o make deliveries
within theee hours of receipt. Nitkel Workly, 1 Apsil 2002,

Nidehei Weekly, 17 fune 2002,

For example, privaze companies planning to emer the mail collection and delivery business will
be required o install some FHLO00 special mailboxes eventy throughour the entire counuy,
according to the ministry.

Koizami later said he would appoint the new head of the public corporation and that he would
select 3 candidate from the privare sector. In August, he chose [kota Masahara, Chairman of
Mitsui O.8.K. Lines Lid., who styles himself as s 100% private-sector man raised on market
principles’. Nikkes Weekly, 2 Seprember 2002,

Daily Yomiuri On-Line, <herpi/ fwww yoriuri.co.jp/newse/ 2002052 2wo03 hons,

7 Daily Yomswri On-Line, <hup:{iyomiug cojp/newsef 2002061 3wold.hume.

Braily Yominri On-Line, <hupf fwerayomiurico. jp/rewse/ 2002051 9wo03 hime.

Drily Yorsturi On-Line, <hop:/fyomiusi.cojp/aewse/ 2002001 3wol4 bome, bn an article published
in Bungei Skunfi, the Executive Director of the Yamato Welfare Boundation (funded by Yamaro
Express) explained why he thought Koinumis postal reforms were ‘supid’ and why Yamate
Express had decided not 1o enier the mail delivery marker. Ogura Masao, ‘Kozomi Yabin Kalkaku
wa (3u ne Keechd: Koizumi $éri o Azamuita Zoku Giin, Yakoninzachi no “Warujie™ PKotzumi’s
Mait Reform is the Height of Foily: The "Guile” of the "Tribe" et Members and Bureaucrats
Hins Dieceived the Prime Minkseer'], Buagei Shuapt, Tuly 2002, pp. 106-12.

The Mail Delivery Law classifies mail delivery operarors into two groups: ‘genesal” and ‘special’,
with the ‘special’ group including motercydle couriers. Only those companies falling into the
‘general’ category are requited w introduce uniform netional postal rates, to provide mail delivery
services at least six days 2 week, and o establish 100,008 mailboxes duoughout the councy
Sankei Shinban, 25 July 2002

Datly Yomiuri Om-ine, <htepd/fyomiun.cop/newse/ 2002061 3wold hums. One firm nunoing
mictarbike deliveries has stacedd thac it intends to enter postal services in the Tokyo metropolitan
area. It is required to file an application for its entry with the ministry, Yominri Shinbun, 30 May
2602,

Nikkei Weekly, 15 Tuly 2002. See alse Chapter 5 on Party-Bursaucratic Polidies’ and Chapter 7
on “Team Weaknesses, Tactical Flaws and Policy Failuret',
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The Japan Times QOnline, <hutip:fiwww.japantimes.co.jp/egi-bin/gerarticle.p15?
ed20010605al hun>.

The Japan Times Online, <http://www.japantimes.co.jp/cgi-binfgetarticle.pl5?
nh20020622a4.hem>. See also Chapter 5 on ‘Party-Bureaucratic Government’. It was
stbsequenty announced in August 2002 that the Nadonal Personnel Authority might issue 2
recomumendation o lower the basic wages of nadonal government employees for the first time
ever. Daily Yomiuri On-Line, <http:/ fwww.yomiuri.co.jp/newse/20020802wo02.htm>.

Yomiuri Shinbun, 28 Tuly 2002.

Nihon Keizai Shinbun, 24 July 2002

‘Interests, p. 45.

The JMA has about 152,000 physician members, which is a 74 per cent membership rate. Tr
advocates its own structisral reform plan for healtheare, which it claims embraces radical reform
of the social security system and reform of the entire health care structure, It has declared that it
would like to contribute to the reorganisation of the social security system. Eitaka Tsubol,
President of the Japan Medical Association, <htrp://www.med.or.ip/english/basic hemb>.
asahi.com, <htpi//www.asabi.com/english/politics/K2001120400638 huml>,

asahi.com, <http://www.asahi.com/english/politics/K2002022100325%. heml.

The proposal would allow business enterprises to run hospirals, for example,

asahi.com, <hutp://www.asahi.com/english/politicsfK2001120400638 huml>.

These comprise about 80 per cent of the toral number of post offices nationally.

Because postmasters are public servants, they are not permitted to engage officially in election
activities.

Lis electoral prowess seems to have declined of late. Although the Taiju no Kai's candidate in the
20601 Upper House election for the National Constituency, Kdso Kenji, was the second highest
vote winner for the LDP and outpolled any other candidate backed by an industry organisation
by winning 479,585 votes, this number was something less than half the Taiju no Kai’s tally in
the 1980 efection, at more than a million votes. Mainichi Interactive, <herp:/ Fwww.mainichi.co.jp/
eve/feature/article/koizumi20010806-6. himi>,

Kbso Kenji formerly headed the Kinki Postal Administration Office. He reported revenues of
¥74.6 million for 10 supporters” organisations in 2000. Neatly 40 per cent of this money was
provided by Taiju no Kai groups, Késo subsequently resigned his Diet seat under suspicion of
electoral law violations. <htrp://www.kyodo.co.jp/kyodonews/2001/kousa/news/20010514-
42 himl>.

The Japan Times Online, <hitp://www. japantimes.co.jp/cgi-bin/gerarticle.p15?
nn20010725b4 . hns.
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Znte Shinbun, 11 May 2002, <hopiferwwozentel onjp/oarrentoewsizenshinbun/ 20022396/
2396 _zenkokudleaigl heaes.

‘Keoizumi Shushdy’, p. 123

Ihid.

According to Eda Kenji, the same phenomenon occurred under former Prime Minister Hushimoto,
whase administration bad some remarkable parallels with the Koizumi administration. Both
praposed structural reform, both began with very high approval ratings because of public
pereeptions that they were strong, reformise leaders (in Hashimeoro's case his adminiseradon’s
initial public approval rating was in excess of 78 per cent), and both underwent a dramatic loss
of pogrularity because of problems with cabivet personned effairs. In Hashimoto's case it was his
appoinument under pressuce from LDP elders of Satd Takayuld ax Direcror-General of the
Managemene and Coordination Agency. Satd was previously convicted for his involvemane in
the Lockheed scandad. Alchough Satd resigned in the face of the popular uproas, Hashimoro’s
credibility as a reformer was severely dented in the publics eves. In their view, if Hashimoro
could not withstand pressure from the LDE then he could notaccomplish any reform. Moteover,
once his approval e went down (it plummeted 20 prrcentage poines from 63 o 40 per cent),
resistance forces within the LDP starved 1o criticise his policies, although when his approval
ratings were high, they could not say anything againse him. The decisive factor was his declining
public support. Bverything changed when his approval ratings dropped. Koizumi Shushd’, p.
124. Flsewhers, Fda has made uafavourable comparisans between Hashimoro and Kolzumi as
structural reformess. In his view, Hashimeto was much beuer placed than Koizumi for pulling
off bis reforms because of 2 nurmber of alleged Koizumd shorcomings. According w Eda, Kelzami
does aot lissen 1o other people very much and he has had half as smany ministerial portfolios s
Hashimoto and therefore does not have as much policy expertse. He is also known for being
weak on details, These remarks were made by Eda a1 & ‘Benkydkai” held in Tokyo in June 2062,
as reported to the author by Llewelyn Hughes, PhD candidate ar the Massachusetts Instinue of
Technology. Edd's comments about Knbrumi have been partdally endorsed by Glamote, whe
commented thar: ‘Since he does not like studying, he lets other people handle issues’. “Sutemi™,
p. 10

asahicom, <hitpd/fwwwasablcomicolumphayanofeng/K20020304--646. heral>.

Yomiser! Shinbun, 28 May 2002,

Asabi Shinbun, 4 March 2002,

The Awstrafion, 8 February 2002,

Kars, along with Kofzumi and LDT Secrerary-General Yamasaki Taku, were afl members of the
so-catted YKK (Yamasaki-Kard-Koizumi} group wichin che LDE Katd was another former prime
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ministerial aspirant and also former secretary-general of the LDP He resigned from the LDP
and the Diet in the wake of revelations that he had diverted public funds {to pay for his policy
secretary) for his own use.

Nikkei Weekly, 1 April 2002. In an April 2002 public opinien poll, 82 per cent of those surveyed
did not believe that Koizumi had adeguately dealt with the political scandals. Yomiuri Shinbun,
23 April 2002,

Gerald Curtis, Japan: Crisis or Reform, p. 8.

Ends, Koizumi Seiken', p. 250.

See also the discussion in Chapter 5 on ‘Party-Bureaucratic Government’, Chapter 6 on Policy
Stalemare’ and Chapter 7 on “Team Weaknesses, Tactical Flaws and Policy Defects’.

Quoted in Endé, ‘Koizumi Seiken’, p. 244,

Japan: Crisis or Reform, p. 7.

Endd, ‘Koizumi Seiken', pp. 251-2.

Ibid., pp. 252-3.

“The Kolzumi Administrados’, pp. 299-300. Virrally the same comment was made by an
unnamed diplomat in Tekyo who commented: “What can he possibly achicve with 40 per cent
popularity that he failed to get through with 80 per cent?’ Quoted in the Financial Times, <hep:/
/news.ft.com/ft/px. cgi/ftcipagename=View&e=FT3XAVB751 D>,

Endd, ‘Koizumi Seikery, pp. 245-46. Ends cites the example of Nakasone who did just this wich
his great victoty in the elections of 1986, which delivered the 1.I3P 304 seats in the Lower
House and which resulted in an extension of Nakasone’s term of office. In Endd’s view, Koizumi
shauld have followed Nakasone’s example in using an early dissolusion—while his approval ratings
wete high—to expand his influence in the party. Instead, he has followed the example of former
Prime Minister Miki Takeo who began with pubiic opinion strongly on his side because he
criticised the LDP When Mikis pﬁblic support deserted him, he could nor use his right to
dissolve the Lower House to his advantage, and so he had to step down (p. 246).

Kawano, ‘Dete koil’, p. 13.

Far Eastern Economic Review, 9 August 2001.

“The Kolzumi Administration’, p. 300.

The bastion of resistance forces—the Hashimoto faction—has no obvious candidate for LDP
president at present. Ishihara Shintars, Governor of Tokyo Prefecture, is the wild card in the
jockeying for whe will succeed Koizumi.

In an opinion poll in lae April 2002, 40.9 per cent of respondents said that they did not support
the Koizumi Cabinet, and, of these, 42 per cent said that this was because the cabinet had made
no remarkable achievements, Yomiduri Shinbun, 23 April 2002,

Asakhi Shinbun, 4 March 2002.
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* This was revealed in o Yomiuri Shénbun survey in Noversber 2001,
t Yomiurs Shinbun, 28 May 2002

Nibon Keizai Shinban, 4 June 2002,
Nikkei Weekly, § April 2002,
Okamoto, “Sutemi™, p. 10,

' The Ecanomist, 4 August 2001,
* Daify Yomduri On-Line, <hupd feww, yomius.cojp/ newse 20020425wo0 1, b=

Nebuchi zegues, for exaraple, that thete is a trap in strucnurel reform which preveass economic
recovery because it focuses an the supply side-reforms, but For these 1o be effective, recovery of
the demand side Is alse necessary, Struerstal reform is effeceive in a petiod of high demand bus,
i a depression, it increases Gnemployment and worsens the economy. In fact, Japan faces a
‘defiation gap’ in which there is much higher supply than demand. Themdore structuzal reform
needs to be accompanied by an sconomic policy that increases dermand. There is no seructural
reform that has a simulis effece in vwo 1o thiee yeass, Noguehi Akita, 'Kozo Kadkaka de Honw
nt Keiki wa Yoko Naru ka?” ["Will Strucraral Reform Really Make the Economy Berrer?],
Cremdat, May 2002, pp. 40-42,

Some economises {and LDP politicians} also argue thart it requizes additionat fiscal spending,
bur this point is hotly contested. There is no doubr that resorting o quick boosts to the econony
with fiscal stimulus has been eschewed by the Koizumi administration because it flies in the face
of his desire ta curb speading for the purpose of fiscal rehabilitation.

Quoted in Financial Times, <http//news. fr.com/fifgx.cai/ficipagename=Viewbc=Article&
cid=FT30GVYGBZUAiveatrues.

Financial Timez:, <htrpfinews fr.comifilgr.egi/frctpagename=Viewdic=Articie&
aid=FT30OGYYRBZCadive=true=. This s notwithstanding dhe proviso about caleularing ehanges
i Japans GOT mentioned in Chapter 1 on “The Political Conditions for Economic Reform’,
According o Takenaks, the second supplementary budger simed 1o boost demand by allacasing
4.1 gillien yen (USE34 billion) o soctal infrastrucsures that will faciliate structural reforrs’.

“T'he Economic and Fiscal Policy of the Koizumi Adminiseradon, p. 3.

* Daily Yomsuri On-didre, <butpiwewrwyontiun co.jp/newse/ 20020425 wol 1 htm>.

Takahashi Susurmi, Chief Economist st the Japan Research Instinuse, quoted in The Japan Timer
Onifne, <hupi feereapantimes.co.jplegh-binfgeted p1 $nb20020622a . homs,

¥ This & 2 summary of Takenaka’s shservations on prospective economic policies under the Kolrumi

adeninistration in Takenaks Heizd, “Sore de mo Katkaku wa Kasoku Suns Kobmmi Naikaks
Ninename no Mokuhyd® {'Bat the Reforms Accelerate—Koizueni Cabiner Goals in the Second
Year'], Lhas Koven, June 2002, pp. 99101,

Nikkei Weekly, 19 June 2002,
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¥ Daily Yomiuri On-Line, <heep:/iyaminri.co jp/pewse/ 2002063 4wo t 1 hom>. Kolzumi has been
guoted as saying that 'the nation must carry out "2 bold reform of the rax systern for the rebirth
and reinvigoration of the Japanese economy™ . Duily Yomturi On-Line, <hope/Mwwwyemiurt.cojp/
newse/ 2002040%5wo 13 hane.

M Quated (o Nikkef Woekly, 1 Apal 2002,

W Quted tn Nidkei Weekdy, 1 Apdil 2002,

P9 Bduorial, Nikkes Woebly, 1 Apral 2002,

195 Nikked Woekly, 29 July 2002,

84 hid.

3 Ibid,

126 The Council for Regulatory Reform, for example, advocaces stimudation via deregulation. Nidke:
Weekly, 29 July 2002,

197 This is the view of Yumoto Kenji, Chief Serjor Economist at the Japan Research Institute guoted
in Nikkei Weehly, 1 April 2002,

108 Nikkai Weekly, 1 Aprdi 2002,

192 See aleo Chapter 7 on “Team Weaknesses, Tactical Flaws and Policy Defects’.

V9 Yomriupi Shinbun, 28 May 2002, Approximarly two-thirds of rmpoodents in public opinion
surveys in 2002 think dhar economic recovery is the priority task for the Kolzumi Cabinet,

* Editorial Deparument, “Kotzumiwa 41 sen™: Kishia 108 nin ga Kotaews' ™41 Points for Kotzumi™
104 Yournalisrs Answered’), Bunger Shuniz, Faly 2002, pp. 95, 97,

97 fhid., p. 100,

''¥ Eda Keejl, Luncheon speech, Tokyo, 11 June 2002, Observations kindly provided to the auther
by Llewelyn Hughes.

U Yéeard Kobayashi, “The Koizumi Adminiscration One Year After: Bvaluation snd Furwe
Brpectations’, <httpi/fwww.glocom.orglepinions/essays/ 200206_kabayashi_one_year/
index.hrmbs,

119 Thid,

HE Masizoe, Kolzami Jupichi=d’, p. 11213,

T Nikkei Waekly, 4 March 2002, Amyx also argues thar, although the Koizumi administracion has
emphasised fiscal austerioy, there needs o be 2 surge in spendding on unemploymene measures
and soctal safery nets in order to facilivate corporate restructusing and bankrupraes consequent
upon a resolution of bad loans ar the banks. At the present time, the necessary social safety net
ismotin place. The LDP “old guard is also opposed to this policy as they do not want companies
to go bandrupt in the first place. Other changes required are large-scale adjustments o the

labour and wax laws, Jeanifer Amyx, Tapanese Financial Governance: Changed Processes Bur
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Elusive Results’, seminar presented o the Department of Political and Social Change, Austratian
Marional University, 29 July 2602.

¥ Masuzoe, ‘Kobnuni Junichird’, p. 108

1% Kobayashi, "The Keizumi Adminkstration’, <hep:/fwww glocom.org/opinionsfessays!
200206 kobayashi_one_year/index hernds.

128 k¢ has, however, provided a reformed bankrupecy law (the Corporae Rebabilitation Law} which
significantdy zpeads up the process of restructuring ailing companies,

9 Nikke? Werkly, 6 August 2001

222 Yomduri Shinbun, 13 November 2001,

23 Ihid,

34 Nikker Weekly, 1 April 2002,

25 Miken Reizai Shinbun, 15 Jupe 2002,

¥ Nibon Keizai Shinbun, 17 Tune 2002,

137 See also Chapter 6 on “Policy Stalemate’ and Chaprer 7 on “Team Weaknesses, Tactical Flaws
and Policy Defects,

138 Eelivortal, Nikke/ Weekly, 4 March 2002,

2% Daily Yomiwrd Onp-Line, <hupd fwerw yomiunioo jp/newse/ 20020531 5wo 12 homs,

18 “Koizumi Shushd’, p, 126

1%t Thid.

##2 This concept is inclusive of “regudation reform special zones (disef kathakn rokku), although Nishide
distinguishes berween swuctaral reform special zones and regulation reform special zones. He
states that regulation reform special zones do not ger financial suppest from the central government
while financial support for the structural reform special zones has not vet been denied. "Kéz8
Kaikalar, p. 87, See also below.

3% Nibon Keivai Shinbun, 26 Nay 2002,

3 Nishida, 'Kozé Katkakd', p. 87,

V¥4 Mainichi Shinkun, 14 May 2002,

6 See Chapeer 3 on Party-Bureancratic Government'

37 Nibom Ketzai Shinbun, 26 May 2002,

72 Major local governments that have come up with plans for special zones are Kita-Kyushu Chry:
international special disuibution zone, Kobe City: international harbor special economic roue,
Miyagi Prefecrure: Miyagi special IT zone, Hachioji ity Tokyo: metropolinn vicinity informatton
special industial zone, Wakayama Prefecture; special green economic zone, Hyogo Prefectiire:
special advanced science and technology zone, Aomori Prefectizre: special environmental and

energy industry creatien zone, Hyogo Prefecture: special environmental and secycling zone,



128 JAPAN'S FAILED REVOLUTION

Kawazalt City: spectal interastioral emvironment zone, Thataki Prefecture: special inteltecrual
zone, Sawama Prefecture: special free education zone, Yokohama City: special exchange zone,
Gifu Prefecture: special health and beauty resort zone, Osaka: spectal international exchange
zone. Nibon Reinal Shinbun, 12 June 2002,

2 Far desadls, see Nishida, "Kese Kaikaky', p, 87.

" Yomiur Shinbun, 27 Yune 2007

Y Yomburi Shinbun, 9 July 2002,

Y2 Yormiuri Shinkun, 26 by 2002,

#4326 May 2002,

' Takagi Masary, Professor of Economios ar Meiil University. Guoied in Nibkel Weekly, 10 June
2002,

5 Kan Naoto, ‘Kono Natkaks wa Watashi ga Taosu™ 'l amn the Person 1o Overthsow this Cabined?,
Buungei Shumyts, July 2002, p. 334

¢ Daily Yomiaré On-Line, <htepd/ forsrwpornive.cojpf newse/ 20020407 wo03 hums,

T Daily Yomiuri On-Line, <htepef fwwweyomiori.co.jp/newss/20020426wo0 L him>,

15 Deaily Yomiuri On-Line, <hvep/ fwwowyomiurl co.jp/newse/ 2002042 %w00 1 homes,

N2 Daily Yormiuri On-Line, <htepdf farwwyomizel.cojpd newse/ 20020429wol03 . himo>,

0 Mainichi Shinbun, 7 Tune 2002
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PARTY~-BUREAUCRATIC GOVERNMENT

This chapter details the strectaral obstacles in Japan's policymaking process
which are preventing Koizumi from realising his stated reform goals and from
capitalising on the positive political conditions for reform which he has enjoyed.

— Koizumi has a strong legistative base of support, but in practice this is
insufficient as ¢ political basis of reform

The LOP with Kolzumi as leader ruling in coalition with two smaller parties,
the New K8meitd and the Conservative Party, has a solid majority in the Diet,
which should in theory provide a strong base for the administration to enact
its legistative program. Indeed, Koizumi’s party, the LDE is in 2 position where
it might even regain its majority in the next Upper House election in 2004.
Howevet, the LDP-ruling coalition’s majoricy of seats in both houses of the
Diet s in practice an insufficient political base because the strongest opposition
to Keizumi's reform is not coming from the opposition parties in the Diet, bus
from institutions within the governing apparatus which should in theory
support him. These are the ruling LDP and the bureaucracy, a dual strucrure
of institutions that dominates Japans traditional policymaking system. The
executive comprising the prime minister and cabinet thus faces the de facto
vero power of the LDP and the bureaucracy.
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THE EXECUTIVE AND THE PARTY IN THE TRADITIONAL
POLICYMAKING SYSTEM

The LDP represents 2 veto point for the prime minister and cabiner because all
major policies, including those requiring legislation, must be submitted o the
‘advance scrusiny’ {(yotd shinsa} and ‘prior approval' (jizen shénin) of the parys
policymaking machinery before they even reach the cabinet or the Diet.’ This
machinery comprises the Policy Affairs Research Council, or PARC (Seimu
Chiésakai),” which is composed of a large number of policy committees,” and the
organ that acts as a clearing-house for the PARC, the Executive Council
{Somukai)." The PARC’s operations are extensive, formalised and institutionalised.
Approval is a three-stage process. Bills need the approval of the relevant
committee, then the PARC itself (its chairman, acting chairman, vice-chairmen
and members of its Policy Deliberation Commission, or Seiché Shingikai} and
finally the Executive Council. As Kato observes, ‘[u|nder the current process
of making policy decisions in Japan, the most intensive discussions take place
in the LIDPs policy-related commiteees and the party’s Executive Council’?

The executive in Japan's governing structure is bound by this advance
screening-cum-prior-approval system. It makes the LDP and 15 PARC a viwl
veto point for major policies and legislation even though the policymaking
pracess of the LIDP has no legal status whatsoever in government. Officially
the party bas no power to make policy decisions.® The prior approval system
was put in place because LDP policy leaders demanded it. The system dates
back 1o 1962 and the Ikeda administration, when LDP Executive Council
Chairman Akagi Munenori tendered 2 written request to Chicf Cabinet Secrerary
Ohira Masayoshi for the government to have cabinet-drafted bills referred to
the Executive Council in advance of cabinet decisions on the bills, The practice
became entrenched in the 1970s with drafe bills screened, modified and
approved first by PARC committees and then by the Executive Council before
they were finalised for presentation to the Diet” Subsequently, the LDP was
able to mould the system into a powerful mechanism for shaping policy in the
interests of the party’s Diet members.

The LDPs considerable de facto power over government policy means that
the party is not suberdinate w the executive as is customary in a parliamentary
cabinet system. Because of its right of veto, the party represents a parailel
structure with equivalent if not superior powers. As Yamato points out,
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{clabiner policies, new lows, and the budger by which they are implemented are. . introduced
w the Dict only after review and debate by the ruling party.. . The LDP conducts prier
deliberations on all policy proposals called for by the cabiset, and if thar deliberation process
is not complete the proposals will not be approved for intcoduction o the Dier. Thus, behing
the governmens stands the ever-present resizaining force of the ruling Liberal Democratic
parry... The LDP is the de facro power behind the cabinet

In other words, the party mechanism has ‘the ultimate power to determine
whether the bills pass or die”.” The LDP thus functions as & discrete entity
that is quite separate from the executive.

No other parliamentary system has a well-established convention in which
the ruling party(ies} must approve all legislation including budgews. ™
Admirtedly a potential ruling party veto to cabinet policies exists in any
perliamentary system.' Approval of government legislation is not necessarily
guaraneeed. Backbenchers sometimes disagree with the cabinet in politically
sensitive policy areas thar will cost them vores in their electorates. But for most
part, this power is latent and exercised informally through anticipated reactions
rather than formally in policymaking contexts within the party. In the Japanese
case, party policymaking power is both overt and regularised.”” Moteover, with
the emergence of coalition governments in recent years, the two other ruling
parties have ‘simply adopted the LDP’s prior screening procedures. Thus
the...practice has pur down even deeper roots and Diet deliberatdions have
increasingly developed into nothing more than a mere formaligy’.

The primary politcal function of the PARC is to enable LDP politicians
acting as representatives of special interests to put thedr stamp on policy through
their activities in PARC commitiees. Indeed, this is the purpose for which the
PARC exists. Ir provides a mediurm for LDP Diet members wo get the credit for
delivering policy benefits to their supporters and thus gives effect to the spedial
interests that LDP Diet members represent.”® The PARC is the main, formal
channel for representation by LDP Diet members of particular industries and
groups like the farmers, doctors, small retailers, truckers, postmasters and
construction companies on policy issues of concern to their interests like rice
policy, doctors’ fees, deregulating retail stores, privatising the postal service,
toad construction and so on. In the PARC committees, LIDP Diet members
can influence policy decisions and the content of legislation. They amend,
modify and extract concessions from any policy or legislative proposal subject
to PARC sceuting.”
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What makes the PARC and its committees a really potent influence on
policy is the fact that LDP members form an independently strong group.
The LDP collectively represents an independent set of interests from the
executive and has the power o make these interests effective. In other words,
prier approval is important because the party is independentdy strong, rather
than the party being independently strong because its prior approval is required.

LDP members form an independently strong group because the survival of
the party in government requires that LDT Dier members are effective in
servicing their individual support nerworks, LDP politicians have their own
individual interests that are defined by their resource needs and electoral
incentives. PARC activities ultimately translate into votes, funding support
{including campaign donations) and organised backup for individual politicians,
These are vital resousces for Dier members in their quest for power and positon
within their own party and in the government, as well as important
determinants of their elecroral forrunes.’* Moreover, these resources are
insufficlently provided by the state via party organisations.”? They are supplied
by interest groups, public and semi-public organisatiens, companies and
individuals who gain political influence and access by aligning themselves with
individual politicians and by enlisting them as direct and indirect representatives
of their interests.’® Accordingly, there is a very high level of dependency on
extra-party generation of electoral, organisational and personal respurces and
consequently high levels of policy debt on the part of individual Diet members
to outside interests. The PARC provides a locus in which individual LDP
politicians can bring these interests to bear in policymaking contexts. The
long-term success of the LDP as a political machine in postwar Japan is
testimony to the enduring sarure of the support networks centring on special
intetests carefully cultivated by individual Diet members and maintained by
liberal quantities of policy benefits.

The most influential members of the PARC committees are their execurives.
These are the direcrors, special directors, acting dircctors and deputy directors
of PARC divisions {ukad), including the directors of divisional subcommireees
{shoiinkai), the chairmen, acting chairmen, advisors and deputy chairmen of
investigation committees {chdse finkai) and special commitiees {tokubetsu iinkai),
including the chairmen of their subcommittees. Comumiitee executives represent
the leading members of the informal policy diques or ‘tibes’ (zoku} of LDP
Dier members who specialise in particular areas of policy.” Specific eobu groups
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also include politicians who have previously held executive positions in PARC
committees, but who have moved into more senior positions in the party and
in the government. An executive position in a PARC policy committee and
‘tribe’ Diet member {goku giin) status require seniority in the party {(defined in
terms of numbers of election victories), policy experience gained through LDP
commitiee service over a long period, policy specialism acquired through policy
experience inside or ourside the Dier (3 former career in the relevant ministry,
holding a political position like parliamentary vice-minister (seimugikan)—
now deputy minister (fukudaijin) and parliamentary secretary (seimubar)dom
and executive positions in Dier standing committees), and well-established
connections with relevant industry groups. Such arrributes may or may not be
complemented by policy status as a minister or former minister.

PARC committee executives and policy zeku are the most influential
representatives of specific industey interests within the LDP and the most
influential politician~decisionmakers on policies for these indusiries. They are
considered to be ‘persons of power and influence’ {kenryokusha). In the
agricurtural policy sector, for example, a small dique of PARC agricultural
committee executives—the so-called nédrin zoki*'—who number between eight
and 10 politicians are the principal policymakers for the party on agriculture-
refated issues.” They meet daily for breakfast during parliamentary sessions
and act as gatekespers 1o PARC agricultural policy committees, effectively
deciding all parey policy on agriculture, with the votes of the larger membership
of PARC agriculrural committees and party following their leadership.

The role of the nérin zoku is similar to the zoku represendng all the other
policy sectors in which the LDP’s major supporting interests are lecated, and
which inn many cases correspond to the divisions within the PARC.? In addition
to agriculture and forestry, policy “tribes’ exist for fsheries (suisan zofu), postal
services (yisei zokn), wansport (£8ssft zoku), telecommunications (zdshin zoku),
fiscal policy (zafsei zoku), finance (Fkura zoku), tax (geisei zoky), educaton (kydiks
zoku), welfare (kdsei zoku), defence (Béei zokn), banking (ginkd zoku), foreign
affairs (gaikd zoku), construction (kemsetsu zoku), road construction (dére zoku),
tobacco {tabake zoku), and commerce and industry (55645 zoki)—meaning
small and medinm-sized enterprises of all kinds, including those in retail,
distribution, manufacruring. Others have included inter-party relations {ginn
zoku), Diet coordination (bekurai zokw), administrative reform (gybhaku zoku),
national railways {(kokutersu zoki), erergy resources (enerugi shigen zoku), space
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{uchti zoku), private sector promotion (minkarn sekutd shinkd sokwu) and new
media (nyfh medeia zoku), As the list reveals, not all the zoku represent specific
industrics backing the LDP. Some are organised around specific kinds of policies
iike the gybkaku zokn, or a function like the kokutai zoku, or even a ministry
like the dkwra zoku. The membership of these groups varies from three to 10,
with most averaging around eight.*

Many of the indusuries represented by gokw are laggard secrors long used to
government protection and large infusions of public funds, with the ‘big three’
zoky found in the agriculeural and forestry, commerce and industry, and
consuruction sectors, The zoks are the swrongest in these sectors because,
traditionally, they have been areas of policy where large quantities of benefits
and concessions have been available for distribution to supporters, and where
these supporters have been crucially importane for LDP Diet members, The
foundarions of LDP power thus rest on uncompetitive and unproductive
domestic sectors, which are highly organised to defend their interests, and
which provide LDP politicians, particularly their most influential representatives
within the parry, with indispensable political resources. As Stockwin observes,
the LDP exhibits ‘interest network dependence [which] creates a skewed pattern
of representation of interests, in that the special interests are predominandy
those in the more “backward” areas of the economy.. which press for State
intervention in order to survive’ ® It is not surprising that Kolzumi's reforms,
which strike at the vety heart of this system, elicit such a storm of protest from
politicians in his own patty.

The position of PARC committee executives and zedw has been strengthened
by the new arrangements put in place following electoral reform of the Lower
House in 1994, which allow LDP Diet members to attend the meetings of
any PARC divisional commitiee they choose, In short, the memberships of
these commitrees are no longer fixed.® The executives remain fixed, however,
and they control the entire business of the divisions, bringing the larger
membership into line and thus acting effectively in the role of party whips
within the party {because alt decisions must be unanimous) and thus ultirately
the Dier.” As Krauss and Pekkanen observe,

{e]ne of the most neplected and ignored fanciions of the PARC divisions has been w0 allow
the LDP wx maintain party discipline on legisladon by an instiudonalived strucrure tha
makes it virraally impossible for back-benchers to oppose & policy or have influence over
legistacion ¢has the specialised zoke gitn wanred ®
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Non-executive members of the committees attend mectings as gestures to
their supporters owtside the Dier and o act as cheer groups for the executives.
However, the broader membership wiclds only marginal influence over final
cutcomes except in rare and much publicised cases® In general there are
powerful disincentives for members to present unorthodox or dissenting views,
because their furure careers can depend on pleasing the policy leadership. The
uniform view of the committee is then presented as 2 ‘consensus’, despite the
fact that it hides a lack of influence by those outside the leadesship group. As
Sugimoto observes, ‘it is the leaders of the division and bureaucrats who make
the final decision. In the end, because the right 1o make policy belongs o
these executives and bureaucrats, Junior’ politicians lose their enthusiasm and
ability’ *® Moreover, Japan’s much vaunted consensus policymaking process in
pracrice disguises the fact that the real decisionmaking rakes place informally
amongst a small group of people in senior positions who then impose their
views on the rest. Consensus actually equates with control by those in leadership
positions who use their power to enforce their views, This makes the position
of a few policy kingpins absolutely pivoal in each sector of government policy.

Modification by the party of exccutive and bureaucratic policy proposals
accounts for the ubiquitous use of the term ‘intervention’ {fafmyd) to describe
the actvities of LDP politicians led by PARC executives and zofz in directdy
influencing the policy formation process.” The party is said to ‘intervene in
policymaking, This refers to the interventdon of LDP politcians represenring
special futerests, with party policymaking processes providing the medium
through which these interests can be expressed and represenred. Party interests
must, therefore, be distinguished from the interests of the execurive. In the
Japanese system, backbenchers have independent interests and thus weak
incentives to unite behind the government leadership. They respond to 2
separate set of incentives and thus operate in a stance of negotiation with the
executive, rather than showing quasi-zuromatic support for it as is pormal in
parliamentary cabinet systems.

Koizumi has reputedly cschewed zoku starus in the sense of acting as a
political representative for specific industries, which, as already noted, makes
him unusual in the LDP. As End6 explains, one characteristic of Koizumi is
thae, even if he takes a position in government or in the party, he does not
stick to it and use it to expand his personal connections.® Koizumi was
Pasliamentary Vice-Minister of Finance in 1979, Minister of Health and Welfare
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four times (in 1988, 1989, 1996 and 1997) and Minister of Posts and
Telecommunications once (1992). He has alse held execative posidons in the
PARC and Dier policy committees on financial policy as Director of the Fiscal
Policy Division (Zaisei Bukai} and Chairman of the Lower House Standing
Committee on Finance {Okura linka?), and on health and welfare policy as
Chairman of the Basic Medical Care Problems Investigation Committee {Iryd
Kihon Mondai Chésakai). With this kind of background, Kolzumi should, by
rights, be a fiscal policy (zaésed), finance (#kura) and welfare (késer) zoku.
Cenainly, some commentators consider him as such®

Although Kotzumi did become an experc in policy in these fields, he did
nor become a zobu in the true sense of the term. That s, he did not accumulate
power in the relevant bukai as a representative of health, welfare or financial
interests. He retained his independence from the industries operating in these
sectors and did not use his policy power or specialism to build connections
with established inverest groups and private companies for his own political
advancement. As Endd notes, when Koizumi was Minister of Health and
Welfare, he did not establish strong contacts with medical associations or
pharmacentical companies, Because he kepe his distance from these interests,
he was able to stick to his own views, disregard their opposition and mount
reforms that were antpathetic o them.”

On the other hand, Saikawz argues that one of the reasons why Koizumi
supports postal savings reform is because it would benefit private sector financial
institutions,” According to Satkawa, not only does Koizumi ger financial
support from the Bank of Yokohama,® bur he pulls back from injecting public
funds into the banks because this would mean thar the presidents of the banks
watild have to resign withour their retirement allowances.” In Saikawa’s view,
this makes him a representative of banking interests (ginkd zok2).® On top of
that, there are very few designated pose offices in his electorate, and therefore
his advocacy of postal privatisation does not influence his electoral prospects.™
These factors help to explain Koizumis consistent fine on postal policy along
with his closeness o the MOE® When Koizumi was first elecred in 1972, he
belonged to the Lower House Standing Comumitree on Finance, from where he
ook the MOFs and private banks’ line against the Minisery of Posts and
Telecommunications in the postal savings versus bank battle in the late 1970s.
His advocacy of privatsation of postal services would be in the interests of the
MORE because it wants to control postal savings.* Koizumis pro-MOF stance
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also makes sense of his policy of attacking the special public corporations
including the road corporations because postal savings and insurance ate a
source of funds for these corporations. On the other hand, when Kolzumi
became Minister of Posts and Telecommunications he was unable to accomplish
any reforms in these areas becanse of obstruction from zoku giin and the minisury.
This is behind his animosity towards the @ zoku and yiser zaku®

As already noted, however, Koizumi has not operated as a2 banking zofu
within LDP policymaking ¢ircles and is not a covert supporter of sectional
interests. A nutmber of commentators have pointed to Koizami'’s lack of interest
and understanding of the benking problem {on which he takes lectures from
experss; and the seriousness of the mountain of bad debe plaguing the financial
sector.® Koizumi's position on the banks and on postal savings and related
lssues is consistent with his overall neo-liberal agenda in favour of shrinking
the public sector, curtailing wasteful government expenditure, tansferring loss-
making public businesses to the private sector, lifting productivity and efficiency
in the economy, and maximising the free play of market forces. Purthermore,
as some economic commentators point out, speeding up bad debt management
may precipitate a financial crisis, as well as spur more bankruprtcies and
unemployment which would only aggravate deflation.® Although Koizumi
has sald that unemployment will increase as part of the pain of structural
reform,® it is possible that he also shares the fears of many of his fellow LDP
Diet members about the consequences for the party and for Japanese society of
widespread joblessness consequent upon the bankruptcies that would inevitably
accompany a radical cdean-up of non-performing loans in the banking system.

The problem for Kelzumi in trying to enact his program of economic reform
is that, while his party in coaliion has a working majority in both houses of
the Diet and thus the executive agenda should, in theory, carry the day. the
prime minister does not necessarily carry the LDP policymaking machinery
with him. In the LDDPs policy committees, individual LDP Diet members
acting on behalf of supporting intereses block those reform proposals that
directly attack the vested interests of their supporters before they even reach
the Dier or can be submitted for Cabinet approval, For example, in December
2001, the Executive Council vetoed the administration’s plan on medical reform
which set a target year of 2003 for increasing the portion of medical expenses
paid by health insurance policyholders. Kotzumi's plans to scale back the nation’s
expressway projects met a similar fate. The PARC’s Land, Infrastructure and
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Transport Division (Kokudo Kétst Bukaij, the Highways Investigation
Cornmitiee (Déro Chosakai} and the Housing and Land Policy Investigation
Committee (Jitaku Tochi Taissku Chosakai) rejected the proposed freeze on
the highway construction plan and demanded that construction proceed as
scheduled.®® They adopted a combined resolution calling for full
implementation of expressway construction, whilst agreeing to privatise four
road-related public corporations and wo housing-related corporations, Their
intervention resulted in the freeze being downgraded to a review ar the same
time as permitting Koizumi's restructuring plans for the road and housing
corporations to go ahead (see Table 1.1).% Their pressure also resulted in the
revival of a road construction project of the Japan Highway Public Corporation,
one of the public corporations slated for privatisation. Furthermore, while the
government’s independent committee on privatisation of the four road-relared
public corporations has been sitting, a study panel of the Highways Investigation
Committee chaired by Koga has been genersting counterproposals, including
one for making highways toll-free and for restarting at an early daze the pending
construction of 2,400 kilometres of highways.

On the separate issue of privatising postal services, the Koizumi Cabinet
submitted the four bills for postal services reform to the Diet in April--May
2002 without the approval of the PARC. The division formally in charge of
scrutinising the postal bills was the PARC's Public Management, Home Affairs,
Posts and Telecommunications Division (Sému Bukai). Chairman Arai Hiroyuki
and many of the division's members were opposed to the bills. Arai personally
criticised the prime minister for the cabined’s submission of the bills to the
Diet in disregard of the divisions views and for Kotzumi's comment that the
passage of the bills would be a milestone on the path towards privatisation of
all postal services.® Many of the divisions members claimed that the bilis
should be aborted and subsequenty waged a campaign against them in the
Lower House Standing Commitree on Public Management, Home Affairs, Posts
and Telecommunications Committee {(Sému Iinkai},” which had the formal
task of discussing and passing the bills on to the plenary session.”™ The prime
minister was also advised by former Chief Cabinet Secrerary Nakagawa Hidenao
‘not to irritate LDP members excessively’ over the issue.’ Koizumi, however,
bracing himself for a showdown with antireform forces. . said, “This is going
to be a batde in which either the LDP will deseroy the Kojzami Cabinet or the
Kotzumi Cabinet will destroy the LDP™”.#
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Strong resentment has thus surfaced within the LDP towards Koizumi's
atrempts to upset the ‘natural’ order of things by seizing the policy initiative
and undermining the party’s policymaking power. Members of the LDP have
resented Kobzuni's attempis as leader of the executive w0 dominate the party.
Acki Mikio, the LDP Secrerary-General for Upper House members expressed
concern about the dominance of the Koizumi government’s leadership over
the ruling party.® He lambasted Koizumi’s style, asserting: “This is party
politics. He should openly discuss things with the party” ™ He was followed
by a member of the Mori faction who commented that discontent was growing
over the prime minister’s ‘independent decisions’.” In a similar vein, the
Chairman of the PARC, Asé Tard, suggested thar Koizumi was making too
many unilateral moves: ‘He should give us some clae as to what he plans to do.
He can’t just say, “This is how its to be done™.” Likewise, Suzuki Muneo,
ousted from the LDP in ewrly 2002 over a money-for-favours scandal, but
formerly a prominent member of the Hashimotwo faction, called Koizumi a
tascist, while Nonaka, 2 vehement opponent of the privatisation of postal services
made two striking comments about Koizumi’s speech accompanying the
subnrission of postal reform bills to the Diet in May 2002: “He thinks in a
manner entirely different from our thinking. If he undermines our effores to
form a consensus on the bills (within cthe LDP}, T have no reason to work
responsibly {for the passage of the bills)’;>” ‘Although 1 made efforts, he lacks
consideration. Under such 2 situation, I cannot underiake responsibilicy. A
matter cannot be decided by a dictator’.” These remarks are not surprising
given that Nonaka is the boss of the LDP's postal policy ‘tribe’ {(yise zok),
former Chairman of the Posts and Telecommuaications Division {priot to
administration reform, the main LDP policy commiuee concerned with postal
policy issues), and the leading representative within LDP policymaking circles
of the Association of Special Postmasters.” The yiised zoke opposed privatisation
on the grounds that it viclated the clause in the Central Ministries and Agencies
Reform Basic Law {(Chis Shickées Kaikakbu Kihonbs) which stared that
‘privatisation will not be reconsidered”.” They threatened to revise the bill
ptivatising mail collection and delivery services in order to minimise the
potestial number of commercial firms able to enter the business by restricting
the definition of the word ‘letter’ or ‘postal mail’ (shinsha) in the tide of the
bill®' Oher suggested revisions included exempting the new postal corporation
from paying taxes equivalent to the corporate tax rate and allowing the
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corporation to invest in subsidiary organisations.” Nonaka commented that if
these revisions were incorporated into the bills, the majority of LDP mermbers
would vote for them.®

The LDPs prior approval system thus produces a separation of powers between
the executive and the ruling party, rather than a fusion of powers which is
customary in a parliamentary cabinet system. The majority party normally
delivers strength 1o the executive because the executive can rely on the support
of backbenchers, but in Japan the executive cannot expect the pattys automatic
support. It has to negotiate policy outcomes with it. The upshot is that, despite
2 swathe of reform initiatives coming from the executive, Koizumi cannot
necessarily count on the acquiescence of his own party and hence the successful
execution of his reform plans.® Koizumi is in the anomalous position of being
leader of a party that elected him as president, but which does not necessarily
support him.® The factions that may have supported Koizumi as relucrant
realists in the 2001 LDP presidential election do not necessarily support his
policies. In the absence of strong backing from his own party, Koizumi faces an
uphill bartle in implementing his administzacion’s policies.

In this respect, the Japanese political systemn departs quire significantly from
some key aspects of the present-day Westminster model® on which it is based.”
Historically, the Brivish Westuminster parliamentary cabinet system with its
fusion of powers was chosen for Japan by the Qccupation authorities over the
American separation of powers system in order to centralise government power
and create an umambiguous bine of anthority and responsibility.® As Stockwin
comments: ‘A British-style cabinet government structure fitted much better
with the aims of the Occupation than an American separation-of-powers system,
and was entrenched as the centrepiece of politics and government, To my
mind, this is the great paradox of the Occupation, that the Americans should
have left Japan with the Westminster model, rather than with the Washingron
model’™® As it has evolved in practice, however, the Japanese political system
under the single-party dominant system led by the LDP has meumorphosed
inte an Un-Westminster model’ ™

Argimably, the central feature of Westminster systems is strong executive {that
i5. cabinet) government.” The executive is drawn from the parliament and
exercises strong decisionmaking power in the form of a cabiner. Westminster
systems in which single-party majorities prevail in 2 dominant Lower House
(which Japan has had with the ruling Liberal Democratic Party in power from
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1755 right threugh untl 1993 and between September 1997 and January
1999} are normally associated with strong executive government because the
fatter can count on its parliamentary majority to enact its legislative program.
The cabinet under the prime minister conducts substantive policy debate and
takes charge of policymaking. Ministers both collectively in cabinet and
individually as heads of ministries are the source and authority of all major
government policies. The prime minister is the first amongst equals in the
cabiner and cxercises powers of ministerial appointment and cabinet agenda
setting, Providing prime ministers carry their cabinets and majority parey with
them-—usually by force of leadership and political argument—they can
successfully enact their own policy agendas. The line of policymaking authority
is top-down: prime ministers normally carry their cabinets, cabinets nearly
always carry the parliamentary party and the parliamentary party counts on
carrying parliament. The prime minister also conmrols the majority party as its
icader and the cabinet controls the bureaucracy because ministers control their
ministries. The majority party follows its leaders in cabinet and bureaucrats
follow their ministers in cabiner. As Haggard comments, ‘Prime Ministers and
their cabinews in pariamentary systems are typically quite powerful. In contrast
to presidents, who must rely on securing the support of a separate branch,
parliamentary governments can in principle legislate at will’,™?

[n Westminster systems, ruling-party backbenchers act only as a sounding
board and potental conseraint on the cabiner through the party room or caucus.
They are not formally part of the policymaking process insofar as their nvolvement
is normally limited to consideration of policy after it has been developed and
considered by the cabinet machinery. Party approval is sought before proposed
policies and legislation are finalised, but is not required in all cases. The budger,
for example, is submitted to the party as a fait accompli. Party policy committees,
to the extent thar they exist, do not operate as an alternative, formalised site of
policymaking to challenge the role of cabinet. Their policy discussions are
generally ar ehe direction of the party leadership and they are subordinate w0
this leadership. In short, they are not alrernative foci of party power.

In Japan’s case, the ruling party forms an independent and separate locus of
policymaking authority and in this sense is disconnected from the executive.”
In a Westminsrer system, the ruling party’s policymaking funcidons are
performed within the cabinet. In Japan, they are performed ousside it in an
entirely separate policymaking apparatus.
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THE EXECUTIVE AND THE BUREAUCRACY IN THE
TRADITIONAL POLICYMAKING SYSTEM

Executive power in Japan's wradittonal policymaking system is also compromised
by the power of the bureaucracy, whose support is needed for executive initatives
to be implemented. Because the bureaucracy is normally considered part of
the executive, its compliance with executive-sponsored reforms is not even
idencified as a separate political condition for econemic reform. In most systems,
and certainly in Westminster systems, the bureaucracy’s support for the
administration can be taken for granted. The ministries are assumed to line up
hehind the cabinet and w0 operate under the authority of the prime minister
and individual ministers. A politically subordinate bureaucracy, as the
administrative arm of the executive, s geperally expected to follow ministers’
instructions and conscientously implement execntive policy as formulated in
the cabiner,

in Japan, however, the reverse is true. The individual cabinet ministers operate
under the authority of their ministries, which renders cabinet policymaking
functions almost meaningless. Bureaucrats in the various ministries and agencies
of government, even though unelected, function as an independent source of
policy authority and are not completely accountable to their ministers.”
Ministess have grear difficubty imposing their policy will on bureauncrats who
run their own agendas, evade or cven defy their minister’s {and the prime
minister's) instructions. Ministries independently make decisions and
announcements on national pelicy. Based on his previous experience as Minister
of Health and Welfare, Kan Naoto also observed that all ministers” public
speeches from inauguration to resignation are prepared by bureaucrats, and
ministers tecelve lectures’ from bureaucrats in a process that can only be
described as ‘brainwashing’ (semnéd kyéiku}.” In the Westminster context, “Yes
Minister” was always an overdrawn picture of bureaucratic power. In Japan, it
represents undistorted reality.

The foundations of bureaucratic power in Japan are beyond the scope of
this analysis.” Suffice it to say that rumours of the demise of the Japanese
bureaucracy have been greatly exaggerated.”” The power and autonomy of the
fapanese bureaucracy in the policymaking process are based on its formidable
control over the functions of policy advice, inidation, formuladon, development
and impiementaton. They are further buttressed by burcaucrats’ informational
dominance, their ‘capacity to strategically utilize information to influence
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policies,” their mastery of the technical derails of policy, their legal powers o
draft legislation and to make rules comprising various kinds of administrative
ordinances and regulations, and their right 1o exercise wide powers of discretion
in the implementation of these rules as well as in the administration of
legislation.

Bureaucratic power in the policymaking process also derives by default from
the insufficient non-bureaucratic, informational and advisory support strucitres
for the prime minister and ministers. Key institutional shorcomings have Icf
the prime minister and cabinet ministers without a cadre of independent policy
advisors and the requisite authority o initate policies. indeed, the Prime
Minister's Official Residence (Kantei),” which is the equivalent of 10 Downing
Street, as well as the Cabinet Secretariat (Daijin Kanbd), have been significantly
penetrated by bureancratic appointees. Similarly, minister’s offices in the
ministries are under the scrutiny and control of officials from those ministries.
Individual ministers’ small support staffs ave almost exclusively drawn from
the ministries they head. The lack of a subsrantial number of independent,
nop-bureancratic staff for the exccutive has underwritten a system in which it
has largely been a mouthpiece of and manipulated by the bureaucracy.

In addition, buteaucrats preside over systems of economic intervention in
which they exercise substantial discretionary powers of regulation {grandng
licenses, permissions and approvals) and allecation (granting subsidies for
particular projects, including public works projects and public works contracts).
As part of their administration of interventonist systems, they also employ
powers of discretionary economic decisionmaking.® In addition, each ministry
presides over an auxiliary infrastrucrure of public corporations and quasi-public
bodies that considerably expand its interventionist reach. None of these
bureaucratic powers has been compromised by the waves of corruption and
incompetence scandals that have beset the Japanese bureaucracy since the mid
1990s,

Kotzizmi has found that he can effect the most change when he works with
established minisories rather than against them. For example, his pledge ro cut
public expenditure and to reduce the government’s reliance on deficit spending
has the strong support of the MOF because it amounts to budget cuts in
another guise and because it advances the MOF’s long-standing quest to rebuild
the nation’s finances through a policy of fiscal austerity. Koizumi has been able

10 achieve some fiscal reforms because they have had the full force of the MOF
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behind them.™ As one Japanese commentator observed, ‘the policy line adopted
by the Council on Economic and Fiscal Policy fits the goal pursued by Finance
Ministry bureaucrats, whose priority is to replenish depleted state coffers’.®
For example, the cut in general policy spending in the fiscal 2002 budget was
the largest general spending cut ever. Similarly, the reduction in public works
investment of 10.7 per cent, or roughly ¥ willion, was ‘one of the deepest
cuts in memory. No wonder budget officials describe it as a “Draconian
reduction”.® The influence of the MOF can also be detected in the ¥30
trillion cap on the annual issue of new government bonds, reform of the special
public corporations and the February 2002 and-deflation policies.®® Then, in
June 2002, on the same day it was revealed that the prime minister would
order a cut in subsidies of several trillion yen over four years in 2003 General
Account budget requests, Finance Minister Shiokawa announced yet another
10 per cent cut in public works spending in the 2003 budget, with zero
growth in General Account expenditure. Later, Koizumi gave a directive to
reform the tax system at a meeting of the CEFP bur the content of his directive
‘turned out to be loyal to the logic of the Ministry of Finance, as can be seen in
the implication of tax hikes.®

The close alignment of Koizumi’s policy achievements with MOF interests
has been criticised as reflecting an unexpectedly narrow sphere of policy
influence on Koizumi’s part.*¢ As Nakamura explains, although Kolzumi aspires
to a very broadly based reform program-—encapsulated in his stogan ‘structural
reform without sanctuary’—in reality his reforms have been limited to just
those supported by the MOF and the Ministry of Health, Labour and Welfare
with increased charges for medical treatment.?” In fact, the sum total of
Koizumi’s reforms amounts to little more than cuts in government spending,

In contrast, in those areas that throw down a direct challenge to bureaucratic
power, like reform of public corporations, change is much slower. The process
is fundamentally flawed because it gives virtual veto power to the bureaucracy
itself®® The prime minister announces his targets, but the ministries have to
agree to any reorganisation of public corporations because they are integral
elements of bureaucrats’ administrative fiefdoms. Ministry officials mount the
arguments about whether each public entity is necessary or not, and what
form any changes might take. Thus, whether and how these bodies should
be restructured has to be negotiated with the ministry concerned via its
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burcaucratic head. In this fashion, cach ministry in practice decides the fate
of the public corporaticns within its jurisdicrion. All Kolzumi and his economic
team have been able to do is apply concerted top-down pressure ro this
process.

The Administrative Vice-Minister of the Ministry of Economy, Trade and
Indusery, or METT (Keizai Sangydshé), openly defied Koizumi on the issue of
the draft bills for abolishing the Japan National Oif Corporation (JNOC), As
the press reported,

{ef]uring 2 meeing af the Prime Minister's official residence... Econonoy: Trade and Indusuy
Vice Minister Kazsusada Hirose erpharicsily wold Kolzumi that revisions o a set of hills
designed o abalish the Japan Mational Oil Corp. wete not necessary. .. T don'tsee it as necessary
o revise the bills)” he reporedly said. A confrontation regarding the minisury-desfted bills

broke our becween the prime minister and his aldes, who soughe 2 revision of the bills, and the
rministry, which kas so far defied cheir calls. ®

Other ministries whose public corporations have beers under specific artack,
such as the Ministry of Land, Infrastructure and Transport {road corporations)
and the Ministry of Public Management, Home Affairs, Posts and
Telecommunications, have also the advantage of being able 1o enlist the support
of LDP zoku to their cause™

Deregulation is a similar story, with Kojzumi grinding through the same
process as his predecessors, using regulatory reform councils to churn out lises
of recommendations, which individual ministries can then decide to implement
at a pace and in a fashion that suits their own interests. And where there are
opportunitics to advance and preserve bureaucratic interests in the name of
structural reform, the ministries never fail to do so. For example, government
ministries and agencies with a stake in structural reform (dereguladon) special
zones have endeavoured to widen their spheres of influence by revising only
governmental and ministerial ordinances™ in relation to the zenes in order to
preserve the ministries’ discretionary powers over the ways in which tchese zones
will operate, rather than by changes in the relevant laws.

Strong evidence of bureancratic intervention can also be observed in the
economic revitalisation components of the June structural reform package—
‘Basic Policies for Economic and Fiscal Management and Seructural Reform
2002", The package was described 2s 'no more than a gathering of the policies
so far drawn up by the government offices at Kasumigaseki’ ™
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PARTY-BUREAUCRATIC INTERDEPENDENCIES

The ruling party, not the executive, is the only political institution with
sufficient power to bargain and negotate with bureaucrats on an equal basis.
In this system, policy is made in the interaction between the party and ‘the
government’, which, in reality, refers to the bureaucratic ministries, a
combination uniformly referred to as seifu-Jimintd. Government policy has
represented the end product of this interaction process. The system does not
produce strong cabinet government with a prominent leadership role played
by the prime minister, but a dual power structure of party—bureaucracy
policymaking in which the prime minister and cabinet play a subordinate,
rather than a superordinate, role. The result is that Japan does not have cabinet
government,” it has party-bureaucratic government. It is a system in which
the executive is left out of the loop.

The perennial debate about who exercises power in policymaking in Japan
has been almost exclusively a debate between proponents of a bureaucracy-
dominant model versus those proselytising a party-dominant model. In other
words, this has been a debate over the question of which institution—the
bureaucracy or the politicians—is in the ascendancy in the policymaking
process. In more recent times, the argument has been restated in an ultimartely
fruitless search for a single locus of policymaking authority, a quest to establish
who, in rational choice parlance, is the agent of whom

In this debate, the fundamental question of why the execurive did not
predominate, given Japans parliamentary cabinet system of government, has
been almost completely overlooked.” Indeed, the discussion of bureaucratic
versus party-dominated policymaking assumed the irrelevance of the executive.
The prime minister and cabinet wete simply not factored into extant models
of Japan’s policymaking system. This neglect has been partly a reflection of the
weakness of the executive structures in themselves, but it is also due to a lack of
familiarity with parliamentary cabinet systems amongst the majority of foreign
scholars working on Japan. For the most part it is assumed that the prime
minister and his ministers are somehow included under the ruling party
umbrella. In fact, the role the executive plays in the policymaking process is
quite distinct and separate from the ruling party itself.

Moreover, as to which institution in the dual structure of power—the party
or the bureaucracy-—is in the ascendancy, the reality is that neither exerts
predominance over the other. Although the balance of power between them may
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vary depeading on the policy sector and even the policy issug,* the bureaucracy
and the party are functionally interdependent. Policy is made in the interaction
between these two structures operating in an interdependent fashion.

Politicians rely on ministries for information, partdculatly for matters of policy
detail. The major reason for this is that the policymaking staff of individual
Diet members is woefully inadequate. Each Diet member has three state-
subsidised secretaries whose job is to arrange the schedule of their sewser, to
greet visitors and to make tea, to receive petitions from various supplicants and
to handle communications with supporters.”” Officially, one of these secretaries
is called 2 “policy aide’,” whose official job it is to assist politicians to draft
policy measures and other legislative activities.” Their salary and qualiticarions
are higher than for the other aides.'™ In practice, policy assistants are usually
concerned with other chings, like fund-raising and maintaining wuseful
connections with other politicians,

At the party level, the administrative support steucture for the PARC is
stmilarly inadequate. Research officers are limited to virtually one per major
policy sector, with their main task that of liasing with the relevant minisery,
rather than policy development. The effect of these deficiencies is to make
Diet politicians and parties almost eptitely dependent on the bureaucracy for
policy information, formulation and development. In a survey of LDP Diet
members in late 2000, 73 per cent admitted that they relied on bureaucrats
when drawing up policies."™ This dependence has been encouraged by the
parallel structuring of PARC divisions und bureaucratic ministries.

Politicians alse rely on burcaucrass for drawing up policies favourable o
their interests. In this process, the zokx play a key, intermediary role berween
party policymaking processes and those of the ministry. During the policy
formulation process, ministry officials relate directly to the zoku in order to get
an idea of what the party wants. This prior copsultation process takes place in
the initial stages of policymaking, before bureaucratic policy proposals are
formally submited to the PARC process.

For their part, the ministries rety on LDP politicians and particularly the
zeku for help in protecting sacred ground-—ministry interests,'® including
their budgets, their organisational integrity,'™ their administrative empires
including public corporations, and, most importandy of all, for geuting policies
and bills past other ministers and ministries such as the MOFE and through
the PARC policymaking process and the Diet. Ministries and agencies need
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the support and assistance of senior members of comumictees in order to ensure
that the policymaking process runs smoothly.'®

Where ministries preside over highly regulated and protected sectors thac
generate large quantities of benefits and concessions to LDP supporters, the
zoku are more motivated to cooperate with ministrics. For example, the decline
in the s44k4 zoku and in the numbers of politicians prepared to defend METTs
interests in policymaking have been traced to the ministry’s changing role in
the economy and to the fact that, as a result of promoting deregulation, it ‘has
gradually lost the important concessions it once enjoyed in energy, foreign
trade and other industries. The ministuy has become less attractive for the
commerce and industry policy clique’.”

In summary, the zodn face in a myriad of different bue pivoral directions:
they represent the interests of specific industries within party policymaking
processes, they seck 1o defend their own and the party’s electoral and survival
interests #i5-a-245 the bureaucracy and the executive, they act as a voice for the
ministries in LDP policymaking contexes,'™ they function as coordinators and
mediators between the party and the bureaucracy, and berween the parry and
the executive, and they act as gatckeepers for the ministries to the legislative
process. The PARC, where the zoku operate, therefore acts as a vero point for
the bureaucrats as well as the executive.

Bureaucrats work around the prior approval system by accepting the demands
of LDP politicians in return for having bills and budgets pass through the
Diet without amendment.'” In fact, a lot of bureaucratic encrgy and effort is
expended on anticipating and accommodating gebr wishes in the policy
formulation process in advance of PARC committee deliberations and discussion,
As a result, the political interests of the LDP permeare down to the lowest
levels of the ministries, because only those bureaucratic policy initiatives that
are politically acceprable to the LDP will be successfully processed by the
PARC and become government policy. This has the effect of discouraging
reformers within the ministries because bureauctatically generated proposals
for change rarely reach the implementation stage. Bureaucrats also want to
please influendal LDP politicians because favourable personal connections can
contribute to their promotion within the ministey.'®

Party-bureaucratic interdependencies form the basis of substantially
cooperative relationships that border on symbiosis amongst bureaucrass and
LDP party politicians.'™ Some commentators go as far as o call the relationship
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incestuous."? Ministries maintain offices in the Diet itself staffed with 5-10
burcaucrats who can serve politicians’ informational requests," while ministry
officials reguiarly antend deliberations of PARC comumittees. For example, the
Ministry of Land, Infrastructure and Transport jointly promotes public works
projects with the construction zefr in the LDP And when the three PARC
commitrees dealing with the nations expressway projects passed a resolution
that opposed the freezing of the highway construction plan, officials of the
Land, Infrasceucture and Transport Ministry attended the combined meeting
of the three committees and supported the resolution, saying that the 9,342
kilometre construction plan needed to be realised one way or another.'™ These
arrangements typify the implicic contract berween bureaucrars and LDP Dier
members whereby bureaucrats enable politicians w reap side-benefits from
the ministries” regulatory and allocatory activities and public sector businesses.
These side-benefits take the form of patronage for distribudion to politicians’
constituents and supporters. Politicians thus have a vested inrerest in the
preservation of bureaucrats’ powers of intervention in the economy. As Tanaka
Shisel, a private Kotzumi adviser and former LDP Director-General of the
Economic Planning Agency comments, “lawmakers who lobby for specific
induseries and ministries depend on the bureaucratic system for their
existence . The vested interests of the bureaucracy and the LDP are, therefore,
directly linked, and when politicians and bureavcrats unite against the executive,
they can effectively block any reform sponsored by the prime minister.™

Parry-bureaucracy lnterdependence is not only cemented by shared interest
but is revealed in the direct lateral connections between individual politicians
and individual bureaucrats in areas subject to the exercise of bureaucrats’
discretionaty powers. Politicians lobby bureaucrats in order to obtain pork-
barrel favours for their constituencies, as well as regulatory and allocatory favours
for individuals, companies, semi-public organisations, interese groups, and
local government officials and politicians within their support necworks,'”
This deal-making is conducted behind the scenes and lacks both transparency
and accountability on the part of both politicians and bureaucrats. Acting as
intermediaries for constituency and special interests in this fashion translates
into much needed politcal backing and financial support for individual
politicians in the same way that PARC acuivities do.

LIDP politicians approach bureaucrats for favours and policy concessions in
those arcas that are within the purview of ministry officials to grant. The
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bureaucrats can deliver the requested policy benefits because they have the
power to do what the politicians ask without requiring ministerial approval.
The strengzh of the politicians is thus ted o the strength of the bureaucracy
independently of the executive. For example, individual bureaucrats have the
power 1o decide what gets built where with public subsidies and which company
gets what government contract. The result is a plethora of strong horizontal
connections between LDP politicians and ministry officials which bypass the
exceutive {and the Diet) altogether

For politicians, lobbying bureaucrats for specific policy favours is a separate
funciion from policy deliberation within the PARC, All LDP Diet members
operate as special-interest politicians 1o both ways—in PARC macro-policy
contexts which deal with what Nakano calls ‘fundamental policy frameworks’,'™
as well as in micro-policy areas where individual bureaucratic decisions can
impact on specific constituencies, and within these constituencics, on specific
groups of voters, organisational and interest group leaders, local government
officials, companies and individuals. Thus, decisionmaking processes for macro
and micro-policies differ, Macro-policies are collective and cenure on issues
that uldmately become goverament policy, micro-policies involve policies at
the point of actual policy execution’.'’’ They require individual, discretionary
decisions by burcaucrats, usually about positioning'*~—that is, what project
is to be undertaken where——an arena in which Diet members, acting on behalf
of local interests, become petitioners to ministry officials who are charged with
making the actual decistons on sach marters,

Individual politicians carve out their own policy fiefdoms by combining
both dimensions of their activities, They accomulate personal credit by acting
independentdy ro secure various policy favours in the role of ‘autonomous
political entreprencurs’, where they attempe to do policy favouss for small
groups, companies and individuals in order to obtain money and vortes, and
also by participating in more general policy-related activities in party
committees. Nevertheless, the two policy-related functions of japanese
politicians need to be distnguished: one is policy ‘interference’ through direct,
personal intercession with individual bureaucrats, the other is policy
‘interventior’ through the PARC.

The policy “interference’ dimension of special-interese politics has become
the target of much public and media criticism in Japan because of the potential
for corruption, for breeding cosy and collusive relations between individual
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politicians and individual bureaacrats,""? because it is widely regarded as
meddling by individual politicians in administrative affairs, and because of
the lateral connections between individual politicians and individual bureauerats
which circumvent formal policymaking processes. Such connections do not
normally occur in Westminster systems, where burcaucrats ate subject to strict,
vertical, bierarchical lines of authority chrough department heads to ministers.
Bureauceats are not permitted 1o meet wirh politicians other than cabinet
ministers. It would be unthinkable for bureaucrats to respond to backbenchers’
requests for specific policy favours behind the back of a minister. As for the
allocation of public works, it is typically decided centrally eicher by cabiners
or ministers or by arm’s length public authorities, according to transparent
and public interest criteria. Pork barrelling is not unkpown, especiaily in
marginal electorates, but it is centrally determined by and in the interests of
parties as 2 whole rather than in the interests of individual members.

Electoral reform of the Lower House in 1994 altered the relative importance
of the policy interference and policy intervention funceions for individual Diet
members. In creating 300 single-member districts (SMDs) from what were
previously multi-member districts (MMDs),™ it weakened the incentive for
policy specialisation corresponding to the interests of a narrow political support
base that centred on well-established tes with specific indusiry groups (the
original, core incentive for the creation of the zobu).'™ Ar the same time, it
strengthened the incentive to maximise benefits for the constituency as a whole
through activities such as pork barrelling in order to win a pluralicy.™ If
anything, the need for a plurality acted as an even stronger incentive for LDP
candidates to use the advantage of incumbency to promise pork-barrel benefits
to their districts, whilst simultaneously encouraging a stronger focus on local
constituency service amongse all candidates. Such a development hardly realised
the original intentions of the electoral reformers, who hoped to replace inter-
candidate pork-barrel competition with greater inter-party competition and
debate over policy issues.

The 1994 Lower House electoral reforms also placed restrictions on political
funding and provided for a system of government subsidies to parties.*®
However, candidates remain reliant primarily on personally penerated electoral
resources, on personal vote mobilisation, on personal connections with local
leaders and on their own political machines centred in their eleciorates (ddenkad)
for drumming up political support. In fact the kdenkai have become even
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more important as vehicles enabling politicians to expand their politcal reach
by building direct connections with voters (including non-aligned and even
anti-LDT voters) outside the organised blocs of voters that form the core of
their support base, In many cascs, candidares find it necessary 1o expand their
support network in this fashion in order to win a plurality. As noted above, the
clectoral reforms were designed to encourage inter-candidate competition on
the basis of party affiliation rather than on the basis of the personal atrribures
of candidates, but party competition remains underdeveloped in the SMDs'
given the strength of well-established candidate-centred patterns of support
pathering and voter behaviour'™ Politicians are still pursuing the personal
vote, aithough they are no longer able to rely on purely ‘niche’ strategies as in
the past. Typically, the personal vote 1s bule on the basis of the ‘instrumental
promises to followers and the provision of personal services rather
than...[standing] up for the public good’.' Voters continue to expect their
political representatives to channel benefits back into their constituencies and
to vote for candidates in the SMDs rather than for parties.’” Correspondingly,
Diet representatives sull ‘believe that a politician’s work is to ensure the naton’s
budget for public works projects in the prefecture’.””® In short, personal voting
goes hand in hand with pardcularistic, pork barrel-type policies. Politicians’
personal votes are being built on constituency service with a strong focus on
providing constituency-wide porlk-barrel benefits, with candidate differentiation
occurring primarily on locality-specific issues. The new SMD system has
intensified pork-barrel competicion amongst candidates and encouraged
politicians to become fierce defenders of their local dismricts’ interests in all
policy spheres. As Haggard comments: “Where politicians have incentives to
cultivate the personal vote, they are more likely to seek 1o develop narrow
constituent bases of support and o press for particularistic policies at the
expense of party pletforms... These particularistic policies take the form of
patronage, pork, and the drafting of statutes that are cast in general language
but are in fact designed to appeal to narrow constiruent...bases of support’.®

The absence of strong inter-party competition can also be traced to the
blurring of policy differences amongst the parties, the vague generalities
characteristic of party policy platforms,”™ and proncunced trends rowards the
de-alignment and anti-party sentiment of many voters. In addition, split-ticket
voting in Lower House SMDs enables voters to fine up for patronage from the
local district member by joining his or her kdenkai ar the same time as expressing
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a preference for another party in the regional proportional representation
constituencies.”™ In Japan, voters can hate the LDP but siill vote for individual
politicians who ate members of the LDP (and even join their Adenkas)' because
of a particular politician’s ability to serve special interests and his or her
constituency. The fact that vorers still choose politicians as individuals rather
than in terms of their parey affiliation reinforces incentives to cultivate a personal
vote and weakens incentives to identify strongly with the party plattorm. The
same applies to other electoral resources like campaign finance. When individual
Driet members have to raise their own funds, they have an additional incentive
to cultivate personal reputations’.'®

In this way, electoral reform has gradually altered the narure of special interest
tepresentation by the LD, putting much greater emphasis on potk-bartel
Favours, on lateral connections between bureaucrars and politicians, and en
the lobbying role of politicians vis-a-vis burcaucrass. It is not surprising that
Koizumi’s reforms, which attack the potential for pork barrelling in arcas such
as public works as well as the public corparations that oversee them, have met
such stiff resistance from members of his own party. His proposals undermine
the potential for special-interest politicians to do their work in delivering pork-
barrel payotls 1o their key supporters and electorates.

The two dimensions of Diet members’ representation of special interests are
direcdy connected. Individual Diet membess’ leverage over ministry officials
increases in line with the status and influence chey exercise within the LDP
policymaking machinery, One of the main ways in which Diet members gain
persenal influence is by rising up through the executive hierarchy of PARC
committees. Because, as already noted, the committees are structuzed along
broad sectoral and policy lines, such advancement requires a degree of
specialisation in particular areas of policy. Over the years, the PARC has been
the primary locus and training ground for LDP policy specialists. Its commirtees
provide an arenz in which LDP Dier members become experts in particular
areas of policy as 2 means of gaining influence in the government and pargy’®*

Long-term specialism and influence bestows the status of zokw, and it is the
zoku who represent the most influential politicians within the LDP in both
the policy intervention and policy interference dimensions. Becoming a zoku
lends weight to a politician’s influence over bureaucrats. Zokw status has thus
become important in the delivery of pork-barrel benefits to electorates. In the
1980s, the zoku started to involve themselves in subsidy projects even at town
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and village level. Bur after the introductdon of the SMD system in 1994, dheir
pressure on bureaucrats intensified and, in Nakanishi’s view, became
‘unreasonable’.’ To beat their opponents, the zebu instructed bureancrars
not to embark on any projects in a particular town, or not 1 offer public
works contracts to any companies associated with their opponents.’™

The rising importance of the pork-barrel function for the zoks has to some
extent changed the meaning of the label ‘ribe’ Diet member. It once referred
exclusively to the representational agents concerned with the main body of
regularised policies—the passage and amendment of laws, the formulation or
alteration of major policy programs and budgermaking'—all centring on
the PARC. These days, however, the LDP’s pre-eminent policy specialists are
criticised for having degenerated into listle more than lobbyists for special
interests in return for campaign donations’.” Their role is merely to ‘serve as
a conduit for passing on the requests of various business sectors to bureaucrass
while also accumulating polidcal donations’.”® In fact, the most powerful
members of the zoku cliques do not even have to lobby ministry officials. They
simply request or direct them personally on matters of both policy and persenal
favours. Ministry officials comply with these requests and directives in exchange
for aperating under the general patronage of the powerful zoku, who take care
of the organisational interests of the ministry, in policymaking and in other
contexts including the Diet. According to one report, some ‘powerful LDP
kingpins keep the top officials of a specific ministry under their thumb, virtually
controlling their decision-making functions’ ' As one Foreign Ministry officiat
said of Suzuki, he ‘not enly controlled personnel affairs but was also on the
verge of directing Japan's Russia and economic cooperation policies’.'

Much of the elecroral petformance of the avetage politician in Japan thus
continues to depend on the delivery of benefits to their supporeers and
constituencies, whether through activities in the PARC or by interceding with
the bureaucracy. This contrasts with the Westminster model, where
backbenchers re-clection chances depend almost entirely on their party identity,
which, in turn, is largely determined by general considerations such as
governmental and leadership performance. Under a Westminster system, electors
vote for the nationwide party and its feader, making the local candidate simply
a cartier of this preference. This feeds into the weakaess of the backbencher vis-
a~vis the party and its leader, and underpins executive power. The party leader/
prime minister can always say to 2 dissident backbencher: ‘they voted for me,
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not you, with divergence from the government line sometimes punished with
expulsion from the party.'#

The situation in Japan is completely the reverse. Incentives remain strong
for individual politicians to engage in pork-barrel spending, rent secking, and
other forms of particularismt’.*®® Although party leaders remain strong because
of the internal patronage system within the factons, the anthority of the party
leader/prime minister is undermined by the interests of the individual
politician—members of the parey. The latter currently present a formidable
barrier to reform because the prime minister, who is also leader of the party,
has difficulty in imposing his policy preferences on the party membership.

In Westminster systems, the assumption is that the ruling party and ics
leadership {(namely the prime minister and cabinet) form a cobesive, united
force because only by acting as such can they guarantee their continuance in
power and the automatic passage of legislation. Normally, strong centriperal
torces operate in a Westminister system. It is also assumed that the leadership
and the party not only share views on policy but share a similar ideological
worldview. At least the differences are not such as to create dysfunctional
ideological cleavages in the party. As has been demonstrated in the Japanese
case, however, unity at a policy and ideological level cannot be assumed. Koizumi
was supported by a majority of the party eleciorate in the LIDP’s presidential
election, but his policies which embody market-libetal philosophy are not
necessarily supported by the party’s Diet members.

The key political condidion, as Haggard emphasises, ‘is the relative strength
of the party leadesship vis-2-vss the individual politician. Where party leaderships
are strong, there s grearer prospect of enforcing programmatic discipline on
followers and less likelihood that programs will be dominated by geographic
or other constituent interests.'* He argues strongly in favour of ‘systems. . .that
increase the discipline of central party leaders over backbenchers’ 1

THE ROLE OF THE EXECUTIVE IN JAPAN'S TRADITIONAL
POLICYMAKING SYSTEM

In the traditional policymaking system, the prime minister and cabinet have
tradidonally come in at the end of the policymaking cycle rather than at the
beginning, They act as ratifiers of policies that have emerged (rom the party-
bureaucratic policymaking process. The direction of policy is not from the top
down, but from the bottom up. Not enly is prior approval from the PARC
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mandatory, but before policy reaches the cabinet, the management of the cabinet
requires that policy matters are coordinated through the administrative vice-
ministers’ conference (jimujikan kaigi) before they are decided at the cabinet
meeting."*® All policies and draft legislation must be given the stamp of approval
by the meeting of the heads of the various ministries (the administrative vice-
ministers}, which takes place the day before the cabinet meets. Nothing comes
before the cabinet for a decision unless it has already been passed by the vice-
ministers. This well-established convention, which has no legal foundation,'
means that the bureaucracy actually inserts itself into the formal decisionmaking
process of the executive. The result is ‘bureaucratic control’ (kanryd tdsei).'*®

'The upshot is that the cabinet does not make government policy in Japan.
It is not a collective decisionmaking body or the central locus of policymaking
that one would expect in a Westminster system.'® It is not like Britain or
Australia where the critical decisions are taken in cabinet after discussion and
debate amongst the prime minister and his ministers. There are no strong
discussions amongst ministers; cabinet approves what is put before it with
meetings normally lasting less than half an hour. Kan Naoto, former Minister
of Health and Welfare and previous leader of the opposition DPJ, was quoted
as saying ‘T must have attended nearly 90 Cabinet meetings. They lasted an
average of 10 minutes each and all T did was sign documents’.”® In his view,
cabinet meetings are nothing whereas the administrative vice-ministers” mettings
decide everything.’™

The role of the prime minister in this system has not been to lead and
impose his will on the party and the government, but to articulate the agreed
consensus reached in party-bureaucratic negotiations. Prime ministers have
largely been figureheads for the political and bureaucratic forces operating
outside the cabinet who exercise the real power. They have exercised weak
powers of policy direction and leadership, including within the cabiner itself,
where they have lacked explicit legal authority under cabiner law to propose
items for debate on the cabinet agenda. They have chronically had no views on
matters of policy. Former Prime Minister Mori's reply during a 2000
interpellation session in the Diet is indicative. Responding to a question from
a member of the DPJ about giving foreigners the vote, he said simply: “This is
a very important issue having relevance to the basic structure of the state. 1
have my own ideas about it. But, as the prime minister and the president of
the ruling party, I think I should not say what I think about it’.!*
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Prime ministers who have wanted to seize the policy initative and challenge
vested intesests embedded in the party and in the bureaucracy have had o
deploy bypass suategies, namely initating policies through prime ministetial
advisory councils, building public suppost for these policies, and then, on the
basis of reports and recommendations from these bodies, trying to bend the
LDP and the bureancracy to their will on a top-down basis, usually with
mixed results.

In trying to impose their own agendas, prime ministers have often had o
contend with opposition from ministerial colleagues. The role of ministers in
Japan’s traditional policymaking system is not to direct their ministries with
the full force of cabiner decistonmaking authority behind themn, but quite the
opposite, to act as spokespersons for their ministries, to voice their miniseries
position on policy and to advance their ministries” line in any policy discussions
inside and outside the cabinet. This means that bureaucratic resistance to
Koizumi’s reform agenda is articulated within the executive itself, which acts
as a strong constraint on cabiner unity and which prevents che cabinet from
imposing its view as the highest executive decisionmaking body.™

In the Koizumi administration, cabinet ministers also continue to argue
their ministries’ position in policy negotiations with Koizumi in the CEFP
and in other newly established strucrures of execurive decisionmaking, with
the policy agendas of ministers largely run by ministry officials. For example,
the Health, Labour and Welfare Minister, Sakaguchi Chikara, has been strongly
defensive of his ministry’s Interests in negotiations on medical policy reform,
asserting that ‘reform of the medical system might be put off depending on
the health of the economy’."™ He has resisted Koizumi’s ambidious reform
plans for the medical system and has wied ro make it conditional on reviewing
the entire medical insurance system. As Curtis comments, ‘cabinet ministers
and LDP party officials are too ready to express views that contradict those of
their own prime minister’.”?

In other contexts, individual ministers stifl find it difficult to impose their
own policies on their ministries. The Minister of Agriculeure, Porestry and
Fisheties, Takebe Tsutomu, advanced his own proposal for structural reform of
agriculture in May 2001, involving the introduction of direct income suppost
for 400,000 full-time farmers and allowing greater participation of joint-stock
companies in agricultare. The mnitative died amidst resistance from the
agriculture ministry because it ignored the Interests of the remaining majority
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of part-time farmers, which more neatly coincide with the inrervendon-
maximising objectives of the minisery.!®

Those ministers who actively try to reform their ministries from within like
former Foreign Minister Tanaka Makiko face active sabotage by their own
ministry officials, Tanaka's dismissal lends credence to the assertions of
bureaucrats who insist that they can bring down any government or any minister
simply by releasing confidential information.'” Former Prime Minister Mori,
who criticised Tanaka Makike for trying ‘to force her way since her administrative
vice minister does nor act the way she want’'™ revealed the typical mindset
that somehow ministers should remain subordinate to their ministries. Mori
evinced what Curtis calls the ‘traditional attitudes about the role of cabinet

ministers [which] remain strong’.'”?

THE ROLE OF FACTIONS IN THE TRADITIONAL
POLICYMAKING SYSTEM

The executive has also been weakened by the LDP’s factional system insofar as
prime ministers are largely creatures of factional power broking, particularly
amongst party elders'™ and faciion leaders in the LDP who decide the
candidates for prime ministerial succession (the contenders are either faction
leaders or their chief licutenants). The process of choosing a prime minister
has consistently been conducted by means of elections amongst the party’s
tactional membership for the post of LIP president {who becomes the prime
minister).’® Thus, the ‘insider politics’ of the LDP which are dominated by
considerations and processes internal to the party, have dicrazed the selection
of prime minister, who has subsequently been imposed on the populace
regardless of their preferences.'®

The systemn has produced a very high turnover of prime ministers so that
different faction leaders can take their turn at the top job. Koizami is the
wwenty-second prime minister since the Liberal Democratic Party rook power
in 1955, with only wwo shorelived non-LDP prime ministers in almost half a
century. In contrast, Britain has had 10 prime ministers 2ad two major parties
alternating in government over the same period. Not surprisingly, Japan has
been derisorily described as having a revolving-door prime ministership.

Ministers' weakness vis-2-vis their own ministries has been compounded by
their selection as factional nominees rather than on the basis of their ability
and policy experience in the portfolio which they have been allocated. Like the
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prime minister, they also suffer from a very high turnover in office. Prime
ministers reshuffle their cabinets frequently to give posts to as many senior
party members as possible, which means that not many cabinet ministers
hold their posts for more than a year. Faction leaders need o provide ministerial
positions for their followers as an incentive for members to remain loyal, and
so there is tremendous pressure from faction leaders for the prime minister to
change his cabinet lineup ar regular intervals. As the Nikkei comments,

[slach frequent replacement of ministers uadermines political leadesship in policymaking,.

Newly appointed ministers are ususlly replaced before they fnish studying the basic ks and

operations of their ministries. Despite the obvious defects, the tadition has been upheld for

decades because of the sirong pressures from faction bosses who must ensure thac their followers
get 2 cabiner portfolio after serving several terms in the Dier’®

THE IMPACT OF COALITION RULE ON POLICYMAKING

In more recent years, the traditional policymaking structure has had to adjust
to the realities of coalition government, making consultation and concession
amongst all partics w the ruling coalition mandatoery. Coaliton policymaking
has involved a separate inter-party prior coordination phase in which party
leaders, party executives {secretaries-general) and party policy executives {policy
research council chairmen and Dier affairs committee chairmen) may variously
participate. Under the Obuchi administration, for example, the secretaries
general and Dier affairs committee chiefs of the three ruling parties mer every
day for discussion.'¥

Formally speaking, the bulk of inter-party coalition negotiadons under the
Koizumi administration are conducted by the secretaties-general and policy
chairmen of the three parties. The relevant minister(s) and the chief cabinet
secretary may alse be involved. For example, Chiet Cabiner Secretary Fukuda
Yasue and State Minister for Economic and Fiscal Policy Takenaka met with
the policy chairmen of the three ruling pardes, including PARC Chairman
Asd, in order to secure agreement amongst the parties on the basic policy
measures for tax reform and economic reviralisation in June 2002, Their mecting
was followed by a gathering of the three coalition party leaders, who formally
adopted the policy package.

Ministers from coalition parties are also involved in executive-level policy
negotiations in the various cabinet policy headquarters while government-ruling
cealition liaison meetings sometimes take place at the Kantel, often prior to
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legislation being submitted to the Diet. These mectings vatiously draw in
coalition party leaders and secretaries-general. Such a meeting occurred, for
example, just before the submission of the postal reform bills to the Diet in
May 2002,

In praciice, however, the New Kémeitd relies heavily on vransmitting irs
policy wants and concerns through Nonaka, whe was important in managing
coalition affairs as chief cabinet secretary under the Obuchi administration,
and through Koga, also from the Hashimoto faction, who played a central role
in inter-party negotiations under the Obuchi administration as former
Chairman of the LDP’s Diet Affairs Commirtee (Kokkai Taisaku Iinkai). The
distance berween the Hashimoto faction and the Koizumi administration,
however, does not facilitate the communication process, particularly between
Nonaka and Koizumi.'®

Koizumi’s willingness to compromise with his coalition partners has directdy
reflected his political standing amongst the public. In particular, when his
support ratings plummeted in eardy 2002, Kolzumi had to try and rebuild
relations with the New Kémeitd, the largest non-LDP grouping in the coslition,
As one New Kémeitd official commented: "When Kolzumi's approval rating
was exremely high at 70-80%, the prime minister acted as he liked without
paying us any atendon, Bue the time has come for us to speak out because his
popularity is waning and his power base within the coalition government is
also weakening’.'® This comment echoed a similar remark by Conservative
Party President Noda Takeshi who commented thar ‘[t]he prime minister has
started raking our advice lately, even though he wouldnt listen to us before’.*¥

Generally speaking, Koizumi has made tactical concessions to his coalidon
partners in areas that engage their primary incerests {that is, defence policy for
the Conservative Party and social welfare policy for the New Komeitd)
sufficienty te retain their support for the coalition. But LDP-bureaucracic
policymaking predominates in areas of primary interest to the LDP such as
agricultural policy and regional public works.*® Generally speaking, it is the
big macro-policy issues that need agreement within the coulition, leaving
everyday, bread and butter micro-policy issues decided by the rraditional system.
in other words, coalition government has not threatened the prevailing norm
of ruling party-bureaucradc policymaking. It has certainly not shifted the locus
of policymaking to the Dier. The Diet remains a formalised arena for voting
on legislation, not for debate amongst politicians from different parties arguing
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clearly differentiared policy positions. Individual Diet members de not speak
at length on legislative provisions in the manner of parliamentary members in
other Westminster democracies, in spite of the passage of the Diet Revitalisation
Law in 1999 which was supposed to enhance policy debate amongst politicians.
At muost, the law has enhanced the opportunity for some gentle sparring berween
party leaders (induding the prime minister) usually in the context of standing
committee {usually the Budger Committee) deliberations. Even here, Diet
members roles are limited o asking questions, for which the answers by the
minister or his deputies are scripted beforchand by policy specialisis from the
relevant ministry. Politicians as members of the Diet, as opposed to their other
political and policymaking roles, do not determine the direction of policy in
Japan.

The major impact of coalition rule has been to insert another layer of
adjustment at the party level, which preserves the dual LDP-bureaucratic
policymaking structure intact, Indeed, coordination amongst the coalition
parties on policy s simply 2 more advanced and ransparent form of the deal-
making between the LDP and the opposition which has characterised LDP
Dier management since 1976, when the LDP suffered significant setbacks in
the Lower House, and particularly after 1989, when it lost its majority in the
Upper House.'® Counterintuitively, the New Kémeitd and Conservative Party
do not exercise a veto power over the decisions that come out of the traditional
policymaking process. That is because they are prepared to trade leng-held
policy positions and priorities for a power-sharing arrangement.’”® Moreover,
as already noted, because partics are not generally ideologically hide-bound,
pragmatism and instrumentalism predominate as the primary determinants
of policy choice. This makes party groupings flexible on martters of policy
choice and reduces the distance amongst the coalition members on policy
issues. The coalition parties are concerned less with ideological issues than
with policies that will impacr on their electoral prospects. In this respect, the
Conservative and New Komeitd Diet members find themselves sharing a lot of
ground with the LDP The main divide on policy tends to lie berween the
execytive on the one hand and the ruling parties on the other. The New Komeid
and Conservative Party have simply lined up with the LDP on 2 wide range of
issues. For this reason, they are frequently opposed to structural reforms,
preferting economic stimulus and other economic revival packages instead.
PARC Chairman Asd criticised the Koizumi administration’s Pebruary anti-
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deflation package ‘as lacking stimulus measures ro tev up the economy’,”” at
the same time as teaming up with his New Kémeitd counterpary Kitagawa
Kazuo calling for fresh steps to tackle deflation and agreeing to present a series
of jointy formulated samulus proposals to the government.'”

The prospect of the Lower House being dissolved and an elecdon beiog
held provides Kolzumi with 2 weapon to bring all the partes into line. Chief
Cabinet Secretary Fukuda, for example, told a senior official of the New Kémeit6
that if the postal liberalisation bills passed only the Lower House, the ‘prime
minister would dissolve the lower house and call an election’.””? The coalition
parties would not be keen on any election that gave Koizumi strong public
endorsement of his pro-reform position against their anti-reform posture. In
the New Kémeitd's case, calling a quick election would put it ar a disadvantage
because the party requires considerable time to prepare for an election.™™

The advent of coalition government has undoubtedly complicated the
executive’s relationship with the ruling parties. Koiztimi not only has to negotiate
around the dominant LDE he also has to take into account the views of the
leaders and members of the New Kémeitd and Conservative Party. On the
other hand, the prior coordination process amongst the three ruling parties
has been coasiderably devalued by Koizumi’s more top-down style of
decisionmaking. Just as he has tried to bypass and limit the influence of the
LDP in policymaking, so has he tried to pass over the other parties in the
ruling coalition. In fact, he ‘has been determined to throw off the ruling coalition
i order to carry out his reform program’.'”” The executive led by Koizumi and
the CEFP does not always consult with the coalition parey leaders prior to
announcements of new policy directions, particularly in areas of fiscal policy.
For example, Koizumi ordered the CEFP to incorporate the ¥30 willion cap
on the issuance of government bonds and trim public works expenditure in
the 2002 budget without prior consultation with the ruling coalition parties,
who had to give their approval after the fact.® A leading New Kémeitd member
rather derisorily described the communication between his party and the LDP
as being ‘a case of LDP Secretary-General Taku Yamasaki going into the Prime
Minister’s Office and delivering us Koizumi's will’.*7 The Japanese press has
also reported that the coalition is not functioning well and the relationship
berween Koizumi and his coalition partners is rather cool.”® Qne commentaror
has even gone as far as to fabel this state of affairs as the ‘myth of coalition’,”
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Where the parmners in the ruling coalition may be more significant is in
aligning with one or other of the power blocs within the LDP for or against
the prime minister.™ They can, in short, be brought into internal power
plays within the LDP In this way, the junior parties in the coalidon might be
able to exert some influence over the direction of leadership within the LDP
and thus the fate of the administration. As already noted, the New Kémeid is
known for having closer relacions with certain members of the senior hierarchy
in the LDP, such as Nonaka, and is closer to the Hashimoto facdon than to
other factions, This may generate some influence atr a crucial moment in
swinging the balance of power within the party in one direction or another,
and thus 2 potentially decisive role in bringing down the administration. One
has to consider, therefore, the coalition parties’ role not only in policymaking,
but also in the politics of Nagaracho.

NOTES
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Membership numbers are difficult o calculate, given the informal nature of the label and in

some cases, its self-attribution. Numbers also vary according to source.

5 Stockwin, “The Rural-Urban Divide', p. 3.

Membership of the investigation committees and special committees remains fixed.

According to Krauss and Pekkanen, the job of the chief whips is undertaken by the executives of
the PARC committees. See Ellis Krauss and Robert Pekkanen, ““The 94 System”? Theory and
Practice’, paper presented to the American Association of Asian Studies Conference, Washington
DC, April 2002, p. 21.

“The '94 System™, p. 20.

For example, where the pre-Diet specialised career backgrounds and educational training of
politicians have motivared them to sponsor changes to laws and policies, and where circumstances
have encouraged the party to call on their expertise. See Sugimato, A Study of LDP Policymaking,
pp- 22-7.

A Study of LDP Policymaking, p. 32.

For a study of extensive ‘intervention’ by LDP politicians in rice price policymaking, see Aurelia
George, Rice Politics in Japan, Pacific Economic Papers, No. 159, Australia—Japan Research Centre,
The Australian National University, Canberra.

‘Koizumi Seiker', p. 244.

Some Japanese journalists charge that Koizumi was originally an ékura zoku because of his long-
time, deep connections with finance bureaucrats. Editorial Department, “‘Koizumi wa 41 ten”,
p. 98. Saikawa also reports that Koizumi is considered a kdses zoku, but says that in reality he is
an dkura zoku because he opposes public fund injections into the banks (that is, he takes the
MOF position on this issue). In addition, his political mentor was former Prime Minister Fukuda
Takeo, who was the first dbura zoku, and when Koizumi was Chairman of the Lower House
Standing Committee on Finance, Takeshima Kazuhiko was a section chief in the MOF Budget
Bureau. Takeshima later became one of the Assistant Deputy Chief Cabinet Secretaries in the
Koizumi administration, working out of the Prime Minister’s Official Residence. ‘Nihon Keizal',
p. 24. See also Chapter 6 on ‘Policy Stalemare’.

‘Koizumi Seiken’, p. 244. The example that Endb cites is the initiative to raise the co-payment
of medical expenses on the part of salaried persons, public servants and their families aged 3-69
years from 20 to 30 per cent as of 1 April 2003. As I noted in Chapter 4 on ‘Opportunities Lost’,
however, Koizumi has certainly not achieved all he set out to do with respect to medical system
reform, partly because of strong opposition from the JMA.

‘Nihon Keizai’, p. 24. Harada also charges that the Koizumi administration has been pursuing a
deliberate policy of not eliminating deflation because of potential losses to the banks. He argues

that deflation could be ended with an inflation policy, but if prices were to rise, interest rates
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would rise, and if interest rates were to rise, the stockmarket would go down and the price of
government bonds, which the banks hold in large quantities, would decline, causing large bank
losses. Banks with bad loans, therefore, want to keep the recession in order to keep interest rates
low so that the banks can eventually recover. Koizumi wants to help the banks, so he sacrifices
the Japanese economy in order to do so. Harada Yutaka, ‘Ginkd o Mamoru tame Nihon o
Suteta Seisaku no Tsumi’ ["The Offence of a Policy that Deserts Japan in Order to Protect the
Banks'], Chiié Kéron, May 2002, pp. 96-101.

The Japanese press has also disclosed that the now defunct Sakura Bank collected contributions
from six debtor companies for Koizumi, totalling ¥2.6 million, for four years before Koizumi
became prime minister. Asahi Shinbun, 26 July 2002.

Fukao elaborates a little more on this scenario. Once the banks lose their assets and become
bankrupt, an official receiver of financial liquidation is called in, the responsibility of the
management will often be questioned and the possibility of lawsuits against the management
will arise. Since the management will not be blamed as long as they can hide bad debts, bank
managers, to maintain their safe retirement, prefer to hide bad debts rather than reveal them,
thus avoiding the receiver and being blamed for the bank’s downfall. Fukao Kéy6, ‘Ginké no
Furyd Saiken wa Naze Heranai ka?’ ["Why Aren't Banks Bad Debts Decreasing?’], Gendaz, May
2002, p. 52.

‘Nihon Keizai’, p. 24.

Kan also points out that Koizumi was quite happy to let Mycal Corporation and Acki
Construction Corporation go to the wall as a demonstration that reform was progressing, but he
had a rotally different attitude towards the impending bankruptcy of Daiei Corporation because
it had built a shopping centre in his own constituency of Yokosuka. ‘Kono Naikaku wa Watashi
ga Taosu', p. 334.

See also below and Chapter 6 on ‘Policy Stalemate’.

Saikawa, ‘Nihon Keizaf’, p. 24.

Nakamura Keiz6, ‘Igai ni Semai Shubi Hani Mokuhyd no Ketsujo Koso Kiki’ [‘An Unexpectedly
Narrow Sphere of Influence, True Crisis is Lack of Goals'], Shitkan Toyé Keizai, 6 July, 2002, p.
113.

See, for example, the comments by Masuzoe who condemned Koizumi for saying that additional
anti-deflation measures were not necessary following the February package. As Masuzoe puts it,
‘this level of ignorance in economics could be a crime’. “Koizumi Junichiré’, p. 105. Curtis notes
that Koizumi ‘did not really understand the NPL problem or he was not interested that much in
it’. fapan: Crisis or Reform, p. 8. Koizumi has ruminared on his difficulties in this area, bemoaning
the fact that he is attacked inside Japan for doing too much to encourage banks to dispose of

their bad loans, thereby pushing companies into bankruptcy or restructuring and creating more
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unemployment, and criticised outside Japan for being lukewarsa and not doing enough. Flaancial
Times, <hups/ingws frcom/filgy cgiffic? pagenatne=Viewdecid=FT 34K S 5051 Do

See, for cample, “Fakenaka Daijir, p. 14 and Morinaga, ‘Seifu no S6gé Tasakd’, pp. 42-4,
Musuzoe, "Rotzami funichisd’, pp. 167-8.

Agahi Shinbun, 11 Ociber 2001,

Their agrecrent so these institutional changes no doubt reflected their confidence that they
could dicrate sutcomes on this issue as well, See befow.

Dadly Yominri On-Line, <hop:/Mowwreyomiur co,jp/newse/Z0020523wo002 htiso,

The membership of the house comsmiriee ovetlaps to some extent with LDP divisional members
and also inchudes members of the 1XP] opposed to the bills,

According wo Stockwin, the Dier committees have the power to ‘kill' bills, bur ultimarely this
only amounts 1o the powsr of delay insofar as 2 bill can be subimitted to the bouse over and
above commintee objecons if 20 or more members of the howse dermand i JAA. Stockwin,
Governing Japar: Divided Politics in 2 Majer Fronomy, Third Editton, Oxford, Blackwell, 1999, p.
L18.

Nehen Eeizai Shinbun, 24 May 2602, According to another sousce, Makagawa sald to Kolrumi
‘Please refrain from offending the LDP mewmbers’. Dgily Yomitri Cn-Line, <hupd/
ww yormiurLoo. jp/oewse 20020523 waol4 homes.

The Japan Times Online, <hupiiwww japancimes.ce. jp/cgi-bin/getarticle.pts?
ed20020430a1 b,

Nikhel Weekdy, 4 June 2001,

Yormiuri Shinbun, 28 July 2062

Ihid.

The Australian, 7 December 2001

Diaily Yominri On-Line, <huipi!foeww.yomiszd cojpfuewse/ 2002051 2wol3 . hon>,

Tokyo Shinbun, 22 May 2002, This is reminiscent of accusations huged at former Prime Miniser
Hashimoto in his abortive attempt 10 privarise the three postal services in 1997, Jiven young
Diet members elected only two or diree simes accused him of being a dictator. claiming thae it
was outrageous w0 privatise the three businesses of che postal service. Eda, Kodzumt Shushd’, p.
124,

As chief spokesperson for this organisation and also for bureaucrars in the former Ministry of
Posts and Telecormunications, Nonaka led the resistance 1o formers Prime Minister Hashimoto's
fruicless pursuit of postal service privatisation in 1997.

Okamozo, “Surerai” p. 10.

They proposed o recategorise direct mail (such as the delivery of credit cards and flyers) as

ordinary mail so that it could only be handled by compunies licersed 1o handle ordinary mall,



Lk

%

*1

PARTY-BUREAUCRATIC GOVERNMENT 169

which would make it almeost impossible for private companies to participate, Another proposed
sevision required a private company 1o set up the sume number of maiilsexes nationwide as the
Postal Services Agency. These modificetions werze largely along the lines of thoese sought by the
Minisery of Public Managemenr, Home Affairs, Posss and Telecommunizarions, Dedly Yonrinei
On-Line, <btrp:diwwwyomiurl. codp/newse 20020525 woD4 heae. However, the Mail Delivery
Bill and Mail Delivesry Fxecution Bill were passed in the Diet in the form submiztad by the
cabinet without changes. This is undoubtedly due to the fact char the ministry rerained che right
s define what constituted postal mail and private companies would have o seek the minisicy’s

permission to participate in die maif basiness,

* Nikkes Weekly, 20 May 2082,

ibid. This is in fact what happened. The Postal Pubdic Corporaden Bill and the Posal Public
Corporation Bxecution Bill were both amended in line with what the DPY cailed “oko-giin
politiciany’ consensas’. <hrep:/Farww, dpf.onjplenglish/news/020706/070603 humi=.

Curtis makes 3 similar point thar the requirement for party approval of cabinet-sponsored
legislazion before it can be preseated 10 the Diet prevents the prime minister from exercising his
stroag leadership. See Gerald L. Curtls, "Tokushic Shiddryoku Fukyd: Kono Mama de wa WNihen
wa Himetsu Surd ['Special Feature: Leadership Recession: Japan Will Destroy Itself Sooner of
Later'l, Chag Kdvom, May 2002, p. 81,

Ibid., g. 80.

Acendr Lijphare, Desageracies: Patterns of Majovitarian and Consensis Governmerst in Tiwenty-Ohe

Cauntries, New Haven, Yale University Press, 1984, pp. 49

7 The disvussion of the so-called "Un-Westninster” aspects of Japars policymaking system in dhis

chaprer is based on my Forthcoming ardcle entitled Tapaw’s Un-Westminsrer Syster’, in
Governsnent and Opposition, Winter 2003,

Stockwin, Gevessing Jupar, p. 44, See also Ray A. Moore and Donald L. Robinsen, Farmers for
Democzacy, Creating the New Japanese State ander MavArthur, Oxford, Ozford University Press,
2002, pp. 98-103.

‘A Comparative Perspective’, p. 7.

As Stockwin agrees, snce the Occupation ended in 1952, it gradually became clear thar Japan
was sigrificantly diverging from the classic British patern’, ‘A Comnpazative Perspective’, p. 7.
Lifpharts list of descriptive characreristics [nchudes concentration of executive power, fusion of
power between the executive and the Jegislature and executive deminance, asymmetric
bicameralism (o swonger Lower House}, a two-party system, a one-dimensions! party systerg,
elecrorares in which candidares seek a plurality, 2 unitary system of government, an anwritten
consittution and parliamentacy sovereignuy, Democracies, pp. 4-9. Japan has all these features

zxeept those relating o the concentration of execucive power and exeoutive dominance, g twe-
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party system {it continues w have 2 one and a half parey systern, thatis, the LDP plus the sesthe—
in some G0 per cent of seats Diet mersbaes seek a plurality-—gnd 4 written consdrution. The
mzin Westminster examples are Britain, Canada, Australia and New Zealand, Ondy the United
Kingdom has 4 pure Weseminster system accosding vo Lijpharts model, although even this
ohservation is now contested. In afl of the countries except Japan, ther is execative dominance
and a concentrarion of exccutive power,

Tnterests’, p. 41,

Exven chaugh the LDP President {and 1op executive) becomes the prime minister, it is the latter
rade thar is Integral wo the exccutive, not the former, which pot oaly has a separaze tide bue
scparate powers and functions. The executive leadership of the LDP should not be confused
with the exccurive, Although the latter s drawn from the LDP it has separate functions and
inverests. It is the failure tr make this distinction that reveals not only & misunderstandiag of
parliamentary cabinet systams but also leads 1o much misleading analysis of the policymaking
process in Japan. See, for example, Leonard Schoppa, ‘Zoku Power and LDP Power: A Case Srady
of the Zokn Role in Bducadion Policy’, Jowrnal of Japanese Studies, Vol. 17, No. 1, Winter 1991,
pp. 79-106. This was a story of the wension between party intesests represented by the LDP
#okr and the interesty of the execudive led by former Prime Minister Nakasene, not the LDRE
Some ministers exercise greater policy authoriry than others, The comperence and authorizy of
mimisters in relagion o their minsties depends on their abiliry, previous experience. pelicy
expertise, policy standing within the LDP {as 20bu) and personality,

Kono Natkaku wa Watashi ga Taosd', p.337

* It is one of the most analysed aspects of Japan’s polidical system. The seminal work in English is

Chalmers Johnson, MITT and the fapanese Miracle, Stanford, Stanford University Press, 1982,
This is 2 common theme amongse scholarly analysts in the 2000, See, for example, Curtis’
comments it “Lhe Kotzum Adminiscation’, pp. 29798, and in Japan: Crists or Reform, p. 9.
Amyzx, "From Breakdown to Breakthrough', p. 28.

This is also somerimes eranslated as the prime minister’s residential office,

The buseancracy’s powers of econoimic inrervention and their policymaking power need to be
differentiated.

Indeed, some commentators argue that Koizumi is acting in bis vaditional role as 3 Bscal policy
{eaisedt ok in pushing these policies. See, for exarple, Kawachi Takashi, Kolzemi Whe?',
Japan Echo, Vol 28, No. 4, Auguse 2001, p. 12,

Dradly Yoriuri On-Line, <htipcfvrww. yormiud.co.jp/newse! 20020 106wo2 hess, Another has
argued: T believe that the minisery’s belv-tightening stance has not changed since Hashimoto's

wenure. Although the miniseey had to accepe pump-priming economic stmulas policies during
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the adminiseration of [the fate Keizo] Obuchi, this time it successfully jumped on the bandwugon
of structural reforms soughe by Kotzerai', Quoted in The Japan Timer, 16 August 2002,

The Japan Times, 17 August 2001,

Edirorial Deparement, “Kobaumi wa 41 wen™, p. 96,

Nibon Reizai Skinkun, 12 June 2082, Sec also the comments abour Keizumi and the influence of
the Finance Mintsery in Chagpter 6 on Policy Stalemaee”.

Nazkarrura, “Tgai ni Semai Shubi Hant', p. 113,

bid., p. 113,

A similar point has been made by Bdward §. Lincoln in Arthritic Japan: The Slow Pace of Economic
Reformy, JPRI Working Paper, No. 81, Tapan Policy Research Institute, QOcrober 2001, pp. 3-8,
Daily Yominri On-Lize, <hupelfererwyomiur.co jpfnewse/20020425wo01 . hrms,

See abso below.

Niban Keizai Skinbun, 26 May 2602

Nikor Keizai Shinkun, 22 May 2002.

* Personal communication, Professor Ellis Krauss, Universite of California, San Diego.

See for example, §. Mark Ramseyer and Pravoes McCall Rosenbhuth, Japases Political Markesplce,
Cambridge, Farvard University Press, 1993,

To was posed by the author in “Japan’s Political Leadership Deficit’, for example.

Bureaucratic organs tend wo dominare in areas where policy decisions require high levels of
rechoteal expertise or have marginal or less politicat impact.

Sugimoto, A Study of LIP Policpmaking, p. 31. Another role is to solicit and collect political
Fannds, and in some cases, act a5 a fall-guy for Biet member in the event that vielations of the
Polizical Funds Conrrol Law come to light,

The systern of state-funded policy aldes for Diec members was set up in January 1994 ac che
same time s the passage of the elecronal reform faws.

asahi.com, <htsprwwevasahi.com/english/poliics/K2002052600442 hembs.

199 Seversd Japanese politicians bave been prossouted for funnelling the salaries of their policy aides

for personal use. asshi.com, <httprwwaasahi cots/english/politics/K 2002032600442 hombs

VY The Japar Times, 2 December 2800,

182 A sentor METT official recently bemioaned the facr that ‘in Former days, there were inflnendal

LEP members who worked o hold down [those against MIT] policies], and the commerce and

mdustey pelicy dique in the Dier offered cooperation’. Quoted e Asahi Shiadrn, 31 May 2002,

93 Influentiad LDP poliricians reportedly protected the Foreign Ministry, the Justice Minisuy and

the Ministry of Agriculture, Forestry and Fisheries from restructuring during the reorgandsation

of the bureancracy which rook ¢ffect on 6 January 2001,
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94 Phis explains why semeone like Suzuki Muneo bas been able o wield so much influence over
the Ministry of Foreign Affairs (Gaimushé), Not only did he call the shots in the LDP commitiee
on diplomacy {Gaikd Bukal), be was also an influential member of the Lowsr House Standing
Commiteee ox Forelgn Affais {Gaimiz linkei). #His posions ir: the party and in che Dietallowed
him to extract favouss from the Forcign Ministry, Mikked Weekly, 25 February 2002

Y3 Arahi Shinbun, 31 May 2002,

98 Some younger Diet metabers have criticised the zobu as lacking their own opinions and policics
‘so all they can do is act on bebalf of the bureaucrars, Mot surpnsingly, they ‘try 1o enhance the
bisresucracy’s anthority and hinder privatesector activities’. Kéno Tass, quored (n The Jopun
Timer Online, <buipdFeww japantimes.co. jpfegi-bin/gerardele.pl 57n 2001020726 hums.

157 Nikes Weebdy, 1% March 2002,

168 Nidkeai Werkdy, 25 February 2002.

% The netion of symbiosis was obrained from Sugimotw, A Study of LDP Policyreaking, p. 25.

% Sre, for exarople, the commentary by the politicsd news editor of the Niken Keigai Shinbun in
Nikkei Weekly, 25 February 2002.

T Their role focuses on providiag answers for minsters, deputy ministers zod parBamentary
secreraries o provide in response to questions in the Die and in fis commitees. Personal interview,
MAEF official, April 2002,

% asahi.com, <htpu/fwwwasahicomienglish/polides/K2001 301 100969 hunk.

4 CQruoted in Susumu Okamoto, ‘Mandarins: Wha's the Bass?, AERA, <http/fwwwasahi.comy/
englishffeature/ 200207120026 humls.

1 0f course, politicians and bureancracs represent two sides of the netodous lron wiangles of
vested interest that operate in key industry sectors in Japan. See George Mulgan, Jupan Jncin
the Agricultsral Sector, pp. 48,

1*% This actviry is the key intetdinking mechanism vnderpinming the much crivicised Tron tiangles
of corrupt interdependent relations amaongst politcians, bureaucrats and bustnessmen.

Y18 Makane, The Policy-Making Process, p. 94.

1 Ihid., p. 94,

15 Thid., p. 94.

1 See, for example, the Nebon Keivai Shinbun editorial of 20 June 2002, The Asehi Shinbun editorial
an 9 July 2002 asserted that ‘politicians’ inappropriste or excessive involvement in public
administration compromises feir governmens and contribures to political corrupdon. The
unseetnly cozy selationships berween polidicians and bureaucrats must be dismanitled’, ssaht.com,
<htepid/fwww.asahi.com/engligh/op-ed/K2002070900264. 5unl>,



PARTY-BURBAUCRATIC GOVERNMENT i73

2% The balanee of Lower House Diet members (200) wete chosen from 11 regional districes, elected
on a propertional representation basis, The number of sears from these constiruencies was reduced
o 180 prior ta the 2000 Lower House election,

1 Under the new sysein, 45 per cent of Dier members represent Lower Flouse SMIDs, Taking rhis
proportion together with the msmbers effectively representing SMDs in the Upper House (because
of the half wurnover of the house in esch election which reduces dual-member prefeciusal
constituencies to single-member disericts in each election), the total is juse under half (thar is,
48 per cent} of the current rotal Diet membership of 727 (480 members in the Lower House
and 247 in the Upper House),

32 The MMD syster also encouraged porle-barrel compretition ameongst contenders for parfiamentary
seats, particuterly those from the permanently incumbent party (thatis, the LDP). The incearives
under the new SMDs thus serve merely o ensrench the rendencies thar had become well-
established over the yeass under the MMI systern,

22 The cuerent soral is ¥30 billion per vear,

1% ven candidates in the proportionad represensation distriers of the Lower House build voter
support on the back of connections with specific Inserest groups. The same is true of the Nadonal
Constituency of the Upper House, which is also run along proportional representation lines and
where candidares elicic support from a éar‘{imﬁar natiorwide interest group, such as postmasters
of docrars. The newly legislared ability of voters to back individuals in this consdruency as well
as paties, has served fusther to entrench candidate-based voting in Yapan.

143 Persunal communicadon, Professor Ellis Krauss, Untversity of San Diege, June 2002, Krauss
describes this 25 a form of ‘path dependence’ in which ‘politictans have both “sunk costs” (in the
econamic sense of prior and cosily investments) as well as ways of thinking connected w older
system organizationai forms and behaviour and thus tend first ro try and adapt the older patrerns
£ the new needs of the new sysrem, rather than stardng from scratch with new forms’. Personal
corneunication, June 2002,

26 Haggard, ‘Tnterests’, p. 46,

18 Nikhei Whekly, 1 April 2002,

"% Independent Diet member, Kondd Mortohiko, quoted in T fepan Timer Online, <hup:/!
www,iapantimes.co jp/uig-binfgetarticle. pl S2nn20010214b6 hums,

1 Enerests, pp. 46-7,

*3% The June ‘compechensive policy giidelines” of the DP], for example, referred e ‘rebuiiding Japanese
society hased on the spisit of fratermalisen’. Yomiwed Shirkun, 7 June 2602,

3 This point is also made and developed by Krauss and Pekkanen, *“The 04 System™, pp. 1011
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12 Krauss has emphasised the amount of splic veting in the Lowst House, As he elaborates, ‘tany
wad ro vate for the incumbent, whatever histher party and save their party support vote for the
proportional representation section. We interviewed several LDP and former LDP Dier
members...who told us that they kepr their koenkal becanse lots of theis supporters sow under
SMD hate the LDP but ke chem, so they have supporters in their kéenkai From many different
parties, even the JOPT Personal communication, June 2002,

43 Maggard, Taserests’, p. 47.

3% As Krauss and Pekkanen aiso note, this is one of the main reasons why the zedn did not fade
away wich the introduction of the SMDs, which generate disincentives for policy specialisation.
Policy specialisation is stifl a medium for advancement within the PARC committees and the
party. Moreover, not all zeks correspond disectly and simply w the sectoral lntereses tha
predominate in a Dier member’s support base. Those for administrative reform, inter-parey
wlations and Dist coordination are geod examples. The existence of zekx in these areas underdines
the imporance of specialisagon In non-sectoral areas as a means of career advancement. Former
Prime Minister Hashimoto, for sxample, was well known in the 1980s as a leading gyékake sofu.

5 Suzuks Munes’, p. 105.

135 Thid,, p. 105,

17 The Palicy-Making Process, p. 94,

5% Edivorial, Nekked Weekly, 11 March 2002,

%% asahi_com, <htprawwasabl comfenglish/politics/K20020620004168 bombs.

U Nikkef Weekly, 25 February 2002,

M1 asghicom, <hupwwwaszhicomfenglish/polide/K2002062700306. hombs.

12 Keauss and Pekkanen also quote Richard Rose (The Prime Minister in a Shrinking World,
Cambridge. UK, Poliry Press, 2001) in poiating out that in esmrast to the system in Japan,
where There is no centralized party leadesship with complete control over district-level
uominations... British Prime Mindswrs have quite substantial powers over re-nomination even
of incumbents and have been known 1o warn back-benchers aot o “bark” we much or “ger
vicious” on opposing the government on vates, because such a politician may find thar “He may
not ger his license renewed when it falle due™, “The 94 System™, p. 29.

3 Hagpard, “Inverests’, p. 40.

4 Ihid, g 46.

M5 Thad, p 48.

198 chrtpe/fwwow.kantel.go. jp/foreign/constitution_and_government_of_japan/ natienal_adm

_e.horaks,

¥ Craoted in Tawara et ab., ‘Koizumi ga Taorera mae nf, p. 119
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% Shiozaki Yasuhisa, 1 young LIDP Diet member, quoted in Tawara et al,, ‘Koizumi ga Taoreru
mae i, p. 119,

U Ser also Chaprer 6 on Policy Stalemare’.

0 Quoted in Yominrd Shinbun, 30 June 1999,

71 "Kono Katkaku wa Watashi ga Taosu', p. 337,

2 Quoted in The Japan Times, X February 2001,

B Curtis anribures this lack of unity 10 & cabiner ‘cultuse’ in which ministers 'do oot believe chat
their job is to suppott the primee miniswer’. fapan: Crisir or Reform, p. 8. In reality, however, dis
“culvure” has its origing in bureancratic power and the refative weakness of cabinet ministers vic-
a-vés their own minisiries.

134 deabi Shinbun, 20 November 2001,

133 “The Koizumi Administration’, p. 302,

138 See my fortheoming volame, Japans Interventionist Seate,

7 Personal interview, Ministry of Forelgn Affairs official, Aprit 2002,

58 Asabi Shinbun, 31 January 2002,

% “The Kolznmi Administration, p. 301

10 This grotp consists of these who have already taker their tum in cerupying leading positions in
the parey and in government, such as former prime ministers, former faction leaders, former top-
level exccutives in the LOP {secretary-general, PARC chatrman, and so forch) and former chief
cabinet secretaries. These politicians retain ehefr Dier sears angd much of their influence in the
party {particularly in relation to the allocation of high-level execustive posts in the LT and in
the government) znd over matters of policy. Horie has alse drawn attentian 1o the role of former
prime ministers who, he contends, *keep controffing the government hehind the scenes, opposing
the cureene prime minister’s poficy and forcing their own ideas on the incambeny’, Horic Fiskashi,
President of Shebi University, quoted in The Japan Times, 7 Decernber 2001, See also Aurelia
George Mulgan, ‘Japar's Political Leadesship Dehicit’, Auwstratian Political Science Reviews, Vol. 35,
No. 2, July 2000, pp. 19354,

¥ The factions still form the primary constituencies of LDP Diet member voters for the presidency
of the party, in spite of evidence of cross-Faceional voting in recent years, and the opening of the
presidential elections in some instances o the wider parry membership.

82 This occurred in che 1998 LDP Presidential election, for example, Former Prime Minister Obuchi
got the most votes, Kajiyama Seiroku got the second highest number of vores and Koizumi came
in third, even though public opinion pols at the tme showed thar he was the publics first
choiee for the job.

163 Nikkei Weekly, 12 November 2081,
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162 Mainichi Shinbun, 24 July 2002,

165 But see also the comments about Koga in Chapter 7 on “Team Weaknesses, Tactical Flaws and
Policy Defects’.

165 Nikkei Weekly, 25 February 2002,

167 Thid.

188 For an explanation of the impact of coalition government on agriculeural policymaking, see
George Mulgan, Japan Inc' in the Agricultural Seetor, pp. 67-8.

169 See George Mulgan, “The Dynamics of Coalition Politics’, p. 45.

7% This point is elaborated in George Mulgan, “The Dynarnics of Coalition Politics’, p. 40--2.

Y The Japan Times Online, <hup://www.japantimes.co.jp/cig-binfgetarcicle.pls?
nb2002030% 1 .htm>.

172 Thid.

V7% Daily Yomiuri On-Line, <hup:/fwwwyomiuri.co.jp/newse/20020525wo04.hun>.

74 Okamoto, “Sutemi”™, p. 8.

75 Mainichi Shinbun, 24 Fuly 2002.

7€ Daily Yomiuri On-Line, <hup:/iwww.yomiuri.co.jp/newse/20020612wo003. hems.

Y7 Daily Yomiur! On-Line, <bttp/ Fwww.yomiuri.co.jp/newse/20020520wo01 . hem>.

178 Mainichi Shinbun, 24 July 2002,

172 Thid.

189 See ajso Chapter 7 on “Team Weaknesses, Tactical Flaws and Policy Defects’.



6

POLICY STALEMATE

This chaprer will provide an assessment of recent reforms designed to butwress
executive authority in Japan, It concludes thac the changes have served merely
to produce a policy stalemate’ berween revamped structures of executive power
and the party-bureaucratic complex,® rather than eliminating the eraditional
policymaking system. An emergent trilateral system comprising the executive,
the bureaucracy and the party portends even greater imymobilism in the
policymaking process.

— The executive does not exercise sufficient authority to override the de facto power
of the LDP and the bureancracy

Japanese prime ministers who have been coffective agenda-setters and policy-
initiators have been the exception rather than the rule, despite a number of
factors that have served to strengthen the position of prisme ministers in recent
years.” These factors include attemprs by Japanese prime ministers o proliferate
advisory councils in order to bypass the traditional policymaking system? and
evidence suggesting that the prime minister is becoming more and more
important as a determinant of the electoral fortunes of the LDP? Tapan’s
prolonged economic stump puncruated by periods of heightened crisis have
cerrainly placed a premium on more active and decisive leadership by the chief
executive. The need to bolster the prime minister’s powets to deal with economic
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emergencics, to act quickly and decisively in a crisis and to overcome institutions
and interests resistant to change culminated in the administrative reforms of
2001,

BUTTRESSING THE EXECUTIVE

Strengthening the hand of the executive and making it less a creature of the
dominant ruling party and the bureaucracy requires increasing executive control
and authority over those political and administrative entities that should
rightfully be subordinate. Various institutional remedies have been pursued to
enhance policy leadership by the executive branch.

The government reorganisation that took place in January 2001, three
months before Koizumi came to power, modified the dual party-bureaucracy
policymaking structure to some extent. In his mission to remodel Japan and
exert all the formal power of his office, Koizumi has been able to rely on a
beefed-up executive and to tap into a much more substantial institutional
support structure for prime ministerial initiative, with a corresponding reduction
in the power of the party and the bureaucracy. As Eda points out, in contrast
to Hashimotos time, it is now much easier for the prime minister to show
leadership because of changes to the executive system.®

The Central Ministries and Agencies Reform Basic Law clarifies the leadership
of the prime minister over the management of state policy and emphasises
that the prime minister is the head of the cabinet.” This point is further driven
home by the Law to Amend the Cabinet Law (Kudsei Naikakuhs), which also
aims to elevate the position of the prime minister.® The prime minister’s right
to initiate policies {sdridaijin no hatsugiken) within the cabinet has been legally
recognised. An amendment to Paragraph 2, Article 4 of the Cabinet Law clarifies
that the prime minister may submit to the cabinet proposals on such issues as
‘basic principles on important policies for the cabinet’.” Cabinet functions
have also been strengthened by the Law to Amend the Cabinet Law and the
Law to Establish the Cabinet Office. Both provide measures to bolster the
executive role of the cabiner.'

Prime ministerial policy leadership has been additionally reinforced by a
more potent executive support structure. The Cabinet Secretariat (Naikaku
Kanbé), which directly assists the prime minister, has been expanded, granted
greater powers of policy coordination and made more independent of the
bureaucracy. Paragraph 2, Article 12 of the Cabinet Law was amended to
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clarify that the Cabinet Secreraviat, which directly assists the Prime Minister, wkes charge of
drafting and planning the basic principles mentioned in the preceding section, and now stupulates
that the Cabinet Secsotarfat drafts and plans ‘basic principles on impartant policies of the
Cabinet' M

The funciions of the Cabinet Secretariat were thus expanded o include
planning and drafting (keikaku ritsuan)™ in addition to comprehensive
coordination (#6gd chised). The purpose of assigning these addidonal functions
to the secretariat was to ensure directly the prime minister’s leadership.?® New
positions within the secrewariat based on prime ministerial appointment were
created to underpin these functions, with the jurisdiction of each of the new
posts made more general and flexible. In addition, the positions were opened
up to individuals from both inside and outside the government, ‘eliminating
the inflexible methed of assigning pasticular posts in the Cabinet Secretariat
to officials from particular ministries’.'* The change was designed to eliminate
the entrenched practice of mainstream ministries colonising the Cabinet
Secretariat. The secretariar now has a number of offices {jimmkyoku) and rooms
(shitsse) with largely non-bureaucratic staff devored to developing and advancing
specific policy initiatives of Koizumis structural reform program. Examples
are the ‘Four Road-Related Public Corporations Office’, ‘Privatisation Promotion
Committee Preparation Room™'* and the ‘Administrative Reform Promotion
Office’.

The Kantei has also been expanded.’ The number of staff personally assisting
the prime minister has been increased and made subject to political
appotnument. The prime minister is still supporred by the chief cabinet secretary
(naikaku kanbd chékan} and three deputy chief cabiner secretaries (naihaku
kanbd fukuchbkan), but, in addition, there are now three assistant deputy chief
cabinet secretaries (narkaku kanbi fukuchikanbo) as well as up to five cabinet-
appointed special advisors (séridaijin hasakar). These positions were established
‘as part of the consolidation of direct assistance system provided for the Prime
Minister’." The number of private secretaries (hishokan) to the prime minister
has also been made more flexible.

Perhaps the most important administrative reform was the creation of a
much mote powerful Cabinet Office to replace the former Prime Ministers
Office." Regarded as the ‘jewel in the crown’ of bureaucratic reorganisation,
the Cabinet Office was cstablished specificaliy to achieve a strengthening of
prime ministerial leadership." The Cabiner Office is a body directly controlled
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by the prime minister to coordinate overall government policy and to ‘reinforce
the support system for the Cabinet and the Prime Minister’ ® According to its
official rationale, it was designed to bolster the cabinet’s functions and to provide
a special mechanism that enables the prime minister ‘to draw upon his full
authority...[which] was considered essential to building an administrative
system capable of dynamic and strategic decision-making’.* It ‘assists the overall
strategic functions of the Cabinet Secretariat, carries out planning and overall
coordination regarding key Cabinet policy, and is engaged in administrative
work deemed suitable for management by the Prime Minister from the
standpoint of the government as a whole’.> As Kawakita and Onoue point
out, there are no LDP bukai or zoku giin who protect the interests of the
Cabinet Office, and it has no political interests attached to it, so a dependency
relationship between politicians and bureaucrats is not seen in the Naikakufu's
case.” This factor assists the Cabinet Office’s elevation above the other ministries.
In addition to providing backup for the prime minister, it conducts
comprehensive coordination from a position of superiority that is one step
higher than the ministries.”® Moreover, in conducting its coordination function,
the Cabinet Office provides ‘prior proposals for policy directions rather than
posterior coordination’.” According to a former METI official: “The Cabiner
Office has become the chief player in drawing up policy measures’.* In short,
it is a policy-initiating rather than a policy-reactive body.

As one of its mandates, the Cabiner Office assumes responsibility for the
implementation of economic and fiscal policy, because, as the official explanation
goes, this requires ‘high-level political decisions...under powerful leadership’
It ‘enables cabinet-led operations of finances because it is positioned above
other ministries’.” The Cabinet Office thus represents the very core of
bureaucratic reforms designed to effect a shift in power over economic
management from the MOF to the cabinet.” Other major policy briefs of the
Cabinet Office include science and technology, gender and the national lifestyle,
disaster management and nuclear safety, matters relating to Okinawa and the
so-called ‘Northern Territories’,*® international peacekeeping and public
relations.™

In terms of the division of roles between the existing Cabinet Secretariat and
the new Cabinet Office, the former ‘is in charge of final coordination at the
highest level’ # It performs ‘comprehensive and strategic functions and conducts
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the final coordination at the highest level as an organ of the Cabinet’ » As
already noted, it is also the location of devefopmental units for bringing to
fruition and giving specificity to some of che grand proposals advanced by the
CEFP in the Cabinet Office. For example, ‘on the proposal for establishing
structural-reform special zones, the CEFP has decided to set up a premotion
office in the Cabinet Secretariat in an effort to give specificity to the plan’*

The Cabiner Office, on the other hand, is a body to assist the Cabinet
Secretariar and also has a broad range of coordinative functons. I is the prime
minister’s ‘brain’ and draws ouc his leadership.® Ir oversees ministrics and
agencies, and is empowered to coordinate their policies.” As Krauss and Nyblade
point our,

whereas the prime minister had o ace dhrough unanimous cabiner action to direct the
buresucracy previously, the Cabinet Office Establishment Law aflows him 1o more divectdy
control dhe bureaucracy. New provisions allow him to ose the Cabinet Office ro direct other
ministers snd bussmcrats in policy 2reas requiring coordinagion among multiple ministries.
Even on issues that ase solely within the jusisdicoion of one miststey; the prime minister may
order reperts and explanasions from the minkstries™

Key differences distinguish the ministers of state in the Cabiner Office and
other ministers at the head of established miaistries and agencies. The former
ate pare of a single, integrated executive structure, and do not operate at the
head of ministries or agencies representing domestic economic and other secroral
constituencies like agriculuure, business or finance. They are, therefore, without
a vested interest in a particular industry and can formulate policy from a wide,
nen-sectoral viewpaoint.

The focus of executive leadership in economic and fiscal affairs centres on
the CEFP wichin the Cabinet Office. It is the ‘council that decides the
macroeconomic frame and the basic framework of the budget under the
leadership of the Kantei and the prime minister’.® According to the official
description, it supports ‘the Prime Minister in the exhibition of his leadership
in a sense that it is possible for the Prime Minister to take the itiative w
decide the policy of the Cabiner...Its role is] to discuss imporrant policy
issues under the leadership of the Prime Minister’.” The Cabiner Office
Establishment Law grants wide powers of coordination to the prime minister
as the chairman of council.® The majority of its members are also cabinet
ministers, which also underpins its identity as an executive organ.
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The CEFP has come to play a vital role in invigorating prime ministerial
direction in the areas of economic management, fiscal management and budget
preparation.’! Since Koizumi took office, it has ‘enhanced its identity as the
core of economic management of the prime minister’s official residence’.?
Takenaka describes it as providing Koizumi ‘with “machines” for his
leadership’,*? and sees his own role as steering the CEFP ‘to make sure that the
Council underpins the prime minister’s leadership’.* As Kawakita and Onoue
observe, ‘economic policy, which the bureaucratic side used to decide putting
the MOF ar the top, has now shifted to decisions dependent on the political
leadership of the prime minister and the Minister of State for Economic and
Fiscal Policy’.® Takenaka has commented that ‘the Finance Ministry’s know-
how is important, but it is also important for the prime minister to take the
initiative’.* Media commentators also view the CEFP as having ‘played up its
presence...{because of] the Koizumi cabinet’s attachment of greater importance
to the panel, as well as to the necessity of making judgments beyond the
vertical administrative framework’.¥” One LDP spokesperson acknowledges that
Koizumi has ‘strategically used the council in his favor’.*®

The norm is for Koizumi to instruct the council on the basic directions in
which he wants policy to go, which the council then formulates into more
detailed and substantial proposals designed to implement these policy
directions. For example, Koizumi issued instructions to a CEFP meeting in
June 2002 on basic policy guidelines for tax system reform, administrative and
fiscal reforms of local governments, social security system reform, government
expenditure reform and a strategy for economic revitalisation.* In dot point
form these outlined in general terms the policy proposals that were subsequently
claborated in the CEFP’s final tax reform policy plan. Included on the list of
proposals was an actual reform to process rather than just simply policy content.
Koizumi suggested that a procedure should be established ‘in which the Council
of Economic and Fiscal Policy is utilised, I the prime minister present basic
policy guidelines, and each minister works to basically reform policies and
expenditures’.*

The changes to the structures of executive power as well as to the procedures
through which it is exercised have bolstered the prime minister’s authority to
direct his government and to impose his own policy priorities in a top-down
fashion. Koizumi not only regularly instructs the CEFP as the main vehicle of
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his economic and fiscal initiatives, he also issues direct instructions ro individual
ministers, In July 2002, for example, Koizumi instructed seven cabinet ministess

o work out proposals to bring about structusaf reform of the economy. Key measutes. include
a review of long-term public works projects... The prime minister aims to have the Couneil
on Economic and Fiscal Policy discuss the proposals in lace August and have them. . reflecred
it hudget requasts for next fiscal year, Fach minisiry must submir its requeses to the Mintsuy
of Finance by the end of Auguse ™

In sum, the cyde of policymaking has now been altered with the prime
minister, together with his executive support structures, strongly initiating
policies at the beginning of the policymaking eycle. The Cabiner Office advisory
councils that the prime minister chairs enable the executive 1o go on the policy
offensive. In particular, the CEFP allows the prime minister and his cabinet to
rake the lead in setting economic policy directions.™ These changes have, to
some extent, licensed the executive to usurp the bureaucracy’s conventional
powers of policy initative. They have also intruded into the bureaucrats’
traditional sphere of policy formudation in those areas where the executive is
concentrating its efforts in policy inidadion.

Cabinet ministers’ positions vis-d-vis their own ministries have been bolstered
by the administrative reforms to political support structures within the
ministries. Replacing the old position of parliamentary vice-minister
(seimujiban}, a greater number of Dier politicians are now appointed as more
powerful deputy misisters (fuku daijin)® and parliamentary secretaries
{seimukan)® to sapport the minister and to make the ministries subordinare.
The new system of deputy ministers is modelled on the UK system and is
designed to show that ruling party politicians (in their position as pare of the
executive) are responsible for carrying out policies, The changes have produced
a total executive numbering 66 ministers, deputy ministers and parliamentary
secretaries.

The new positions in theory allow the 20k to penetrate directly into the
ministries right ar the wop, because it is important to select policy experts from
the LDP to these positions. This applies particularly to the post of depury
minister, which is a much mote senior position than patliamentary secretary,
which is more of 2 policy training position. Unless deputy ministers are well-
versed in policy matters, they will not be able to direct bureaucrats or answer
questions in the Diet, both of which are part of their new tasks. The presence
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of deputy ministers and parliamentary secretaries in the ministries may thus
tip the balance in favour of the party and against the bureaucracy in the
traditional balance of power between these two independent power centres,
but not necessarily towards the cabinet, although that was its intention.”

Whether it has actually done so, however, remains an open question. In the
view of one ministry bureaucrat, it has made no difference. The official
policymaking process has not changed. There may be meetings between top-
level ministry officials and the new deputy ministers, but they are just like the
old parliamentary vice-ministers’ meetings and are not incorporated into the
official policymaking process.*® Moreover, the position of the top bureaucrat
in the ministry—the administrative vice-minister—as second only to the
minister remains the same,” and for cabinet approval to be reached, all policy
must still go through the vice-ministers’ meeting. In fact, as the political
executive in the ministry has now expanded from three to five, the influence of
the ministry over the LDP has been reinforced because the new political
executives in the ministry attend divisional meetings with the minister in order
to explain and persuade the Diet members to agree with the ministry’s stance.*®
Takenaka also admits that the administracion uses the deputy ministers and
parliamentary secretaries to act in the role of a ‘pipe’ to the LDP* To fortify
their position against ministry officials, Shiozaki suggests that the minister,
deputy ministers and parliamentary secretaries have to team up and tell their
policies to bureaucrats.®® He implies that politicians still have difficulty in
asserting their policy leadership over the ministries.

Koizumi has also tried to reinforce the credibility and standing of his ministry
by breaking the stranglehold of the factions on ministerial appointments. He
violated factional norms in his selection of cabinet ministers, flouting the
tradition of appointment on the basis of seniority and factional balance, and
making appointments not only from outside politics altogether, burt also
amongst non-factionally affiliated parliamentarians. On ascending to the prime
ministership, Koizumi vowed to rid the party of factions, to ‘break the current
decision making system in the LDP’ and choose his cabinet without regard
to the usual practices of selecting ministers. He took no lists of recommendations
for cabinet positions from faction leaders and insisted that he would not replace
his ministers until the end of his tenure with his defiant reference to ‘one
cabinet, one ministry’ (ichi naikaku ichi kakuryé). He appointed an unusually
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large number of women {five} and outside experts (three) as he promised,
claiming that they were merit-based appointments. He thus ignored the LDP
conventions that usually dominate cabinet choices. In Koizumi's view, his
selection method worked: ‘Over the past year, | made ministers, who used 1o
listenn to bureaucrats, work for me”.* Asg Curtis observes, ‘Koizumi has tried w
exert control over his cabinet, insisting that his ministers carry out his program.
It is a Koizumi cabiner rather than an LDP coalition cabinet’.® Kolzami’s
declaration that he would not change his cabinet line-up during his tenuze
was also a political message that he would not take orders from the facdons in
the appointment of cabinet ministers or in his initiation of pelicies. It was a
cever way of undermining faction leaders because their power is pardy based
on being able to deliver positions in government and the party to their
supporters,®

However, Koizumi's victory in the party presidential election left him in an
anomalous position wis-a-vis his own party and s facdons, For the first tme,
an LDP Diet member had become president without the majority support of
the members of the parliamentary party. Party support was only nominal,
effectively elicited under duress by the revolt of the grasstoots membership of
the pretectural branches and by cold calculadions of the LDP%s prospects in the
fortheoming Upper House elections.

This exceprional situation has subsequently made it very hard to determine
who Keizumi's supporters are within the LDP in terms of the tradidional division
between the so-called mainstream factions, who voued for the presidendial
incumbent, versus the anti-mainstream factions, who voted against the
presidential incumbent. This, in turn, has compounded Kotzumi's difficulties
in the policymaking process, where the party’s support is so critical for the
passage of legislation. It has also decpened the rift berween the executive and
the LDD,

Factions that should in cheory support the Kotzumi prime ministership are
those run by Yamasaki and Mori, and members of the former Kato faction.
Conversely, those that have declared their open oppositon w Koizumi are the
Hashimoto and Horiuchi factions, However, this divide does not include off
the factions {the Ero-Kamei faction supported Koizumi for the presidency in
2001, but has not necessarily supported his prime ministership) and there are
also inter-generational divisions within individual factions. Kolzumi wends wo
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be supported by younger reform-orientated members from different factions
who ate kept from realising their ambidons by the seniority system within the
party, which is institutionalised in the factional system.

BUDGETMAKING

Budgetrnaking is one of the severest tests of the new powers of the executive
and the CEFP in particular. The council’s new role under the Cabinet Office
Establishment Law is officially ‘to take charge of duties in relation to planning,
drafting and comprehensive coordination concerning important measures
relating to basic policies for budget compilation and fiscal management’.® As
Kawakita and Onoue emphasise, one of the reasons for establishing the council
was to effect a shift in fiscal management and budget formulation from the
MOF to the cabinet.®® The change was designed to destroy the ministry’s
monopoly over the function of setting overall fiscal directions for the government
and to override entréﬁ\ched MOF budgetary principles such as the balanced
budget, which had been discredited in the late 1990s under the fiscal
reconstruction program of the Hashimoto administration.

According to the new model, the ‘council and the ministry will jointly draft
several versions of the budgetary guidelines, including ceilings. After debating
the merits of each version, the council will give final approval to one at a
meeting slated for early August’.¥” Under this new division of labour, the council
has the final power of approval over the budget guidelines, while the MOF
uses the guidelines to draw up a draft budget for presentation to ministries
and agencies. The ministry does the detailed calculation and allocation of the
budget in accordance with the outline decided by the council.® The practice
of allowing the Finance Ministry to have the sole authority to set guidelines
for budgetary requests has thus been broken. As Kawai comments, Koizumi
and his cabinet have ‘more control over the budget than any premier has had
in the past. “Before it was always the Ministry of Finance somehow dealing
with politicians and then issuing the guidelines for requesting monetary
spending...[B]ut this time it’s going to be different™.®

Whether the CEFP will ever be able to move beyond mere guideline-setting
to actual budget-drafting remains an open question. The CEFP is the new
player on the block, but how much of the game it will be able to play is yet to
be worked out. In theory, it has a basis from which it can expand its role. As
the Asabi observed,
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{alfter the guidelines are in place, the council will monitor the progress of the ministries and
agencies as they oudine the ways tn which they intend o spend thelr allocations. To berrer
averses that process, the council will ask the head of cach minisoy and agency o submit
progress reports on policy development from late Avgust through early Seprember. After this
period, the councl will serve as the key budgerary allocation coordinator, working in dose
cooperation with the Cabinet™

In practice, there are as yet many unknowns about the mattess that it will
acuually decide.” The experience of the 2002 budger formulation process
revealed that the CEFP had great difficuliy in moving to the budget formulation
stage. The MOT has remained very protective of its budgeting powers because
they are the source of its influence over the line ministries. In the early months
of the Kotzumi administration, when Takenaka attempted to give more power
1o the CEFP in the budget compilation process, he was firmly sebuffed by
Finance Minister Shiokawa who rejecred the suggestion that an ‘outsider’ could
intrude on his ministrys jurisdiction.” The MOP reportedly ‘took back the
inltiative in making final decisions about specific tems in the 2002 budged.™

The same battle was played out again over the 2003 budger. The CEFP%
draft policy on economic and fiscal managemens and structural reform of June
2002 stared that cabinet ministers should take the initdative in reforming policies
and expenditures of their ministries based on principles established by the
prime minister and advice from the council. This staternent was inverpreted as
an attempt by the council to cransfer greater budget drafting powers to the
cabinet as opposed to the Finance Ministry, Shickawa warned, however, that
the CEFP ‘should confine itself to outlining basic principles and leave the task
of deciding budget appropriations to his minisery, which would consult with
the relevant government organisations’.™ Some MOF officials also expressed
doubts about whether the council could win over the ruling parties and “balance
conflicting interests amongst ministries and agencies’.”

Furthermore, it is ‘questionable whether the Council on Economic and Fiscal
Policy will be able to obtain the necessary fiscal information to creare a budger,
because the quality of the information disclosed ar present ts awful’.”® The
CEFP remains a body for making grand budget strategy not for deciding micro-
allocations. It endeavours to ser the big objectives for the budger, but the
actual budget compilation process is a separate exercise alrogether. It is doubrhul
whether this has changed at all, '

Besides the MOF's attemptis to husband its budget formulation powers,
the most formidable political obstacle for the CEFP in atempting to reorder
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fiscal priorities and eliminate rigidities in Japans budgetary structure is the
vertically segmented budget-making process dominated by individual ministries
and their allied politicians (z0ku) in the PARC. Top-level financial initiatives
coming from the executive have traditionally amounted to little more than
blanket reductions in total expenditure by ministries (including public works
expenditure), leaving largely untouched the internal contents of ministry
budgets. The administration’s macro-objectives apply some pressure to
ministerial budgets to conform to overall spending cuts, but ultimately there
is only limited change in ministry-determined targets of expenditure. Koizumi’s
pledge to cap the issuance of government boads at ¥30 erillion in the fiscal
2001 and fiscal 2002 years is typical of this kind of blanket cut, but it has no
impact at all on the influence of the zoku and other LDP politicians with
vested interests in budget appropriation requests. It merely purts a lid on the
total amount available for pork-barrel expenditure. The politicised process, in
which politicians intervene in ministry-dominated budget formulation processes
that determine the actual content and allocation of funding, carries on regardiess.

Eda further drives home the marginal nature of the CEFP’s budgetmaking
role, noting that

Takenaka announced a so-called ‘big-boned reform agenda’ in June 2001, but in the final
budger revision stage, he commented that “we were outside the loop’. Whar happened was
that the MOE each ministry and agency and the zoku gifn—the usual budget formulation
corps—revised the budget in the way they wanted. These three groups produced a budgee w0
maintain their system. As a result, it was not 2 budget that contributed to structural reform.
Moreover, even at this peint, there was no sign: that Prime Minister Koizumi intervened in

order to do something about this and change these old habits and practices.”™

When the CEFP’s June 2001 *Basic Policy Outline for Economic Reform’
tried to move beyond quantitative adjustments to qualitative adjustments
involving areas that had eraditionally been ministry prerogatives, such as
reviewing special-purpose tax revenues and public works projects, it was strongly
resisted by the line ministries. Takenaka claimed that the ‘Basic Policies’

...formed the foundation for formulating the FY 2002 budget. Specificaliy.. seven priority
areas were identified, and issues for reforms in public inveszment, social security systems, and
local public finances were presented. Based on these, the guidelines for budger requests were
compiled in August. It was decided that the FY 2002 budget should be drafted based on the
principle of ‘decreasing budger aliocarion by 5 trillion yen in non-priority fields while increasing
[sic.] by 2 trillion yen in priority ones””™
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He later complained, however, thac the ministries ‘were more interested in
consulting with Finance Ministry officials over the coming fiscal year budger
than proposing ideas to implement some of the items in the basic policy
outling.” Comments by a MAPF official suppore this contenton. In his view,
the primary budgetmaking process occurs between the MAFFE and the MOR
CEFT opinion is reflected in the MOFs direction towards the other ministries.
The kind of overall budgetary direcrion that was previously provided by the
cabinet guidelines is now provided by the CEFP. This makes the process more
transparent because the council has members from many areas and artracts
different kinds of opinions. However, the key negotiations on individual
expenditure programs take place between the MOF and the MAFE The MAFFs
2002 budget was supposed o cur public works expenditure by 10 per cent,
but the MAFF (as usual) did not completely accept that instruction. In the
frst draft, it reduced public works spending by 5 per cent, so the MOF had o
press it further to make more cuts®

The MAFF is not the only minisery that disregards executive directives. The
budgetary request from the Ministy of Land, Infrastructure and Transport fell
far short of the re-weighting of allocations sought by the Koizumi cabiner. In
fact, the allocation percentages for various projects in the ministry’s request
deviated litdde from the inidal budget for 2001, The ministry, which broughr
together four formerly separate ministries and agencies in January 2001,
appeared to be leaving the priorities of its constituent parts in place. As one
ministry insider commented: “There was a tacit agreement not to fiddle with
the budger shares of each of the old ministries and agencies’. ™ Moreover, there
were strong signs that the ministry was poised to defend long-standing policies
more deftly in order to resist pressures for reform. The 2002 ministry whire
paper vows 1o increase efforts to explain and justify public works projects more
clearly with reference to the usefulness of public works in expanding the
cconomy and its role in providing employment™ It shows lirde evidence of a
reconsideration of the need for public works in the firse place, or the need o
redirect spending in more cconomically efficient directions.

The 2002 budget also included ¥850 billion from the prime minister’s
own ‘purse’ as a ‘special quota for structural refore’ (bdzd kaikaku waki) ® In
the past, supplementary budgets and special budgetary frameworks or quoras—
a favourite of big-spending LIDP governments—have provided the executive



190 JAPAN'S FAILED REVOLUTION

with an element of Hexibility in channelling additional expenditure to priority
programs, They have provided a common pool of funds for which ministries
and agencies could make bids by re-jigging their expenditure programs to fit
with the new headings. They have done nothing for budget restructuring in
terms of the shares going to each of the ministries and the spending priorities
decided by each ministry. Koizumi’s waku was no exception. The ‘structural
reform’ spending of ¥850 billion was decided by traditional budgetary staff
within the ministries, and so it was not really used for structural reform but
for the usual sort of projects.®

The same applies to the actual content of public works expenditure. Even
though expenditure was reduced by 10 per cent overall, nothing was achieved
with respect to the rigid framework of allocations within the public works
budger. ‘Traditionally 90 per cent has been allocated to engineering projects
(dobokwu) such as roads and 10 per cent for building {kenchiku) of facilities such
schools and hospitals. This ratio of 90:10 has not changed for 20 years. Nor
did it change in the 2002 Koizumi budget.*”

A major restructuring of Japanese government expenditure in terms of
eliminating the distinction between public works and non-public works
spending and redirecting spending to more productive and needed fiscal targets
will require a top-down process of redirected expenditure, which would have
enormous implications for the expenditure ratios of individual ministries. The
process has only just begun with the attempted prioritisation of public
investment in the seven areas in the 2002 budget. As Shimada explains, this

.. was ong step towards structural reform. The cabinet recovered the initiative in the
formulation of the budget which up to now the Ministry of Finance Budget Bureau has drafted.
Tt was an hisvorical achievement. There was no problem when the economic pie was expanding,
but for the first time, budgetary allocations that cut across the various ministry sectors was
possible.®

In spite of Shimada’s glowing assessment, the CEFP was, on balance,
successful only to a very limited degree in restructuring public expenditure in
this exercise. Furthermore, the ¥2 trillion for the seven priority areas was a
drop in the bucket as a proportion of total general policy expenditures of
around ¥48 trillion (what remains after debt-servicing costs—interest payments
and bond redemption—and grants to local governments are taken out).

Budget prioritisation has continued with four new priority areas in the ‘Basic
Policies for Economic and Fiscal Policy Management and Structural Reform
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2002°. However, although four priority areas are nominated for the 2003
budget, including science and technology,” the policy does net stipulate how
tnose key areas are to be treated in relation to conventional budget allocations.
The ‘Basic Policies for Economic and Fiscal Policy Management and
Structural Reform 20027 has put reform of the budget compilation process on
the agenda in an effort to impose a wp-down, executive-dominated approach.
It proposes to
reinforce the decision-making systen so thar the prime miniseer fully exercises his leadecship
{the prime minister will put forward a basic guidelines based on the deliberation at the Council
on Fconomic and Fiscal Policy, and thereby each minister shall fidfi! histher sesponsibility in
underaking fundamenzal reforms in the policies and expendieres of each ministry and agency);

1o conduwer serict policy and project evaluations so as to make objectives and effects of the policy
mote transparent t the publics and 1o organise the budger by nubnister and by priotity area ™

So far, however, Kotzumi and the CEFP have made only small headway in
impaosing macro-level budgetary priorities on micro-level ministry programs
and thus undermining the sanctity of individual ministry ‘shares’ and
badgetmaking power. Without fiscal structural reform resulting in far greater
fHexibility in budgerary allocations across ministries and agencies, it will he
impossible for Kolzumi to make the drastic cuts in spending that he regards as
unproductive, or to redirect large amounts of funds from one particalar sector
{like agriculrure} to another {like welfare), or from one type of region (rural
prefecrures) to another (metropolitan areas), or from one specific caregory of
expenditure (like public works) to another {like employment programs}, or
from one level of government {pational) to another (local). Keizami cannot
penetrate the ministries where budgetary requeses are decided within well-
established pelicy frameworks.

POLICY STALEMATE

As the Japanese budgetmaking process illuserates, the fundamental problem
that Koizumi faces in the policymaking process is that he is not able to override
the power structares that determine what happens to executive policy initiatives
once they are launched and which determine whether such inidatives ultdmately
get accepted and implemented as government policy. The Koizumi
administration initiates proposal after proposal only to see them delayed,
modified, compromised and obstructed as they are channelled through the
traditional party-bureaucraric policymaking process.
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The prime minister, cabinet and other executive support structures operate
largely at the strategic, supra-coordinating policy level. They churn out policy
guideline after policy guideline, but in the final analysis these targered policy
directions’ amount to little more than reform plans, proposals and
recommendations. They often lack specific measures that the government will
address, and it always remains an open question whether and how these plans
will be formulated into concrete policies and implemented. The programs and
schedules released by the CEFP and other executive advisory bodies are general
tists of policy items requiring derailed implementation through policy
developmenr and law-drafting. Tt is at this point thar they become subject w
the traditional policymaking process. The old patrern continues of executive
initiatives falling on sterile ground in the burcaucracy, and fizeling out or
being blocked or modified in the committees of the PARC. Koizumi’s challenge
is to take control of the machinery of government for himself by directing the
process through his ministers, who in turn would direct their own ministries,
and by excluding the party machinery as a decentralised policymaking body
pursuing its own interests.”” Takenakas answer is for CEFP proposals to go
directly to the cabinet for decision on key economic reform issues without
consulration with televant miniscries and polidcians, He ‘believes that on such
matters, the prime minister should issue directives ro relevant cabiner members,
which...The] hopes will give the cabinet a leadership role in forging ahead
with structural reform’

The difficulty that Koizumi faces in trying to enact a radical program of
economic reform which confronts vested interests in the LIDDP and in the
bureancracy s that none of the bureauvcratic insttutions and party groupings
that have tradicionally held sway in the policymaking process kas yet been
dismantded or had its powers significantly curtailed. The administatve reforms
to the executive have not generated sufficient power for it to dominate
entrenched policymaking structures in which the forces opposed to reform are
embedded, The LDP and the bureaucracy remain powerful channels for dissent
against Kolgumi’s reform proposals and thus operate as countetvailing powser
structures t a beefed-up executive. They continue to parry, delay and water
down Kotzami's reforms. Kotzami himself commented in a newspaper interview
that ‘he was as determined as ever to push through reforms, “despite Liberal
Dremoctatic Party or bureauctatic intervention™.” As junior LDP Diet member
Shiozaki Yasuhisa has commented, ‘everyone forgets that ruling party
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representative Diet members in the cabinet, namely ministers, deputy ministers
and parliamentary secretaries, should decide policies’.” In other words, the
party should only play a role in government through the executive.

Neither Koizumi the charismatic leader, nor Koizumi the leader of a stronger
prime ministerial executive has been able ro alter fundamentally Japan's
raditional policymalking structure. The CEFP has been Koizumi’s main vehicle
of structural reform, bur it is unciear whether or not government decisions are
actually made in the council.® Iis proposals are often watered down in the
debate that follows amongst the ruling coalition parties, and the bureaucracy.™
For example, the CEFP document ‘Basic Policies No. 2" was significantly revised
by the ruling party and the relevant ministries. As part of this process, the
CEFP faited to overcome MOF resistance to its plan to use funds from spending
cuts to reduce taxes. It could not finalise its drafr proposal because of opposition
from the MOE®” The Nikkei reported that, ‘[flacing repeated failures on tax
reform proposals, private-sector members of the Council.. have begun feeling
a sense of despair.. “Ministry section chiefs now have more power than the
prime minister,” said one council member from the private sector’.” As
Williamson and Haggard observe, although an economic ream may exist,
cconomic reform is unsuccessful where ‘the team did not receive the support
from the rest of the government that was needed to be able to ace effectively

Given the continuing predominance of the dual policymaking system
alongside the revamped structures of executive power, Japan risks ending up
with a chronic policy stalemate in which the prime minister and his Cabiner
Office support team exercise stronger executive power but are not able to impaose
their policy will on traditional power centres. The confrontation pattern over
policies and legislation has shifted from ‘the ruling camp versus the opposition
bloc’ to the ‘prime minister versus the ruling camp’”

At almost every turn, Koizumi has to overcome resistance from the old guard
in his own party and from the bureaucracy who want to revert to traditonal
policies. Alliances of uncooperative bureaucrats and politictans actively resist
translating macro-policy proposals into micro-policies to be implemented in
their own sectors.” While the administration may issue new palicy directives
that challenge vested interests, such directives merely impose a kind of external
point of reference for policies that continue to emerge from entrenched and
dominant policymaking structures. Koizumi’s leadership and vision are slowly
being ground down and dissipated in fighting constant batdes not over grand
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strategy but over the implementation of these strategies in the form of specific
policies that pose a threat v particular interests. As former Prime Minister
Hosokawa poimts out, Koizumi has the necessary leadership qualities such as
determination and vision to change history and prevent Japan’s long decline,
but he is now caught up with the details of pushing his reforms through in the
face of forces resistant to his reform plans.'™ He concludes that: “Kolzumi.. has
no choice but ro righe the resistance forces thar try to water down his reform
plans over minor issues’.’ This means that any changes achieved will simply
not match the effort required, which may disillusion even the most ardent
reformers within the Kolzumi adminiseration, including Koizumi himself.

Structurally speaking, fapan is only a Bivde further towards genuine cabinet
government in spite of the administrative reforms designed to enhance the
power of the executive. Certainly the prime minister has been considerably
bolstered in his ability to initiace policy change. He has more powers of
independent policy initiative and coordination with a revamped Cabinet Office
and the lepal authority to initiate discussions in Cabinet. He now presides
over ‘a policy formation process in which. .. [he] can exercise his executive power
and lead discussion in the Council of Economic and Fiscal Policy’ .'®

Koizumi is also deliberately trying to overcome the blockages in the system
by curting the PARC out of the policymaking process or at least ignoring its
wishes. As Upper House LDT Diet member Masuzoe complains,

1 am a member of cight commitrees and divisions in the PARC, but the serious discussion in
the ruling party’s divisional meetings do not seem to be reflected in the policies of the Kolzumi
administradon. Even though we discuss matters in party divisions, the decisions are all made
by the cabiger which bust asks us for ex o facro approvat.'®?

“The most dramatic test of Kolzumi’s attempts to subordinare the panty o
the executive came with the four postal bills. When the LDP's Public
Management, Home Affairs, Posts and Telecommunications Division objected
to Koizumi’s proposed reforms to the postal service, his administration went
ahead and presented them to the Dier anyway. Such an act was virrually
unprecedented but, in the final analysis, it did not prevent the bills embodying
both the restricdons pre-imposed by the ministry and some of the modifications
desired by the LDP and extracted during the period of Lower House commirtee
examination.'®

Thus, Koizumi does net run Japan, nor does his cabinet decide policy, because
the party and the bureancracy do not automarically follow the cabinet, As a
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resufr, Koizumi cannot exccute his scructural reform program by the force of
his leadership and the policy will of his administration. In Japan’s Un-
Westminister’ system,'® the prime minister is still not able to count on his
ministers in cabinet, and the cabinet is not the supreme arbiter and
decisionmaking body for government policy. Rather it is subordinate to the
parlamentary parry and the bureaucracy. The executive still has to negotiate
with. its own majority party otherwise the cabinet cannot count on carrying
parliament, and cabinet ministers remain captive of the bureaucracy and
disconnected from their own party. Meanwhile, both the party and the
bureaucracy continue to pursue cheir own interests independendy of the
administration. In Japan’s case, revamped prime ministerial power has not
produced authoritative cabinet government.

Further reforms are needed to push the system closer o the ideal of the
Westminster model. One such reform might be allowing the cabinet wo operate
according to the majority principle. Although the Administrative Reform
Council under the Hashimoto administration recommended this reform, the
proposal was not implemented because it would have enabled the cabinet to
ignore its traditional role of representing ministry interests and the interests of
bureaucrats. '™ Indeed, Article 66, Clause 3 of the Japanese Constitution, which
states that the cabinet is collectively responsible to the Diet, created a commenly
accepted view that che cabinet had o operate on the principle of unanimous
consent. This was primarily driven by the bureaucracy in its own self-interest.
bty deliberate intention was to limit the prime minister’s authority in order to
gain the upper hand in government in the guise of preventing the emergence
of a dictarorial prime minister.!”

Another powendal reform is politicising the third posidon of deputy chief
cabinet secretary. Two of these positions are political posts filled by LDP
politicians {currently Abe Shinzd and Ueno Késet), but the third is an official’s
post, filled by a burcaucrat, who stays in the post for at least seven years. The
deputy chief cabinet secretary in the Koizumi Cabinet is a former official of
the Ministry of Health and Welfare, Furukawa Tadajirs. He has been in the
post since 1995, His predecessor was called the ‘shadow prime minister’” {bage
#o sbriy because of the amount of power he wielded. The post s critical insofar
as the person holding this position exercises influesce over bureaucratic
personnel appointments and is, therefore, in a position to appoint burcaucrats
to top positions in the ministries either to oppose or to work with prime
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minister. The deputy chief cabinet secrerary s also a key mediator berween
bureaucrats and the prime minister and is influential in dealing direcdy with
the prime minister himself%

Koizumi has not even fully exploited some of the new powers given ro him
under the new administrative system. For example, he has ot fully urilised
his right to propose topics for debate at cabinet meetings, preferring o exercise
his powers of instruction to other cabinet ministers at unofficial conferences
held ouside cabinetr meetings.'”® Despite the fact thar Koizumi is entited to
five cabinet-appointed assistants (sdridaijin hosakan), he has only one, whilst
the others are Ralfilling their duties as advisers to the Cabinet Secretariar and
the Cabinet Office !

In addition, Koizumi has only one private secretary for policy (seimu bishokan
who is from the Koizumi camp, whilst the remaining four work in financial
affairs (maimu), foreign affairs (gaimm), police {beisatsu} and economy and
industry (kefsan), and represent their former ministries."!" In fact, this structure
is no different from Kobzumis predecessors. The well-established wradidon in
which executive support positions were virtually ‘owned’ by particular ministeies
{in order to maintain balance amongst the bureaucratic interests closest w the
prime minister} has not changed. Not suiprisingly, these aides are generally
considered ‘spies’ for their former ministries. They report back to their ministries
on discussions involving the prime minister, which can elicit ministry lectures
to the prime minister about what is and whar is not possible.’* This is
particularly the case with respect to Koizumi’s aide from the MOE Tango

asurake. Ex-MOF officials also act as secretaries tor Takenaka and Chief Cabiner

Secretary Fukuda. As Okamoto puss ir, the ‘commander-in-chief” of all these
secretarics ‘is undoubtedly Finance Vice Minister Toshire Muro, the minisuy’s
top bureaucrat’.'* One METT official commented that "Muto is the prime
minister and Kolzumi is merely public relations’.'"

Moreover, the three assistant deputy chief cabinet secretaries in the Kanted
are all from burcaucratic backgrounds. One, Takeshima Kazuhiko, who unul
recently was closest to Koizumi, was a former MOF mainstream official in the
Budget Bureau. He has exercised indirect influence over CEFP proceedings by
coordinatng ministry proposals w the council. The Chairman of the DPJs
Diier Policy Comumittee, Kumagai Hiroshi, accused Koizumi of becoming ‘a
pet of the Finance Ministry’ on learning of Koizumi’s appointment of Takeshima
to head the Fair Trade Commission in June 2002, Kumagai commented thac
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laiwarding a former MOF official with the post of FT'C chairmar, who isin 2
position of handling the Anti-Monopoly Law——equivalent w an economic
constitytion—has revealed the true colors of the Koizumi adminiseration which
is aiming at government of bureaucrats, by bureaucrats’.'® He went on to
rebuke the MOF for expanding its power and influence.’*® Significantly,
Takeshima’s successor is also a former official from the MO¥F's Budger Bureau,'”

In Eda’s opinion, the influence of the MOF bureaucracy is too strong in the
administrative support structures to the executive, Jeading him o conclude
that ‘the Prime Minister's Office is viraually a colony of the Finance Ministry' '
As Eda sees it, Kolzumi is not interested in surrounding hiraself with aides
whom he can trust, the end result being chat he is pushed around by the
MOF, which explains why almost all of Koizumi's successes have been along
the lines of MOF policy.’” He concludes that Koizumi’s big weak point s the
insulficient number of non-bureancratic appointees as advisers, such as persons
from industry, schelars, think tank researchers and other ‘private’ individuals.'®
Japanese journalists charge that even though Kelzumi has a dear posture of
confronting the burcaucracy with his commitment te political leadership {sifi
shudd), in tact he sticks pretiy closely to bureaucrats {(banryé bettars).™ Bven in
his answers to questions in the Diet about issues such as the state of the economy
and finance, he just reads the text of answers written by officials in the MOF
and the Cabinet Office.!® Most of the people he meets and consults with are
officials, including the head of the MOF’s Budget Bureau and policy counsellors
in the Cabiner Office also from the MOF who operate behind the scenes.’™ In
fact, both the MOF and METT exert influence through the Cabiner Office
and the Cabinet Secretariat because officials from these ministries hold posts
in the administrative organisations of these bodies. Tanaka Shiisei, a private
Koizumi adviser and former LDP Director-General of the Economic Planning
Agency ‘beffeves the prime minister is doomed if he ends up simply a puppet
for the bureaucrats...The prime minister needs to spend at least an hour a
day, head to head with civilian advisers. He needs to receive fresh, hands-on
economic reporis and analyses from civilians, not versions concocted by
bureaucrats’ "

Adminiserators in the Cabiner Secretariat and the Cabinet Office abso provide
backing for the CEFE. As Eda points out, the inital plan was for over half of
the 130 administrative support staff of the CEFP to come from the private
sector, but in the end only one in 10 were recruited from outside bureavcratic
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eanks. ' This key institutional weakness has prevented the CEFP from operating
as 2 tool of reform.™ In Takagi’s view, the council has ‘rarned into a rubber
stamyp for policies drafeed by the Finance and other ministries’ '¥ In particalar,
the view that the council’s decisionmaking process is controlled by MOF
bureavcraes is widespread.

Symptomatic of bureaucratic infiltration of executive support structures is
the composition of the secretariar of the newly established committee to oversee
the privatisation of four road-related public corporations, Almost all are
bureaucrats, with the targest number from the Minisury of Land, Infrastructure
and Transport, seven from the Ministry of Public Management, Home Affairs,
Posts and Telecommunications and two from the Ministry of Finance. A widely
held view is that the appointment of such personnel ‘would give the public
corporation [Japan Highway Public Corporation] and the transpors minisery
undue influence over the privatization process’.'™ Ishihara himself has
complained that ‘privatisation of the Road Peblic Corporation cannot be
implemented because he is surrounded by officials of the Ministry of Land,
Infrastructure and Transport (Kokudo Kéts(sha) '

Similarly, the new Cabinet Secretariav structural reform special zone
promotion team, which is drafting the legislation to establish the zones, has
around 10 preliminary staflf members. They all work for related ministrics,
which presents an immediate conflict of interest because the zones inevitably
curtail the interventionist powers of bureaucrats. This makes it highly unlikely
that the team will ‘pursue projects against strong opposition from their parent
ministries’ .

AN EMERGENT TRILATERAL SYSTEM

The paolicy stalemate consequent upon the continuing predominance of the
traditional policymaking system zlongside revamped structures of executive
power risks becoming institutignalised in a quasi-trilateral policymaking
structure. Policymaking for tax reform illustrates this development. Three
councils are examining possible reforms to the wxation system and Koizumi
chairs two of them, All three will have a role in drafting tax reform measures.
One is the CEFR, which is 2n arm of the executive and part of the Cabinet
Office. The second, which Koizumi also chates and which like the CEFP is an
advisory panel 1o the prime minister, is the government’s Tax Commission
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{Zeisei Chosakai), which represents the MOE! The third is the LDPs Tax
Syseem Investigation Commirttee (Zeisei Chosakal} in the PARC.

The problem with achieving tax policy reform is that each of these groups
has its own mission and secks to further its own Interests and objectives.'
Naturally, the most radical proposals are emanating from the CEFP because of
its overarching concern with reinvigorating businesses and the economy,™
but the CEFP can only say what ‘should’ be done with respect to tax reform.
For example, it unveiled its final plan on tax reform policy in early June 2002
In it was a raft of proposals for tax reform, but clearly these were only items for
negotiation with the LDF and governmeni tax panels, not the final word on
tax policy. Even this was giving the CEFP 100 much power according to
Shiokawa, who was quoted as saying: 'It’s logical that the Council on Economic
and Fiscal Policy has been given extraotdinary authortity {in the taxation system
reform). It's even tosked with setting the direction for reforming individual tax
items’."* MOF interests emerge through the views of the government’s Tax
Compmission.™ Its top priority is securing tax revenue. It has been criticised
by the Japanese economic press for using tax reform ‘o help stabilize Japan's
finances by eliminating deductions and éther measures’.?’

The LDPs tax investigation committee, in contrast, seeks to protect and
promote the interests of major groups of LDY supperters. [t ‘tries to curry
favour with industries while holding fast to vested rights and voters’.V®
Furthermore, it has the strongest say and the last word in drafting tax reform
measures'™ and s expected to begin full debate on proposed changes to the
tax system. It is firmly in favour of tax cuts as a device for shoring up its
popularity. One of the members of the panel was quoted as saying that °I shall
never let them have their own way with tax reform, as long as Pm alive’.™
LDP ‘rax pancl members warned Takenaka. .that the panel will not allow the
council to spell our specific tax policy measures’. ™ Takenaka, who attended a
meeting of the LDP’s Tax System Investigation Committee in June 2002 prior
to the finalisation of the tax system draft guidelines by the CEFP, was bombarded
with calls ‘not to bring up specific arguments’, meaning “de not propose specific
items for reform’ which the LDP cither wanted 1o block or for which the LDP
wanted 10 rake the credit, depending on the nature of the proposal. At the
same time, the MOF's Tax Bureau called on the Cabinet Office 1o delete all
specifics from the basic guidelines.
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The effece of cross-curting pressures and objectives from the three different
tax groupings is to block tax reform altogether. The political conflicts amongst
the CEFE the government’s Tax Commission and the LDP%s tax panel have
effectively stalled progress on this issue. The CEFP wants to reduce corporate
taxation as well as institute tax relief for specific policy areas, proposals that are
supported by same LDP politicians. In conrast, the Tax Commission, reflecting
the priorities of the MOE emphasises measures designed to secure tax revenue.
As a result, both sides have been at odds with each other, making deliberations
on tax system reform chaonic '¥

‘Fax reform illustrates the nature of japan's current policymaking process,
which is in transition to 2 more executive-driven system, but still has a long
way t0 go. The face that the CEFP has now been brought into a process that
was exclusively dominated for vears by the government’s Tax Commission and
the LDP’s tax panel is sympromatic of this transition, However, while Koizumi
presides over both the CEFP and the government’s Tax Commission, he has
failed 1o demonstrate his leadership over the tax issue by imposing a unified
view on the two commitrees. Still less is he able to exert leadesship over his
own party, which pursues its own independent interests through the LDP
comimittee. The dual soucture of party-bureaucracy policymaking contnues
o assert itsell, although it is overlaid by a mote powerful executive structure,
which has not yet succeeded in imposing lts policy will on the established
centres of power. As a result, it 'is unclear which organization—the Cabiner,
the goverament's Tax Commission or the LDP’s panel—has the final say over
tax reform’.'® Moreover, because the execurive is stronger and reformist, the
party and the bureaucracy have found common cause on many issues and
joined rogether to resist reform in order to protect their vested interests.

POLITICAL STRUCTURAL REFORM

In order to strengthen executive power in fapan, policy decisionmaking has o
centre on, the executive, This means that the bureaucrats have to become wols
of their ministers and party politicians have 1o become wools of the political
executive (that is, the party president and prime minister as well as the cabinet}.
It also means that the lateral connections between politicians and bureaucrats
which bypass the executive altogether need to be outlawed. Such a solution
has been identified by several economic and political commentators in Japan.
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What is needed now is to set new rules for the relations between politicians and bureancrats.
The rules should prohibit polideians from spesking directdy with bureaucrats sbout pohcy
fssues. Politicians should be banned from negotlating with bureaucrats except through the
three political posts at miniscries: rministers, senior vice-micisters and parliamentary secresaries,
Tt 12 also necessary ro fequire bureavcrats o repore all personal copracts with
politicians. . Burcaucrars, for their part, should avoid developing wosking relations with
potitcians. They must give up ali efforts 1o implement policies with che help of special-
inierest peliticians, The incestuous ties between politicians and bureaucrats have their roows
i Japaus political tradition, which is blamed for many of the problems dogging the nation.'®

I this regard, some of Koizumni’s political reform proposals may potentislly
be more significant than any of his economic reform proposals. Koizumi certainly
wanis 1o change the policymaking process, not only by directly challenging it
in the actual policymaking process but also by changing the rules of the game.
He believes that the prime minister should be able to take the inidative and
assert policy leadership, Otherwise, he will not be able to make changes from
a wide perspective, in the sense of policy changes that cut across narrow sectoral
interests, and which are currently blocked by policymaking structures
enttenching these narrow interests,

First, Kotzumi wasts to allow the policymaking process to bypass the LDP
by abolishing the veto point that the LDP represents for initatives coming
from the executive. In short, he is aiming to refashion executive power along
standard Westminster lines, In November 2001, he instrucied the LDPs
National Vision Project Headquarters {Kokka Senrvaka Honbu)'® o consider
ways in which the existing decisionmaking process could be reformed o grant
the cabinet sole authority in laying down government policy, 2 move that
would remove the ruling party from the process and significantly alter the
balance of power between the executive and the pargy. The headquarters replied
with a recommendation that the practice of allowing the ruling pardes to
review government-sponsared bills prior to their submission to the Diet should
be scrapped. This would emasculate the powers of the LDP’s PARC and enhance
the powers of both the Diet and the execurive. Koizumi has alse shown the
way himself by circumveniing the LDP’s prior approval requirement for some
of the bills presented to the Diet by his administration. In this respect he has
atready begun the process of political reform.

Second, Kolzumi wants o outlaw collusion berween influential LDP
members with vested interests in particular industrial sectors and ministry
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officials with jurisdiction over those industries. In late February 2002 he
suggested that any opinions conveyed by Dier members to officials should be
subject to information disclosure requirements.™® His objective was to unravel
some of the connective tissue between the bureaucracy and the LDP, where
direct, horizontal connections facilitate influence peddling by individual Diet
members acting on behalf of constituents” interests. In addition, he proposed
independently a review of the relationship between legislators and bureaucrars.
To complement such moves, he suggested the introductdon of limits on the
amount of political donatiens that conseruction companies that bid for public
works could make and also new legislation designed to raise political ethics by
stamping out bribery and collusion.

Reform of relations berween politicians and bureaucrats is strongly supported
by younger members of the LDP, who are in the forefront of the political
reform movement within the party. They have presented their own plan tw
prohibit in principle contact berween Diet members and buteaucrars, Even
though the plan was withdrawn because of strong opposition within the party,
one of its drafters, Kondd Takeshi, proclatmed its significance, saying that

it is obvious that the LDF will oppose Kotzumi because their way of doing things has been so
suecessful over 3 Jong period. Bue if vou think about last years LDY not even discussion about
these ratrers was allowed, Because of Kobrumi, we were 2ble 1o discuss this kind of lssue
This represents one of Kolzumi’s successes. ™

To put Koizumi’s political reform proposals intw effect, the LDP’s National
Vision Froject Headquarters was asked to come up with ways to rework the
relationship amongst the Cabinet, politicians and bureaucrats.™® The
committee’s draft report presented to Koizumi in March 2002

cutined dhree main principles for the creation of a new policy decisionmaking system: leadership
by the cabinet, cenring around the prime mminister; elimination of the influence of bureaverars
in the process; and putting an end to party lobbies’ ability w influence policy... The proposal
calls for the elimination of the current practice of obtaining ruling party approval of bills
before the cabinet submits them to the Diet. Pasties would stilf have seme Inputino cabinet
decisions in the form of policy coordination state ministers. The new posts would be occupied
cancurrendy by the chaitmen of the policy affairs reseasch councils of the ruling coalition.
Committee chairmen in those policy affairs research councile wounld concurrently sie as either
senior vice-mimisters or parliamentary secreraries '

This would be a roundabout way of bringing the zoku into the cabiner and
raaking their inpur into policymaking more transparent. To reduce the influence
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of party lobbies over the amendment of bills, however, that process would be
feft w0 Diet deliberations.
‘The National Vision Project Headquarters also proposed that

politicians would also be limmited in their contaces with lower-ranking bureascrars. In principle,
politicians would oaly be able 1o meet with political appointees, such as ministers, sendor
vice-ministers and parliamentary secremaries, Citherwise, contact between politicians and
officials wordd be prohibited, Burcaucrats would have o report contacts with politicians 1o
their respective political masters, and file written reports i they initated contact with
politicians.

Another recommendation in the report was ‘the elimination of che meeting
of administrative vice-ministers the day before cabinet mectings, where
bureaucrats have a large say in what bills are taken up by the Cabinet. Policy
differences among ministries would instead be hammered out at cabiner
meetings’."*! Such a move would facilitate discussion in cabinet amongst
ministers.”” To drive this home, in February 2002, Koizumi attended and
gave instructions to the administrative vice-ministers’ meeting

1o bear in mind sheir positions as the persons charged with the highest responsibility for theie
fespective bureancracies as they carefully judge whether or nor requests they receive from

members of both the ruling and opposition partes are appropriase from the perspective of
their bureaucracies.”

The report from the National Vision Project Headquarters also recommended
a number of measures to improve policymaking functions within the cabiner,
including the establishment of a national strategy council consisting of specialists
from various fields, an increase in the number of political appointees selected
for the ministries and the Cabinet Office, the appointment of policy assistants
and the strengthening of the Cabiner Office’s intelligence-gathering function,

In May 2002, the final National Vision Project Headquarters report on
‘Rudes on Contact berween Diet Members and Bureaucrars’ proposed that
officials repore to their ministers when politicians pressuze them to take measures
inconsistent with government policy and for ministers to deal with it
appropriately. The rules also required that ministers must make an exact note
when bureaucrats contact themn and request a verification from the Diet member
if necessary. ™ The prohibition in principle on contact between ministry officials
and Diet members was dropped, but the report did require that ‘when
burcaucrats need to come into contact to [sic] lawmakers, “the bureaucrats be
mandated 0 take action under the direction of their respective ministess and
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make a report to the ministers”™ *® The new rules also stipulated thar the
information that was given to an administrative vice-minister had to be reported
without fail to the cabinet and to deputy ministers in order to prevent
bureaucrats from supplying information that advantaged bureaucrats’ vested
rights or which might cause a mistake in an important policy decision through
the concealment of bad or inaccurate information.'™

The basic policy put together by the ruling coalition in June 2002 watered

down the report from the National Vision Project Headquareess. It only required

- that buresncrats be acting on the authority of their zespective ministers when meeting with
Die enemibers. The bureauerars will not even have o report such encounders to thelr oinisters,
as origittally proposed. Another provision would require bureancrats to repott to their respective
rinisters i 4 Diet member makes a requese of them that differs mackedly from the governments
policy Gowill be mandavery for officiuls w repost 1 thelr ministers abour any ‘warsasonshle’
pressure from Dier membersl, The rurmabour follows sirong protests from LDP Dier
members. . Diet members are free to talk with the Cabiner Office 2nd the various miniseries
whegever they want,” said Mikio Aoki,'¥

The Hnal July ruling party diaft presented to Koizumi also differs from the
recommendations of the headquarters, It proposes that

1) When bureauceats are faced with a politician’ suggestion they find difficult to accepy, they
should report it to Cabinet ministess and their deputies, and Cabinet ministers should be
responsible for dealing with it; 2} When bureaucears seek prior advice and consent from polidcians
in the course of making decisions, they should follow the orders of Cabinet ministers and their
deputies; and 3) When burcaucrars keep niotes on contaces with poliricians, they should have
the politicians confirm the notes, ..One problem with the drak. . is the suggeseion that bureancrats
rwedd politicians vo confirm what was sald in memaorandoms of conversations, Politicians coutd
ery 1 disguise what was said to avoid ernbarrassment later on. The principal problem with the
draft is that it muddies the relatianship berween politicians and bureancrats and between the
Cabinet und ruling political parties, As it is, it will not lead to genuine reform in politics '

Moreover, considering that any new rudes will have no penalties for violation,
they can do no more than raise awareness amongst bureaucratic and Diet
members about the dangers of so-called ‘influence-peddling’. Nonetheless,
the National Vision Project Headquarters continues with its ‘discussions on
ending the Dier’s reliance on burcancrass in the drafting of legislation. It also
wanits to find ways to stop ruling parties from intervening in the compilation
of hills before they are submitted to the Diet’.™ In luly 2002, it came up
with a draft recommendation to abolish the LDP’s prior screening system,
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only to drop it in the face of sirong opposition from the LDP Other proposals
being mooted are climinating the practice of binding members to abide by
party decisions (dius geeting around the prior screening process znd reducing
zoki control over policy), abolishing the Executive Councils practice of requiring
a unanimous vote on policy issues {in order to prevent certain Diet polidcians
from exercising strong influence on specific policy issues), allowing the same
person to serve as divisional chairman and deputy minister (thus unifying the
policymaking syszems of the cabinet and the LDP), creating ministerial assistant
posts, as well as introducing a political appointee system under which ministers
would be able to appoint the heads of bureaus and other senior posts in the
ministries." Koizumi has also set up an ‘LDP Council on Future Options for
Relations between Politics and Bureaucrats’.

These moves suggest that the old rules of the game, in which the LDE as a
discrete set of interests, is able to insert itself so effectively into government
policymaking processes, and individual LDP Diet members are able to extract
direct favours from the bureaucracy in pursuic of their own independent
interests, may be discarded at some time in the future. It is not ver clear,
however, to what extent the new rules will buttress cabiner ministers’ authority
and responsibility, reduce policy ‘intervention’ by the party and inverference’
by individual LD politicians and produce & more wansparent pelicymaking
systern, The reform process is still largely at the discussion stage and even
the new rules are implemented and stricdly applied they could take years o
alrer bad old habits. They may also drive polidcian—bureancrat collusion
anderground.

NOTES

b Personal communication, Professor Ellis Krauss, University of California, San Diege. Se¢ also
Ellis Krouss and Robert Peklznen, ““The "4 System™: Theory and Practice’, p. 2, where the

authors refer to a stalemare between a strengrhened Prime Minister and the soku piin’.

[

This s the terer used by former Adminiscative Vice-Minister of the Minisery of Finance,
Sakakibara Eisuke.

*  Recent analysis of prime ministerial power argues that japanese prime ministers are getting
stronger for 2 number of reasons, such 45 2 mare tnportant role via the media and the increasing
role of media in the creation of prime ministerial image. See Elfis Kraoss and Benjamin MWyblade,
The Changing Role of Japan’s Prime Minterer, unpublished manuscripe, p. 18.
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Tsujinaka shows Increasing policymaking acrivity of the prime minister from dhe time of Prime
Minister Fukuda {1976-78) onwards, well before the administrative reforms of 2001, See
Tsujinaka Yutaka, ‘Hikakn “Maikaks” Shéron' [A Comparative Analysis of the “Cabined™],
Cipdisei Kanri Kenkyl, No. 33, Sepember 1986, pp. 52-5.

Kabashima Thuo and lmai Rydsuke, ‘Evaluation of Perty Leaders and Voting Behaviotug—~An
Analysis of the 2000 Geueral Election’, Secfal Scéence Japan, Vol. 5, 2002, pp. 85-96,

‘Koizumi Shushs’, p.127,

Tanaks Kazuaki and Okada Akita, Chid Spdchd Kaikaka [Beform of the Cenzral Minisries and
Ageneies), Tokyo, Nihon Hydronsha, 2000, p. 73.

Kawalita and (noue, Natkakafu, p. 100

Central Goversmsnz Reform of Japan, January 2001, pp, 3-4. The Central Ministries and Agencies
Reforrn Basic Law defines these Imporntant policies to cover basic external and sscurtty policy,
basic administration and fiscal pelicy managemenz, management of the general economy and
basic policy for budger compilation, basic policies for the organisation and personnel of
administrative orgass, and importave mattets of stage policy comprising mdividual poliey subjects.
Kawakita and Onoue, Neikabufu, 15 101,

Centrad Govermment Reform of fapan, January 2001, p. 2.

T ihid,, p 4. The Cabiner Seceetariar’s functions prior 1o the administrasive reforms were formally

described a5 arranging the cabiner agenda, conducting the covrdinarion necessary for mainainiag
integraton of policies, and collecting information and research. <hup/fwww.kanzel go jpfloragn/
constirution_and_pgoverament_of_japan/national_ads _ehuols,

The terms ‘planning and drafeing’ are standard terminalogy in the orgruitadonal ordinances of
the mainstream: ministzies which describes the duties and responsibilities of their bureaus and
divisions. The Cabiner Secretariat has, therefore, been put on an equal footing to the ministries
in rerms of ks sals in developing and formulating policy and ot simply cocrdinadng pelicies
planned and drafred in the minisieies.

Kawalies and Onoue, Narkakufte, p. 105,

Cenrral Governmenr Reform of Japan, January 2081, p. 6.

But see also the comments below sbout the secretariac to the committee appointed o oversee
ihe privadsation of the four road-relaced corporasions.

Fda, ‘Kotzumi Shash#’, p.128,

Centval Governmens Reform of Japan, January 2001, p. 6.

The Cabiner Office was created from the former Prime Ministers Office (8862, Bconomic
Planning Agency (Keizal Kikakuchd}), Okinawa Dievelopment Agency (Okinavea Kaibarsuché)

and Finuncial Reconstruction Commission (KinyQ Saisel linkal). So~alled ‘sxurs-ministarial’
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bureaus {getkyodbu) of the Cabinet Office are the National Public Safery Commission {Koltka
Ksan linkai), the Financiad Services Agency, the Defence Agency (Bacichd) and the Inperial
Household Agency (Kunaichs).

Kawakitz and Onove, Nadbakufie, p 61,

Central Gevererment Reform of Japan, January 2001, p. 7.

Cabiner Office, Government of Japan, ‘Overview of the Cabinet Office’, <hsp/fwwaeao.go.jp!
about_cao/framel hund>.

Ihid.

> Naibakufi, p. 207,

Ibid, As they explain, i has a ‘special position’ which is outside the framework of the Seawe
Administration Law and which represents one step status elevation” over the other mindstries.
(p. 593

Centraf Government Reform of fapas, Jasuary 2001, p. 7,

Asabi Shinfan, 31 May 2002.

Overview of the Cibiner Office’, <hegpn/fwww.cao.go.jpfabout_caofpage Lhunks.

Nikhet Weekly, 16 Tuly 2001,

Kawaldta and Onotie, Nackabufu, p. 26.

These are the idands lying off the North and Nottheastern coast of Holdkaido {Kunashi, Frocobu,
Shikotan and the Habomais) presenty under Russian sovereigney,

‘Overview of the Cabiner Office’, <hrep:/fwwscao.gop/about_cao/pagel. himls,

Centrad Gopernment Reform of Japan, January 2001, 3. 8,

Ibid., pp. 8-,

Takenaka, quoted in Nikon Keizai Shinbun, 22 June 2002.

Kawaldta and Onoue, Naskabufie, p. 77.

Kevwakita and Onoue acknowledge, hewever, chat there are many grey areas i the scope of i
powers in this regard. Nedbabufi, p. 77.

Krauss and Nyblade, The Changing Role of Jupast's Privee Mindster, p. 18, As they poinr out: "In the
past, the Prime Minister's Office would eften inforrsally request information from ether ministries,
bur withour legal authorizaton’. {p. 41)

This s a direct quote from Eda Kenji's website ac <htepi/ fwwwieda-k.net/cholugen/indexi 8 hembs.
‘Crerview of the Cabiner Offfice’, <hezp{fwww.oaogo.iplabout_cao/page] bl

Kawakita and Onoue, Natbabuft, p. 38.

Kawakita and Onoue argee that the CEFP was established o ‘realise political leadewhip’ {reif
shidd). Netbakfin, 1. 19, They also report that bureancratic reorganisation was endertaken in

order to shift leadership from Kasumigascki (the bureavcracy) to Magatacho (the politicians).
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{p. 80} They, lthe many Japansse and other commersators, confuse politica] leadership with
keadership by the execurive. They are not quite the same thing, The CEFP has a crucial role to
play in supporting the demonstration of prime ministerial (that is, execucive) leadership.

Nibon Kedeai Shinbun, 14 June 2002,

Japan Takes on Challenges’, p. 3,

Thid,, p. 3.

Kawalita and Onoue, Naskakufiz, p. 30,

aszhicom, <hup/iwew.asihicom/english/politics/ K200167 1200817 hemls.

Asahi Shinbun, 31 May 2002,

Daily Yorniuri On-Line, <hup/iwwwyomiurico jp/newse/200201 0wol2.om>,

For devails see Yominrd Shinbun, 7 June 2002,

Ibid, See also below,

Nikekei Weekly, 22 July 2002,

Nikhei Weekly, 26 Pebruary 2002,

This is alsa transhared as senior vice-minister. The legally stipulated rasks of depuey ministers are
to take charge of palicy and planning e the erder of the minister, Kawaldta and Onene, Nadkabufiy,
g8l

The legally stpulated tasks of parliamentary secretaries are to assist the minisier, to participate
in planning of specific poticies and to manage affairs of stase, but not to enter the line of policy
decistonmaking. Kawakiea and Onoue, Natkakufs, p. 81

George Mulgan, Jupan e in the Agriculiral Sector, pp. 6871,

Personal interview with MAFF offictal, Apsil 2002,

7 Kawakita and Onoue, Maskakefn, p. 81,

ersonal interview with MAFF offictal, Aprif 2002.
“Sore de mo Kaikaku wa Kasoka Sur’, p. 98,

Quoted in Tavwara er al.,, "Koizumi ga Taoreru mze ni’, p. 121

* Himancial Times, <bitp:dfnews froom/f/gregitfictpagename=Viewdcon Articledocids

63

[£4

FEIX4APKMLC&lives trues.

Diaily ¥orpiteri On-Line, <https/fworw yomimi.co-jp/newse/ 200205 10 woO3 hones,

The Koizami Administration’, p. 302.

Hewever, according w Krauss and Peldeanen, who guote an unnamed Dis source, factionat
nomingtions derermined Kotzumi’s cheice of depury ministers and parlismentary secretaries, a5

well a3 the leadership of PARC cornmittees. “The 94 System™. p. 15.

¥ Kawakitn and Onoue, Nadkakufe, p. 87,

Thid., pp. 19, 89,
asabi.com, <hup:/fwwwasehi.com/english/polities/K2001071200817 hunlo.
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Nikkel Weekly, 4 December 2000.

* Kawai Nabory, economic strategist at Morgan Stanley Dean Witter in Tokyo, quoted in Far
g i £y

Eastern Leonamic Repiew, % August 2001,

asahi.com, <hup:/wwwasahicom/english/polites/K20B1071 200817 hemis,
Kawakits and Onoue, Nakabufu, p. 91

Asahi Shinfun, 1] November 2001,

Daily Yomduri On-Line, <hupsiivwewyomiug.co. jp/ nesse/ 200201 06wo0 2. homs.
Ligily Yomiuri Ow-Ling, <baep/fwwwyomind.cojpfnewse/ 200206  Swol L home,
Thidk.

These are comments by Miyawald Atsushi, Professor of Law ar Holduido University, quoted in
Nikkel Weekly, 4 Diecember 2000

Rolzural Shushd', p. 127,

The Feonomic and Fiscsl Policy of the Koizumi Administragian’, p. 2.

Agpsthn Shindun, 11 November 2401,

' Personal interview, April 2002, The 2002 Ministry of Agriculture, Forestry and Fisheries badger,

for exampie, sustained an overail decrease of 6.2 per cent, with 2 major factor being the 16.7 per
cent cor in public works expenditates in line with che universa! directive, offser by an increase of
4.1 per cent In non-public works expendirures.

MNibbei Whekly, 3 September 2001,

The Japan Fepes, 24 January 2002,

Eda, ‘Kotzursi Shushd’, p. 127,

Thid., p.127.

* Eda, ‘Koizumi Shushd’, p.127. He adds thar road construetion srimulates ondy the concrers and

asphalr cconomy, wherms building schools, for examople, stimalates the furnitare elecrronie
apphiance, curtain, compurer and other industries. Therefore, even reducing road-making w 50
per cent and expacding school and hospital building ro 50 per cenc would have the effece of
stismulating a variety of induseries. (p. 127)

Professor Shimada Harue from the Faculty of Economics, Keio University, quoted in Okameto,
“Suternd”, p. 10,

This heading covers areas like life sciences, information technology and nancrechnelogy,
“Basic Policies for Economic and Fiscal Policy Management and Structural Reform 2662
{Summary), <hup/fwwkantel.go.ip/ foreign/policy/2002/062 L kouzoukaikaky_e.hernl>,
Personal commmnication, Professor Ellis Krauss, July 2002.

Nikkei Weekly, 8 July 2002,

Cuoted in Daily Yomiuri On-Ling, <hnp//www.yomiur.cojp/newse/ 200201 06wol2 hims.

Cuoted in Tawarz et al, Kotsural ga Taoreru mae oi’, p. 119,
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72 Kawakita and Onoue, Naikakufu, p. 92.

34 Nikkei Weekly, 8 July 2002

3 Nikkes Weekly, 24 June 2002. See also below and Chapter 7 on “Team Weaknesses, Tactical Flaws
and Policy Defects™.

96 Nikbes Weekly, 24 June 2002,

7 “The Political Conditions’, p. 579.

¥ Mainichi Shinbun, 24 July 2002,

*? Kan Naoto refers to the “tribe” Diet member-"iribe” bureaucrat complex (zoku gitn ya zoku
kanryd no fukugérai) that obstructs reform’. “Kono Kaikaku wa Watashi ga Taosu’, pp. 335-6.

108 The Japan Times Online, <herp:/fwww japantires.co.jp/cgi-bin/geted.p152£020020520mb . htuns.

192 thid. ‘

12 Kobayashi, “The Koizumi Administration’, <herp://www.glocom.org/opinions/essays/
200206 _kobayashi_one_year/index.htmls.

13 ‘Kolzumi Junichirdy’, p. 113.

104 See also Chaprer 5 on ‘Party-Bureaucratic Government’ and Chapter 7 on “Team Weaknesses,
Tactical Flaws and Policy Deefects’.

195 See the author’s forthcoming article entitled ‘Japan’s Un-Westrninister System’ in Government
and Opposition, Winter 2003.

1%¢ Kawakita and Onoue, Naikakufu, p. 104.

7 A detailed analysis of the bureaucracy’s role in pushing this interpretation can be found in Okada
Akira, Gendai Nibon Kanrydsei no Seivitsu [The Formation of Japant Contemporvary Burmucmcy
Swtem)] cited in Tanaka and Okada, Chig Shéchs Kaikakn, p. 78.

128 Kan, ‘Kono Kaikaku wa Warashi ga Taosu’, p. 340.

%9 Dagly Yomiuri On-Line, <hup//www.yomiusi.co.jp/newse/20020106wo02 . him>.

110 Thid.

"1 That is, to the MOE, the Foreign Ministry, the Policy Agency and METT respectively. These
secretaries are so-called office secretaries (fimu hishokar).

12 Okamoto, ‘Mandarins: Who's the Boss?’, AERA, <http://www.asahi.com/english/feature/
k2002071200261 .html>.

H3 1hid.

14 Thid.

15 Sunkei Shinbun, 7 June 2002,

16 Ibid.

7 Okamoto, ‘Mandarins: Who's the Boss?’, AFRA, <hetp://www.asahi.com/english/feature/
k2002071200261.html>.

U3 Quored in Okamoto, ‘Mandarins’.
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¥ Edas comments at the Benkydkai' held in Tokyo in June 2002, as reported to the author by
Llewdyn Hughes. Motita Minor kas made a similar observation: ‘although Koizumd has stressed
that the Cabinet should mke a lead in policymaking, the reality is that Firaace Midsery bireancrats
seaking belt tighrening hold him in dhelr grip’. Quoted in THe Japan Times, 16 August 2002,

'* Eda, “Kopatmi Shushé”, p, 128,

Y Edirorial Department, “Koizami wa 41 wea™, p. %6,

2 [hid., p. 97

123 Thid., pp. 96-7.

¢ Quowd o Olamotn, ‘Mandarine Who's the Boss?’, AERA, <hrp/fwwwiasahi.com/english/
feature/k2002071 200261 himl>.

2% Bda Kenif, Luncheon speech, Tokyo, 11 June 2002, Obzervations kindly provided to the author
by Llewelyn Hughes. See also Edd's website ar <http/fwweeeda-kned/chokugen/index 1B humls.

126 [hid.

7 Prafessor of Economics ar Meiji Universicy, Takagl Masaru, quosed in The Japan Times. 27 July
2002,

128 asahi.com, <hep:/ferwwasahi com/english/nationa/I{2002061 80034 3. htmi>.

27 Tawara et al., ‘Keizumi ga Taorer: mae ni', p. 121,

¢ Editorial, asahi.coin, <hetpe/fwwwasahi com/english/op-od/K200207 2500264 . heml>,

B This commission 18 established under 2 Cabiner Office ordinance with iss office Jocated in the
Tax Bureaw of the MOF. It is chazged with investigaring and deliberating o basic maness of the
tax system, Kawakita and Onove, Nadkakbufiz, p. 197,

92 Nikkei Weekly, 1 April 2002,

122 Daily Yominri On-Line, <horpe/Fevewyomingd oo jp/newsef20020405wo 1 B home,

¥ Diaily Yominri On-Line, <http: fwww.yomiuti.co jp/newse/ 2002042 5wolb Lhtms.

133 1n face the MOF encompasses both the Tax Bureau and the Budget Burean, As Shibata Yasuhiko
puts it, ‘bureaucrass of the... Tax Bureau. . .manipulate the governments Tax Conunission from
behind the scenes and pressed ahead with the postwar socialist wy systenmn. The Tar Burean
bureaucrass were jolned in their task by officials from the ninisuy’s budget Buteau, whese concern
is purely fiscal. Thx Bureau officials embuarked on 2 mission o “save the weak” and Imposed so-
called exqqual taxation throughout the countery’. Deily Yomiwri On-Line, <btepe/ hwww.yoming.co.jp!
pewse/ 20020405wo 3 hims-.

38 Nifelorl Weekly, | April 2002,

V87 Pihke! Weekiy, 24 June 2000.

28 Daily Yominei On-Line, <hupdiwwwyoriuthcoo jp/newse/ 20020403wo 13 hums=. As Shibata
comments, [tlhe neke problem camp #s the LIPS Commission on the Tax System. Ran by

ehderly zokugiin.. .who work for special interests or industries, the commission adjusts the wax
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gystem to suit the interest of individual industries. i also endorses bureaicrats” seciahisr casation
10 increase thelr supporters by pretending they are friends of the wesk. In fact, they are indifferent
to txation reform for the sake of the Ruture of the nation’. Daily Yomiuri On-Line, <hupil!
www.yormintl.co. jp/newse/ 20020405wo 1 3. hames.

19 Wik Weekly, } April 2002,

W The Japan Times, 16 April 2002,

15 Nibker Weekly, 10 June 2802,

% Daily Youminri GneLine, <hrepd fevew yomluri co.p/newse/ 20020425wol Lo,

4% Nakatani Iwao, President of Tama University and Director of Research at the UF] Insticute,
quoted in The fapan Times, 16 Spril 2002,

Y4 Nikke: Weekly, 25 Pebruary 2002, See afso the commenss by Eda Kenji.

157 This body, like 2 number of other LDP policy headquarters, is nnder the direct supervision of
the aresident {that is, Kolaund),

M Fomiyri Shinkur, 24 February 2002,

7 Quowd in Ckamote, “Sutemi™, p. 16,

"48 This was in response to a series of seandals involving Suznki Munen, eriticised for interfering in
government aid projecis in the northern territories off the norheast coast of Hokkaide, which
are currently under Russian soversignty,

V¥ Asadi Shinbun, 14 March 2002,

5 Ihid, This particalar proposal met with a barrage of npposition from LDP members, with one
politician clabming: ‘In the case that everything is entrusted m government agencies, they tend
to act arbitrarily withour consuftadon’. Asabi Shinbun, 6 June 2002,

B Asahi Shinbun, 14 March 2002,

¥ Quored in Tawara et al,, "Koizami ga Taorers mae o, p. 119,

52 Prime Minister of Japan and his Cabinet, Prime Mindster Gives Tnstzuctions eo the Administratzive
Vice-Minister Level Meeting', <brp:/fwwwhantel.go jp/foreignikaizumiphoro/2002/02/
Odjikan_e hemis,

P4 Sankei Shinbus, <hup twwrassankel.co jp/news/020521/05215e1161 hems,

Y3 Asapi Skinburn, G June 2002,

38 Sanker Shinbun, <htpdfwwrwsanlei.cojpinews/ 0205217052 5116 o,

15 asahi.com, <herpu/fwwwasahicom/english/politics/K2002060600539 homl>. Aoki is head of
the LDP Upper House caucus. See Chaprer 7 on “Team Weaknesses, Tactical Flaws and Policy
Defects’

"% Bdirorial, asshicom, <hiep//wwwasahicomienghish/op-ed/K2002070900264 honls.

Y% agabi.com, <htpdfwwwasabd.comfenglish/politics/K2002060600539 hnd-.

69 Nifron Reizai Shinbur, 30 Joly 2002,
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TeAaM WEAKNESSES, TACTICAL FLAWS
AND POLICY DEFECTS

Some of the political conditions that are negative for strucrural reform in Japan
are givens, like well-entrenched policymaking strucrures in which forces opposed
1o reform are embedded. On the other hand, some factors in the political
environment can be positively manipulated 1o deliver reform outcomes. This
chapter continues the examination of structural obstacles to reform, but iv also
clucidares deficiencies in Kolzumi's economic team and its approach which
have limited the achievements of his administration. Finally, it offers an
explanation for the reduced effectiveness of external aid in the form of gaiatsu,

— The technopol serves in government but has no power base and therefore wields
lizdle policy authority
The technopol, Takenaka Heizd, may have been officially appointed 1o the
post of Minister of State for Economic and Fiscal Policy and Minister of State
for 1T Policy, but he lacks political power to implement his reform proposals.
His formal powers are limited, As a minister of state, he is granted
for the sake of strong coordination’, authetity over the heads of related adminisirative organs,
such as to reguest materials and explanations, to recommmend asd request reports on measuzes

wken under such recommendadions, and to make proposals o the Prime Miniscer who has
power to confrat and supervise the adminisirative branches!

These powers amount to livle more than the right o demand information
and explanations from ministries and to make recommendations to the prime

213
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minister. Takenaka’s own remarks are illustrative of this point. He has
commented that ‘[tJhe organization ar Kasumigaseki (home to the central
government bureaucracy) and Nagaracho (the center of the political world) is
gigantic...I have come to realize that to do even one thing often involves more
problems than it is worth’.? Much of his energy is spent in trying to get
agreement with other ministers in charge of economic portfolios such as the
Finance Minister, the State Minister for Financial Affairs, the Health, Labour
and Welfare Minister, and the Economy, Trade and Industry Minister, but he
finds that he does not have the power to assert his authority over these other
ministers, let alone their ministries. As a MOF official claimed, “Takenaka had
little sense for how bureaucracies work. He thinks that once you say “Do it”
the bureaucrats will follow his instructions, but that is not how it works'?

In reality, reformers in Koizumi’s administration like Takenaka can only
work through the executive (namely the prime minister) as they have no
independent power base, unlike ‘normal” ministers who, providing they follow
their ministries’ policy directions, have their own ministries backing them up.
If Koizumi sides with his other economic ministers, Takenaka finds himself
totally isolated. When Takenaka wanted to abandon the ¥30 trillion ceiling on
the issuance of new government bonds following the 11 September 2001
terrorist atcacks in the United States, Koizumi sided with Finance Minister
Shiokawa’s insistence that the ceiling be adhered to, leaving Takenaka out in
the cold.*

Takenaka has even less influence over high-ranking LDP policymakers in
the PARC, who have attacked his understanding of the economy and strongly
objected'to his artitude towards public works, which Takenaka describes as
‘evil® Takenaga also alleges that the Nagatacho system (namely the LDP) has
been exhausted and it is this exhaustion that has created the opposition to
Koizumi’s policies.® In pitting himself against the ‘resistance forces’, Takenaka
has the same problem as Koizumi, only more so because he is not a member of
the LDP or a Diet politician. He operates outside the PARC-bureaucracy
policymaking system and increasingly finds himself isolated from these two
power structures.

Takenaka has also become the target of a kind of populist xenophobia, Personal
attacks against him border on the hysterical in their venom about his motives
in sponsoring market reforms and his pet saying: ‘listen to the market’ (méketto
ni kike).” According to one ‘theory’,
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a conspiracy fed by U8, capital is ruining the Jupanese economy because of the presence of
‘rrairors’ jike...Takenaka..,[whol as an “agent’ of U.S. capiealism, has allowed American banks
and investment firms 1o pick over the bones of the Japanese economy. The result. . bas been
an economy that has stipped e an Anglo-Saxon recession’ o more apty 2 “Takenaks
recession
Other criticisms have been directed ar Takenaka’s professionalism as an
economist and as a policymaker. Mizuno describes Takenakas role as extremely
tmportant because he is in the position of possibly committing a faral mistake
in financial and fiscal policy; but at the same time Mizuno attacks Takenaga's
incorrect financial strategy created on the basis of armchair economic theory.
Mizuno lists seven major offences commirted by Takenaka in his role as Minister
of State for Economic and Fiscal Policy in addition to the wrong advice he gave
to the Obuchi Economic Strategy Council with respect to managing bad debst
between 1999 and 20007 Even Takenaka himself admics that, although he
has laid out ideal policies based oa economic principles, they have not produced
excellent resules.’® The contents of the economic policies he has promoted
have been denounced as this,”" while Takenaka has been personally criticised
as ‘doctrinaire and full of empty theories’ (kdri kéron otoko),” as having a
limited knowledge of the bad debt problem and not being interested in this
issue,'? as still an economic commentator rather than an economic
policymaker’,” and as a ‘smooth-talking, policy vacuous, trend-following
dasling of the media’.’®

~ Disunity is appearing in Koizumi’ economic team

One of the main deficiencies of Koizumi's economic team is that it Is toe Jarge
and too disparate, and involves a plethora of advisory councils that Keizumi
relies on to generate, legitimate and push forward various reform proposals.
Each of these councils has its own terms of reference, which in some cases
averlap with those of other councils.

For example, the three advisory panels to the prime minister with an interest
in regulatory reform, and particulatly in the concept of ‘structural reform special
zones —namely the Council for Regulatory Reform, the CEFP and the Urban
Redevelopment Headquarters—have not been able to agree on how the policy
proposal for these zones should be advanced. The CEFP is calling for tax
incentives for investment and business startups in the zones. On the other
hand, the Council for Regulatory Reform opposes the idea of ‘introducing tax
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incentives in only limired districts’, defining such a measure as bringing in a
‘daling-out policy’.’s Meanwhile the Urban Redevelopment Headquarters has
advocated measures to relax the ratio of building volume to lots and other
restrictions but only in big cities such as Tokye and Osaka, together with
proposals to promote areas around train stations throughout fapan, This kind
of scheme is reminiscent of one formerly pushed by the LDPs construction
‘wribe’ and the Ministry of Land, Infrastructure and Transport.'” The differences
and inconsistencies in the proposals from the advisory bodies are causing delays
in the implementation of policy, confusion about which set of recommendations
should take precedence and a policy showdown amongst the various panels
concerned.

The rax councils are another good example of divisions in Kolzumi’s economic
team. In this case, the main dispute is berween the CEFP and the Tax
Commission, but here the causes of policy disagreemen: are more “scructural’.
As already noted, the Tax Commission focuses on fiscal principles and is opposed
to tax cuts, particularly prior to substantial tax reform. It wants t expand the
individual income tax base by gradually curting back on individual tax
deductions. Ir has also rejected the option of lowering corporate tax rares on
the grounds that they are already on a par with internadional levels, It has
called for a rise in the consumption 2x o provide the necessary fiscal resources
far the government to fund its growing social security obligations.'?

When the CEFP ‘moved ro establish a basic pelicy for tax reform, the Tax
Commission opposed the plar’.* The head of the commission, Ishi Hiromitsu,

sguared off with Takenakes over underlying principles of mxation. When the stace minister
suthined a broad shift in the emphasis from ‘neutral’ 1o encouraging economic activity in tax
ceforms.. Ishi rapped him, saying, T guite critical. It's meaningless. Pushing ahead with
stimnsdus alone will leave holes in the tax systend’.®
The dispute has cantinued over the priority to be given to cuts in cotporate
tax rates as a way of reviving the economy advocated by the CEFP as opposed
to levying corporate taxes on the basis of the size of a company’s operations
rather than its income, which is supported by the MOF and the Tax
Commission as a revenue-raising measure.™ The wrangle over tax reform in
mid 2002 spread o the entire package of ‘Basic Policies for Economic and
Fiscal Policy Management and Structural Reform 2002’
The level of disputation iflustrates the strucrural origins of much of the
dissension and disagreement in Koizumi’s economic team. As a group it is not
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united because ministers act in their customary role as spokespersons for their
ministries and thus for ministy interests. The Finance Minister consistently
advances his ministry’s view, as do other ministers like the Minister for Economy,
‘Trade and Industry.™ They are often opposed to Takenaka's view and the CEFP
itself, which they see as the vehicle for Takenaka’s policy proposals. Finance
Minister Shiokawa, for example, holds that the council should have little
influence over the details of economic policy. In the same fashion, the zaikad
representatives push policy proposals that are good for corporate enterprise.

Another long-standing area of conflict has been over the question of whether
the government should inject public funds into the banks to resolve the non-
petforming loans issue. Yanagisawa Hakuo, who is State Minister for Financial
Affairs and who heads the FSA, resists the idea of injecting public funds into
financial tnstitutions to enable them to cover bad-loan disposal, in spite of
calls from the technopol, Finance Minister Shickawa and LDF executives such
as Secretarv-General Yamasaki, for it to do 502 When Koizumi, Takenaka and
the Minister of Fconomy, Trade and Industry agreed on a proposal to inject
public funds inro woubled banks at & CEFP meeting in February 2002, it was
strongly resisted by the FSA®* Subsequently, the prime minister sided with
Yanagisawa by arguing that the situation in 1997-98, when such an injection
occurred, was exceptional, thar there had been no further financial erisis and
that, accordingly, there should be no policy change. Yanagisawa also has running
battles with the Governor of the Bank of Japan, whe argues in favour of a fund
infusion for ailing banks and who criticises FSA inspections as being too lenient.
Indeed, the alleged slackness of the FSA with sespect to inspections has been
sheeted home o its deliberate policy of trying to avoid an injection of public
money into the banks

Policy differences amongst Koizami’s economic team are inconsistencics in
view that, in many cases, reflect vertical divisions within the Japanese
government which are entrenched and irreconcilable. The basic problem with
the CEFP is that it contains elements from both the bureaucracy—goverament
side (that is, ministers with ministries) and the adminisrration—executive side
{that is, state ministers in the Cabinet Office), in addition to outside members.
The interests of these groups are inherently dissimilar, as are their sources of
authority. In some cases—the private sector members for instance—they have
no aunthority beyond their funcrions in the CEFP As Mizuno concludes,
‘Shiokawa, Takenaka, Yanagisawa and Hiranuma shouid alf support the prime
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minister and fulfil their dudes. However, the problem Is the abiiity of the
ministers and disagreement in the cabined

~ Kotzumis structiral veform program is comprebensive, but its implementation is
neither comprebensive nov rapid

Reform, according to Koizumi is a matter of ‘steady advances’ and ‘steady
implementation”.” In the face of structural obstacles and resistance from various
countervailing forces, however, the reform achievements of the Koizumi
administration have actually been piecemeal. Economist Okue Kunji, for
example, awards zero marks to the Koizumi administration for accomplishing
its reform program, saying that ‘comprehensive measures should be
implemented at a stroke, embracing reform of the country’s fiscal conditen
and countermeasures for financial crises and deflationary pressure’.® Mizuno
is equally scathing in his assessment: ‘Even though Kowzumi has a slogan of
“structural reform withour sanctuary”, the situation has not changed much
despite special public service corporation reforms’.® A member of Koizumml’s
own party has commented that Koizumi has only been a 30 per cent polixician
from the beginning, which means that the party cannot expect him to
accornplish more than three out of 10 of his goals.™

A rongue-in-check report card on Kofzumi’s performance in April 2002
awarded him two out of five for polisical reform;™ on the economy and budger,
one out of five for economic revival and three out of five for restoring the
nation’s finances 1o health; on administrative reform, one out of five for postal
privadsation and three out of five for reform of special public corporations; on
foreign and security policy, four out of five for response to the terrorist attack
on the United States and one out of five for reforming the Foreign Ministry;
and for ‘athers’, five out of five on response 1o the leprosy issue and one out of
five for the handling of mad cow disease. Overall, the report card said: "He
makes 2 lot of noise and is always making excuses for lack of resuls’.”

Koizumi’s scorecard one month later was equally unfavourable. A total of
108 journalists covering economic and political affairs canvassed by Kyédo
News rated him 10.6 ourt of 20 for leadership, 5.7 out of 20 for economic
policy, 10.3 out of 20 for structural reform, 6.3 out of 20 for foreign policy
and 7.6 out of 20 for leadership power in handling Diet affairs and the LDP,
for a total of 40.5 per cent out of 100, not even a pass mark.® Other unflattering
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comments included epithets such as "full of brave wlk’ (buchisaki otoke), “policy
idiot’ (sefsakn onchi} and no good ar personnel management’ (fingi beta) >

Differential and pardal outcomes from Koizami’s reform program suggest
that his own drive and commitment to particular reforms may vary. Certainly
Koizumi puts privacising postal services, abolishing public corporadions and
reforims te government expenditure ar the head of the queue. These implicit
priorities are in part a reflection of his previous LDE executive and Dietr posts
in the fiscal, welfare and postal areas. Koizumi's background cerminly points
to the fact thar his primary interest and expertise lies in public sector and
budger reform ssues.” Moreover, as one Japanese political commentaror peints
out, Kolzumi's biggest weak point is that his lack of interest in particular
policy fields manifests itself as extreme disinterest.

Tu evatuating Koizumi’s achievemenrs, one also has to keep in mind that the
significance of his reforms may vary, as will their degree of political difficuley.
Two of the most important, core reforms—deregulation designed to tackle
low productivity sectors constrained by regulations and ‘soaked in subsidies’,”
and financial sector restructuting that leads to a resolution of non-performing
ioans—have been conspicuous failures. One could argue that Koizumi has
succecded in accomplishing the easiest, or most ‘peripheral’ reforms first, fike
raising health insurance premiums and making modest cuts to budget and
public works spending. It is questionable, however, whether these even deserve
the label ‘structural reform’—tackling special public corporations and medical
fees are what Kanbara Eiji has called ‘within system reforms’ (zaiseinat kaikaiu),
meaning financial and administrative adjustments that have the effecr of
preserving existing structures and systems, not real structural reforms that
radically alter existing systems.®®

Koizumi's under-achievemnent as a reformer aiso reflects the insufficient speed
of reform,” Deadlines for reform are constantly being pushed backwards, with
the siow tempo of change rather than public opposition ro souctural reform
per se the key o the decline in Kolzumi’s approval raring.® Even prominent
personnel in Kotzumi’s own administration make only modest claims for the
pace of reform. Chairman Miyauchi of the Council for Regulatory Reform,
said: “Structural reform is going in the right direction but it has been a lirde
slow”.# Critics also note that the process whereby reform planning and
formulation reach the poine of execution is often difficule 1o see. Finance Minister
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Shiokawa has pointed out that structural reform requires ‘not only discussion
but also execution’ (chintara giron bakari shite inai de jikké 0).%

The delays in Koizumi’s program are allowing groups opposed to the reforms
time to mobilise in defence of their positions. Because Koizumi has not been
able to burn bridges with rapid reform, the opposition forces have had time to
fortify them. Not only are Koizumi’s reform proposals being guteed as they
pass through the party—bureaucracy policymaking process, but those that do
emerge in altered form get slowed as they pass through the Diet. Regardless of
the coalition majority, LDP resistance, ruffled feathers amongst junior partners
in the coalition and strongly voiced objections from the opposition parties
have held back Koizumi’s legislative program because they have created
difficulties for the passage of his reform bills through the Diet. Coordination
and adjustment of views in order to ensure the smooth passage of legislation
are time-consuming and the Diet simply runs out of time to pass bills during
particular sessions. The inability of the Koizumi administration to achieve its
legislative agenda gives the impression of incompetence and of not being
completely in control of the ship of state.

Moreover, not only is reform proceeding at a glacial pace but many reforms
are being relegated 10 a future time when Koizumi may or may not be prime
minister. Some policies simply boil down to commitments to review existing
systems within certain time periods. As Table 1.1 indicates, many of the
deadlines for reforms are set for 2003 and beyond. The longer it takes to put
key reforms in place, however, the more antipathetic the environment can
potentially become. Because of the delays and compromises, Koizumi is
constantly being judged by his failures rather than by his successes. What
Japan needs is dramatic short-term solutions to long-term problems, whereas
it is getting incremental and piecemeal reform effected only by dint of extreme
perseverance.

At bottom, Koizumi is gradually losing his battle with the forces of resistance
in his own party. He was initially unafraid to face-off his opponents and
unwilling to flinch from his commitment to change but, as time has gone by,
he has shown increasing readiness to compromise and concede on the scale
and timing of his reform plans in order to achieve anything at all. As a result,
his claim that he is going to ‘demolish the LDP’ and confront the forces of
resistance look more and more like an act.®® For their part, the resistance forces

‘ate trying to outlast the Koizumi Cabinet by delaying his structural reforms’ *
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Kolzumi’s much vaunted claim that the ‘resistance forces are now cooperating
with me’ is not based on their change of heart, but on the greater willingness
of Kotzumi and his supporters 1o accommeodate their wishes and demands.®
Koizumi and his economic team are watering down their proposals and even
taking the party's views into account in advance of announcing policies, which
amounts to pre-adjustment of policy recommendatons. As a resul, Koizumi
is giving greater voice to the interests of the LDP in his policies, which is
turther compromising his structural reform program.

The origins of Koizumi’s appeasement scrategy lie in his weaker public
support. As his approval rarings have declined, he has found it more difficul
to leverage his public backing ro confront resistance forces within his own
party. He no longer has the people on side to act as a counterweight w those
opposing him within the LDE He now has to rely more on party brokers o
advance his policies and ensure that they get through the Diet. This is
antipathetic to Koizumi’s individualistic style, which ‘tends to bypass back-
room dealmaking with polidcal heavyweights’.% On the other hand, as Kawakita
and Onoue point out,

even though the prime minister Is chosen by election, he still has ro be concerned about the
party’s opinion and policies, apd so he has to execure policy taking intoe considerarion what
the LDF thisks. The LDY ries co limir the significance of the prime minister’s revarmped
exacutive power by describing Bim as jusc a coordinatos. This allows them o censinge with
thetr policies that benefit local incerests,¥

Koizumi is learning a belated lesson thar ignoting traditional processes of
consensus formadion within the LDP not only fortifies opposing forces that
have grown stronger as Koizumi’s own popularity bas diminished, but risks
bringing his reform program to a halt. He now has to rely on old style consensus-
butlding amongst parey executives and policy bosses to advance his initiatives.
As Endé points out, Koizumi has to be pragmatic. If he does not have majority
support within his own party, a bill will not be passed, and if he has all the
ruling coalition parties combined for an enemy, it is pointless even submitting
a bill 1o the Diet.® Koizumi is in the position of either achieving nothing or
achieving something but with concessions to the other side. Neither option
does much for his potential to bring off his seructural reform revolution or for
his public popularity. The former sees him as completely ineffectual, while the
larter option lays him open to public criticism for compromising on his
commitments. Koizumi has put himself into a no-win situation.
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Furthermore, although Koizumi rejects the agenda of the Hashimoto facdon
which epitomises LIDP “old politics’, he listens to and is influenced by Secretary-
General Yamasaki, former member of the so-called YKX power dligue in the
LDP® Yamasak: frequentdy acts as spokesperson for LDF executives, putting
the parcy line to Koizumi on matters of policy. Kolzumi shows increasing signs
of not ooly listening to Yamasaki, but also relying on Yamasaki and other
- party stalwarss to take charge of the pary-coordinaton process. For example,
Koizumi now says ‘leave it to the party to handle’ and ‘leave it to the secretary-
general’, just as former Prime Minister Mori was fond of saying.”® In the view
of one young LDP Diet member—supporter of Koizumi, this is a bad
development because the party president is in fact in a superior position to the
secretary-general and, what is more, Koizumi should show leadership.’® As
Curtis points out, the secretary-general works for the LDF and has no formal
role in government.”

Koizumi also attends meetings of LDP executives who regularly argue the
standard party line on policy.™ As a result, Koizumi finds that he has o
compromise on his reform plans because he cannor advance his policies without
their cooperation. The party kingpins include PARC Chairman Asé, Chairman
of the LDP's Executive Council Horiuchi Mitsuo, former Chief Cabinet
Secretary Nakagawa Hidenao, Aokt Mikio, Secretary-General and ‘boss’ of the
LI5P Upper House caucus {an important figure because he is the leader of the
LDP in the Upper House and therefore guardian of the legislative process in
that house) and Koga, protégé of Nonaka. These executives often act as mediarors
between the prime minister and LDP 2ok on difficuls issues relating o
structural reform. When Kojzumi has trouble with the LDP, he reportedly
seeks a compromise with Aoki. * The latter, for example, played a key role
‘coordinating’ berween Koizumi and the yidsei zobu over the four posial service
deregulation bills in mid 2002.

Koizumi also relies on the consensus-building skills of Aoki and Koga for
help in handling Diec atfairs and for dealing with the coalition parmers. Both
politicians have close ties to the New Kémeitd and to the Conservative Parey
and are well versed in Diet affairs. Aokl and Koga exercise what Satkawa calls
‘coordinating power’.” While Koga and Asé have become collaborators, however,
they are not in the reform faction. Their strategy is simply to support the
Kolzumt administration in order ro protect LDP electoral interests which are
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tied ro Kotzumi’s popularicy. if this falls much below 40 per cent, the incentives
to collaborate with the Koizumi administration will diminish considerably.
Since Aoki also has close relations with Mori, a renror 1o Koizumi, the uio
has come to play a significant role in tackling key issues.”” Kolzumi's closeness
w0 Mori and Aoki has led to the charge that the prime miniseer is controtled by
Mosi and Aoki’

The rise in the influence of these LDP stalwarts has accompanied the demise
of Kato Kdichi and the decline in the influence of Yamasaki because of his
repeated fumbling of Diet affairs,”® Ir was under the influence of these sulwarts
thar Koizumi dismissed Tanaka Makiko, at great cost to his own popularicy.®
Observers now detect three primary power axes in the LDP: the Kolzumi-
Yamnasaki axis, the Mori~Aoki axis and Nonaka-Koga axis. It Is suggested that
the future political situation will be determined by how the New Kémeicd
and Conservative Pasty link up with one or other of these axes.®

Koizumi’s most suiking compromise has affected the proposed privatisaton
of postal services. The Koizami Cabinet initially approved the bills over PARC
compitiee opposition, which meant that the bills proceeded to the Dier without
having received the prior approval of the party, although the agreement of
Nonaka was informally secured. The withdrawal of his opposition to the
submission of the bills at the time was repostedly due to his belief that the
terms and conditions of private sector entry into the mail delivery business
were so restrictive that it was highly unlikely privare firms would enter the
business. In addition, Nonaka was counting on the assumption that pressure
to privatise postal services would stop with the passage of the four bills. There
was no commitment in the legisladon for the planned public corporation to
be privatised. Nonaka expected that Koizumi would not seck to proceed further
with privatisation of postal services if the bills passed the Diet.® This explains
his anger when he heard Koizumf’s remark accompanying the submission of
the bills in which he said: ‘T deem the bills to be the first milestone on the
road toward the privatizarion of postal services’ and ‘T don't regard the
establishment of the Posal Public Corporation as my eventual goal %

Kotzumi was subsequently forced to tone down his rhetoric and backpedal
on some of the more controversial aspects of his plan® in order to appease the
comservatives in his own party and facilitate the passage of the bills through
the house. Koizumi specifically agreed to lower his head’ to the boss of the
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yiisei zoku, Nonaka.®® This was the price the LDP exacted for allowing the bills
to proceed formally through Diet processes.® At Koizumi’s first attendance at
the debate in the Lower House Standing Committee on Public Management,
Home Affairs, Posts and Telecommunications that was considering the bills,
he claimed that his carlier ‘milestone’ reply was no more than his ‘pet theory
as 2 politician’, thus conceding the point to the LDP’s postal policy clique.%
In order to appease opponents within his own party and gain the support of
the two coalition partners, he agreed to pursue the issuc of privatisation only
after the postal system was reorganised into an autonomous public corporation
in 2003 as planned.®® With respect to his earlier proposal that preparations for
privatisation should be started soon after the creation of the postal public
corporation in April 2003, he commented: ‘it is too soon to {talk about] what
form ithe postal public corporation] will take several years from now’.®
Ulumately, bypassing the PARC process made little difference to the outcome
on the postal bills. The bills ended up being amended through an informal
negotiation process that took place alongside the deliberations of the Lower
House Standing Committee and involved Koizumi, the PARC chairman, the
chief cabinet secretary and the secretaries-general of the three ruling coalition
parties. Koizumi accepted the LDI’s request that revisions compiled by the
LDP Sému Bukai be made to the bills, although not all of the postal tribe’s
objections were accommodated.”™ Koizumi was keen to secure some sort of
viczory with the passage of the bills in order to show the public that he could
really achieve an important reform. The old guard, and specifically the yisei
zoku, were concerned about not appearing to defeat Koizumi’s reform program
entirely in view of the possible electoral consequences.”” In the end, however,
Koizumi’s plan for postal privatisation was so compromised that it only served
further to undermine his reputation and credibility as a reformer. The Executive
Director of Yamato Welfare Foundation, Ogura Masao, charged that since
Yamato Express had decided not to enter the postal business, many other
private companies would follow Yamato’s example. In his view, Koizumi had
been duped by the postal ‘uibe’ into accomplishing a meaningless reform
since private companies had to get permission from the ministry to do
everything, which would discourage them from participating in the postal
service and competng with the new public corporation. In particular, private
companies would have to get a ruling on what constituted a letter (shinsho)
and the ministry had the right to order what they could and could not do.”
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Accommodation of LDP wishes can also be seen in relation to the tax measures
incorporated into the ‘Basic Policies for Economic and Fiseal Policy Management
and Structoral Reform 20027, The wide gap between Koizumi's insistence
that structural reform was the most effective measure for cconomic recovery
and the coalition parties’ insistence that anti-deflationary measures wers
urgently needed to shote up the economy™ was bridged by proposals for tax
cuts as part of the proposals for tax reform. Because of the Koizumi
administration’s antipathy to restarting the fiscal gravy train, the LDP old
guard has jumped on the bandwagon of anti-deflationary policies. Such
measures arc seen as disguised economic stimulus packages which can be used
for electoral purposes. The pork-barrellers in the LDP are adepr at turning
economic adversity o political advantage, as they did in the 1990s when the
fiscal gravy train got up tremendous speed with stimulus package after stimulus
package providing rich pickings for LDP politicians and their supperters. As
with straightforward economic stimulus packages whose impact on the economy
is highly dubious, economic commentators suggest thae cutting taxes ‘1o shore
up weak domestic demand is nothing bur a shot in the avm and the effects wili
be shost-fived' ./

The CEFP June policy draft on tax reform ended up incorporating part of
the prime minister’s drastic tax reform agenda ar the same time as giving
consideration to the ruling parties’ demand for urgent deflationary measures,”
After a meeting with leaders of the three ruling coalition parties, Kotzumi
agreed to cut taxes starting in January 2003, three months earlier than the
stare of the new fscal vear, in spite of his reluctance to contemplate early rax
cuts because of his pledge to keep the issuance of government bonds under
¥30 trillion for fiscal 2002. In fact, Kotzumi used his capitulation on ax cuts
as a way to strengthen ties with ruling coalidon ofhicials.™ The proposed cuts
affected R&D spending by corporations and parent-te-child monetary gifts.

The CEFP also watered down its draft tax policy by rewriting some
expressions in the final stage of the compilation process.” Takenaka justified
this by saying: ‘Before obtaining Cabinet approval, the panel needs to obuin
understanding from the ruling parties and the government agencies concerned.
We made fine adjustments to the expressions’.” In reality, however, Koizumi
discovered that his declining popularity had weakened his executive power
and thar of executive agencies fike the CEFP cn raxadon policy. As the Nikkes
observes,
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a5 i connected with the decline in cabines support rates, the suling coalivion and bureaucracy
have strengthened pressure on the CEFE Tt can be said that the move [to incorporate tax curs
o tax reform proposals] by the government and ruling pardes hints av signs che palicy
decision-rnaking system under the initiative of the prime minister’s official residence Is coming
o a standsall.

Indicatively, the entire package of policies making up the “Basic Policies for
Economic and Fiscal Policy Management and Swructaral Reform 20027 were
subject to 2 formal agreement between the executive and party entitded Present
Economic Reviwalizing Policies—Acceleration of Measures Tackling Deflation—
{Agreement berween the Government and the Ruling Parties)™ prior to the
announcement of the package in Jupe 2002, The agreement incorporated a
number of LDP old favourites. Under the heading ‘Advancing Economic
Revitalisation Policies’, it included measures to promare urban and regional
reviralisation and rechnology development strategies, both of which could be
exploited as justification for lavishing public expenditure, including public
works expenditure, on various beneficiaries and regions. Not surprisingly, the
policies were viewed by critics as a watered down version of the CEFP's initial
objectives.™

Draft fiscal policy for 2003 met a similar fate. In what was widely perceived
as capirulating to pressure from the ruling parties and related miniseries, the
CEFP backed off from its carlier position on slashing particular government
expenditures. The initial budger guidelines advocated curs in public works
spending, social security outlays and foreign aid allocations. Yet in the final
draft, there was reference only o ‘further priositization {of important projects)
and improved efficiency’, ‘review of overall expenses’ and ‘review of the size’.*
The basic problem was that Takenaka, who plaved a central role in drafting
the document, met opposition from LDP politicians, who pressured him into
toning down the phraseology of the original document. For example, ‘scaling
down the public works budget’ was redrafted as ‘promoting more efficient use’
of public works outlays.® The LDP did nor approve the budget reforms during
its Executive Council meeting, although it did give its assent wo the document
being endosed by the cabinet on the proviso that the party would condnue to
have a free hand’ in discussing specific items of expenditure.” The Chatrman
of the Executive Council, Horiuchi, asserted publicly that the party reserved
the right to discuss the contents of the policy owline freely. In addition to the
spending cuts, the LDP was also concerned thar the budger did not include
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sufficient measures to support the financing of small business. As a resule, the
package was reworded to include phrases such as ‘efforts will be promored to
smoothly implement fiscal loans and investments’ for smaller firms®

Another pivotal issue berween the prime minister and his party is the question
of a cabinet reshuftle. Koizumi is considering such 2 move in September 2002
because of his increasing inabiliey to defy repeated demands for the appointment
of new ministers from the senior factional hierarchy now that the cohesive
power of his administration is waning. However, reorganising his cabinet is
not risk-free. Changisg the cabinet line-up might be seen by the public as a
compromise with the forces of resistance’, consequently bringing down cabiner
support rates even further® Former Prime Minister Nakasone has pressured
Koitzumi to create a ‘heavy duty cabinet’ {(j#ké naifuku) by enlisting LDP
heavyweights such as Koga, Acki and Asd, thus unifving the party and cabinet.
This view is also supported by a majority of LDP members.® In order 1o head
off the criticism that he is capitalating to the LDP anti-reform reactionaries,
however, Koizumi has asserted that he intends o appoint politicians favouring
his reform policy line as cabinet members and party executives.®

Pressures for a reshuffle, like Koizumis increasing inclination to rely on
party kingpins to get his policies successfully chrough the party and the Dier,
are testimony to the fact that Kokzami has failed completely in his bid to
reform the LDP’s faction system. The factions remain as strong as they were at
the start of his administeation. Koizumi in fact retained in his cabinet several
ministers from the December 2000 Mori Cabiner: Hiranuma as Minister of
Feonomy, Trade and Industry, Sakaguchi from the New Koémeitd as Minister
of Health, Labour and Welfare, Fukuda as Chief Cabinet Secretary, Yanagisawa
as State Minister for Financial Affairs, and Katayama Toranosuke as Minister of
Public Management, Home Affairs, Posts and Telecommunications. The last
appointment was highly significant insofar as Katayama worked on Hashimoros
failed bid for the LDP presidency, condnues to receive full support from the
Association of Special Postmasters, has stopped short of supporting the
privatisation of the governments postal businesses and in facr openly opposed
it, and is clearly one of the resistance forces and a member of LDP ‘old guard’.
Furthermore, Koizumi’s cabinet, while supposedly appointed on the basis of
non-factional considerations, strangely had good factional balance, with the
Hashimoto faction (the largest in the LDP} having as many as the Mori faction
{Koizumi's own faction).
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— External help hasnt helped

Foreign pressure, to the extent that it has been applied to the Koizumi
administration, has been largely powerless, neutered, frustrated, resisted and
blunted. In fact, the absence of true gaiatsu is bemoaned as the principal reason
why economic reform will not be achieved in Japan under Koizumi.%

The ineffectiveness of external pressure as a factor propelling Koizumi’s
structural reform revolution has several causes. First, policy issues thrown up
as part of Koizumi’s structural reform program are not ideal targets for external
pressure. As already noted, they are not in areas where external actors stand to
gain directly. Moreover, these areas go to ‘the very heatt of Japan’s state-controlled
economic structure.”® Incremental shifts in policy (which is a standard Japanese
response to gaiatsu) will not suffice.

Second, Koizumi’s structural reform revolution is primarily being driven by
domestic pressure (naiatsn), which means that the major impetus for reform is
coming from inside Japan (Koizumi and his cohorts) not outside it. Gaiarsu is
irrelevant where the Japanese executive is already on the side of external forces
in agreeing that structural reform is necessary. The United States as the
traditional agent of gaiatsu faces the same problem as Koizumi-—how to get
the LDP and the bureaucracy to agree to the needed reforms. The targets for
pressure are actually insulated within the Japanese policymaking process.

Third, because of the weakness of the Japanese economy, there are very few
bargaining chips that can be leveraged or threats that can be applied that
would be appropriate or powerful enough to move the Koizumi administration.
The US government can hardly say to the Japanese government ‘reform or
elsc’. All the US side can hope 1o do is influence the situation in a general
sense, by providing suggestions, support, exhortations and advice on specific
reforms and by exerting 2 modicum of influence.

Fifth, the United States can no longer exploit connections to powerful LDP
figures who could ‘fix’ deals in which specific concessions were made to US
interests. As Ayukawa observes, from the late 1980s to the early 1990s, there
was a kind of ‘push button’ which American officials could press to get Japan
to change in the way it wanted politically and economically, but there is no
more “push button” in Japanese politics now’.”!

Last, as time has gone by, the Bush administration has become more
impatient and disillusioned with and critical of the Koizumi administration
for lack of delivery, for not arresting deflation, for allowing the yen’s value to
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fall woo fow, and for specific policies they regard as regressive, such as the ban
on shore-selling in the stockmarker which was part of the February andi-defladion
package. They have increasingly distanced themselves from Koizumi with the
view that: Tt is not the United States that can settle Japan’s reform problem'.”
As the Yomiuri commented: “The United States has pinoed high hopes on
Primne Minister Koizumis reform drive. It is now casting an increasingly cold
eye at him. The Washingren Post compared Prime Minister Koizwmi o past
President (Gorbachev, who failed 1o reform the USSR'.® Doubrs about the
leadership of the Kofzumi administration and Koizumi’s capacity to solve Japan’s

cconomic problems ase clearly rising in the Bush administration.™

— The absence of a pro-reform coalition

The deficiencies in the economic reform team and its policies are compounded
by che failure of Koizumi and his economic reform team to build a strong pro-
reform coalition thae would have provided impetus and support ro Koizumi’s
reform program. This is partly a consequence of not delivering accelerated
gains to winners, which might have atrracted some important sectional interest
groups that could have then turned around and backed the government to
accomplish other aspects of its reform program. Other potential groups of
beneficiaries of structusal reform—consumers and taxpayers—are amorphous
and, in the face of the usual collective action problems, not highly organised
to promote reform.

Big business, togerher with its media voice~—the economic press represented
by the Nibon Keizai Shintun—-is the only special or ‘concentrated’ interest in
Japan acrively lobbying for strucrural reform. The reform agenda of business
has included deregulation, the injection of public funds into the banks,
accelerated corporate resteucturing and tax reform. The Japan Business
Federation (Nippon Keidanren), for example, has made strong representarions
on deregulation™ and tax reform, hoping for lower corporate tax rares and
ether tax measures as a vehicle 1o unleash economic growth potential. For
example, it has been lobbying for rax measures to encourage corporate
invesunent in research and development, new plants and equipment and
sophisticated IT systems.™ It has also pushed for a cut in the gift taz, expansion
of tax credits to promote housing investment and a review of real estate taxes o
spur greater liquidity in the land marker which it regards as helpful in dealing
with deflation.
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Orther business organisations have pressed for similar measures. The Japan
Federation of Employers Associations (Nikkeiren} has called for effective ann-
deflasion measures, the Japan Association of Corporate Executives, or JACE
{Keizai Doyhkai), has lobbied for deregulation and tax system reforms designed
to increase domestic demand, and the Japan Chamber of Commerce and
Industry (Nissho} has pressed for tax suts and additonal Ascal speading ™

Kotzumi has failed to deliver strongly and positively on any of these fronts.
Most of the demands from business groups have gone unheeded, except for
some actien on the disposal of bad loans and prospective tax breaks to promote
research and development by companies, which was incorporated into the
June 2002 policy package. In their despair, business jeaders have teamed up
with those from the United States to urge the government

to move with ‘greater urgency and boldness’ to push through steuctural reforms and ger Japan's
moribund seonony back on a path toward sustainable growih.. According to the statement,
some 60 business leaders. .. backed the economic reform agenda of Prime Miniser Junichiro
Koizurmi, but expressed "strong concerns’ that dithicult but necessary decisions o implement
it are being delayed

A June 2002 poll of members of JACE revealed thar only 25 per cent of
them regarded the Koizumi reforms as ‘advancing, while 56 per cent were
dissatisfied with the progress of his structural reforms, insisting that the
administration should speed up the reforms.”

Although big business is represented in various advisory councils of the
executive, including the CEFP'™ where the private sector representatives propose
initiatives that support business interests and the development of 2 more
competitive economy, big business as a sectoral interest group has become
significantly weaker in the past decade. I is certainly ineffective in comparison
with the combined weight of government ministérs on the council. For example,
passages pertaining to individual tax ftems submirted by private-sector members
of the CEFP, including a proposal for reviewing the structure of the burden of
the income and corporate taxes, were all deleted from the basic guidelines for
reform of the tax system finalised by the CEFP in June 2002,

Several factors have been responsible for the declining influence of the large
enterprise sector in Japanese policies, and particularly vis-d-uis the LDP. When
the party fractured in 1993, the Federation of Economic Organisations
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(Keidanren) relinquished its role as a pooling body for donations from its
member-companies to the party via its sponsored political funding organtsation,
the People’s Association (Kokumin Kydkai). The splintering of the conservative
side of politics, followed by the continuous and bewildering gyrations of parties
dissolving and reforming as well as moving in and out of coalition arrangements
over subsequent years, impossibly complicated Keidanren’s political funding
function. Moteaver, as Japan's economic recession became ‘stracrural’, the
husiness downturn became more or less permanent and company restructuring
costs became burdensome, the financial basis of business organisations inevitably
diminished. Membership fees, donations and entertainment expenses associated
with membership of the two domicant business federations—Keidanren and
Nikkeiren——imposed a heavy financial busden on companies. Political donations
from companies shrank commensurately—{from nearly ¥10 billion in annual
political donations before 1993 when Keidanren stopped arranging them o
¥3 billion in 2000." The decline in business political influence over the LDP
accompanied the shrinking of their financial donations ro the parry. In 2002,
the two major business federations (Keidanren and Nikkeiren) resuructured
themselves, merging into Nippon Keidanren as 2 means of reducing expenses
for their member—firms.

Finally, government policies and lack of deregulation have helped 1o drive
many producers who have wished to remain internationally competitive offshore,
Putting in place suuctural reform policies with positive gains to big business
might have turned the tde, assisted the recovery of business enterprise and
restored some political clout to big business as an interest group. In the absence
of such gains, the inrerests of the ‘intervened sectors’ remain in the ascendancy
and business remains a weak ally for Koizumi and his reform ream.
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Kormzumi’s FAILED REVOLUTION

This book has analysed the politics of Koizumi’s sttuctural reform program
against a general framework of hypotheses that posit the political conditions
for economic reform. The study has thrown into stark relief the obstacles to
reform that persist in fapan and which serve to override the many positive
political conditions for reform that Koizumi has enjoyed. Despite widespread
acknowledgment that radical reform is urgendy needed, and despite a pro-
active, pro-reform administration, Japan represents a case where economic reform
is being attempied or initated, bur the process remains superticial, partiaf,
incomplete and unconselidated.

To those steeped in the assumptions of parliamentary democracy, particularly
of the Westminster variery, such lack of progress for a leader bent on reform is
paradoxical. Surely, given Kolzumi's commitment to a genuine program of reform,
he should have much more to show for his efforts. The combination of sincere
reform intentions plus limited outcomes can only be understood against the
background of Japans unique, and to Westminster eyes, unusual structure of
policymaking.! The Japanese model of pelicymaking deviates from the
Westminster system in that the power of the executive is undermined by two
alternative power structures: the party and the bureaucracy. They prevent the
prime minister from exercising his rightful and proper authority and are thus
the main factor stopping Koizumi from exercising strong and effective leadership

238



KOIZUMT'S FAILED REVOLUTION 239

Even those who were previously key players in the waditional policymaking
structure acknowledge the source of Keizwmi's difficulties. Former MOF
Administrative Vice-Minister, Sakakibara Eisuke, has called it the ‘party/
bureaucracy complex’, which, according to Ishizuka, Tes at the hearc of the
LDP’s old-style politics...land is] Japan’s No. 1 enemy’.* A former MITI
Adminiserative Vice-Migister has reached much the same conclusion

Although Prime Minister Junichiro Koizumi is now advocating structural seform, che dual
powes structuze made up of the goversiment and the ruling coalition pardes is unfortunarcly
reducing the naton’s capacity to make correct judgements of economic and social conditions
and to cmate appropriatz poficies.”

Koizumi is endeavouring to rid Japan of the institutional legacies of the
high growth era and to convert Japan from an intervendonist declining state
into an expanding market-led economy. He is a genuine reformer who does
not casry the usual LDP baggage. Likely alternatives as prime minister are ail
covert supporters of the stz7us gue wearing the cloak of reformist thetoric. Under
their stewardship the ‘old economy’ and ‘old politics would quickly emerge
triumphant,”

Nevertheless, Koizumi’s arcributes will fall to make the difference. In
attempting to realise his reform goals, Koizumi is pirted against roo many
opposing power structures that represent profoundly ent-referm interess. As
a result, the Kolzumi administration’s reform outcomes will not be all that
distinguishable from those of his predecessors. Authoritative executive leadership
is needed for the Japanese government to carry through programs of
deregulation, fiscal reconstruction and other policy changes necessary to restore
the economy to growth.” But, because Japan’s political system Is structured o
undermine the power of the execative, prime ministerial leadership lacks power
as an engine of reform.” Ineffective government thus coropounds Japan's
economic recession. As a result, solutions o economic problems continue to
be delayed and postponed.” Koizumi needs a stronger power base from which
to subdue rival power cenires. In other words, Japan needs structural reform of
its political system before it can embrace structural reform of its economic
system. As former Prime Minister Hosokawa emphasises, "The structure of
power must change’.” At present Japan has a dysfunctional paolirical system'
that is incapable of achieving real reforms in spite of a reforming prime minister.
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Japan’s economic fature cannot, therefore, be understood without
comprehending its political system, the reason for its chronically weak executive
and the reason why it is proving structurally resistant to economic reform.
Because the political system is a drag on the economic system,” Japan’s economic
crisis s in reality 2 polidcal-system crisis. Although Koizumi's performance in
achieving his structural reform agenda and in reviving the Japanese economy
should be evaluared separately,'* there is no doubt that the two are linked,
particularly in the longer term. As Takenaka has observed: “Structural reform
is the key to fundamentally solving the problems besetting the Japanese
economy’.” Furthermore, ‘Kobzumi's prescription is the only scenario in which
the Tapanese economy can survive’ ' Economic reform is thus critcal to the
recovery of the Japanese economy, but the political system is oot delivering the
needed changes.

In sum, evaluating the prospects for the success of Kotzumi's economic reform
program requires an undesstanding of the political conditions thar may favour
or hinder these reforms. Reformist leaders in democratic systems may not have
the support of power blocs who are in a position to obstruct reforms, whether
this power is formally defined in constitutions or rules, or informally exercised
by convention, In Japan's case, a necessary condition for reform is for the
executive to be able to exert its primacy in the policymaking process over
entrenched policymaking structures in which forces opposed to reform are
embedded. Koizumi's push for reform faces the de facto veto power of bureaucrats
and LDP politicians.

Revamping the executive branch must remain an important goal of Japan's
political reform process, Although the coalition party configuration in the
Dier assures passage of government legistation and thus supporis a more assertive
executive leadership, the checks on the power of the prime minister and cabiner
are independent of parliamenrary majoritics, and lie in the ascendancy of the
bureaucracy and party sub-groupings. Koizumi has not been able to achieve
the establishment of an executive-led policymaking mechanism that circumvents
the LDP and the bureaucracy and which has the power to impose its will on
both these traditional policymaking structures. As Nakarani points out, Koizumi
has Tailed to overhaul the decision-making process, the most important element
of structural reform’™ A wp-down power structure will require changes to
entrenched policymaking norms and conventions, as well as the beefing up of
independent policy advisory structures to support both the prime minister
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and cabiner ministers. Sugimoto, for example, mistakenly argues that an
increased role for individual Diet-memmber policy experts is a solution to excessive
zoku power within the LDP'® Bur the most appropriate solution in a
parliamentary cabinet system is to restore the rightful powers of the executive,
It individual politicians develop their policymaking abilities, these could be
put to the use of the executive by their selection as ministers or deputy ministers.

if Koizumi can bring abour this kind of political transformation he will
have laid a solid foundation on which any reform-minded executive can build.
But, if he fails, his likely successors may turn to a kind of populist xenophobia
that conveniently lays the blame for Japans economic troubles on outside forces
and which uses nationalism as a force o gain public support in the absence of
conseruceive policies. There have already been manifestadions of this, with
allegations that Japan’s economic problems are really the United States” fault
and symptomatic of a US conspiracy 1o take over the Japanese economy by
buying up its assets cheaply.’” As the economic crisis takes a higher social toll,
the risks of xenophobic eactdons rise,

Given the mutual exclusivity of LDP interests and seructural reform, a
necessary condition for reform may be removing the LDP from power. The
LDP represents the bloc votes of outdated, ineflicient and protected industries
which have drained the fiscal coffers diy and which cannot withstand the kind
of market reforms that Koizumi is trying to institute. In this light, some are
advising that Koizumi should split from the party and lead a new opposition
force in the Dier with a serong public mandate o effect reform.*® This might
also unravel the tight nexus between the LGP and the bureaucracy thar protects
vested interests.’” The bureaucracy would lose its political base and main
protector in the LDP* As Miyauchi has commented, Koizumi ‘is trying 1o
change the LDP from within, but probably in vain...It seems more reasonable
w me for him to leave the party’ ® In an article in the Sankei Shinbun on 4
April 2002, Nakarani argued along similar lines that

Koizumi should teave the LDE which is full of antireform politicians, and create a new political
party with prozeform wmalters. He should then dissobve the Lowes House for a snap election.
Atier an election, be shonld establish 2 stronger Cabinet with the same views as the ruling

parey. Unless the ruling party and the Cabiner have the same policy smnce, the vvesdap of
power will continae 1o trouble the naven.®

Although Kolzumi's power base in theory remains stronger if he stays in che
party, which is the largest single party in the Diet and which is supported by
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more Japanese people than any other,” it is highly unlikely that he will be
able to remain immune to the political pressure that party stalwares will
increasingly bring to bear on him if he stays within it. If he is ‘caprured’ by the
party and is forced o compromise too much on his program, he is finished as
a reformer. As Nakatani observes, ‘the Koizumi Cabinet could revert to the
traditional Japanese politics controlled by vested interests’.?® Shiozaki adds
that he wants Koizumi to destroy the LDP before he, Koizumi himself, falls.”®

One suspects, however, that Koizumi is content to be a ‘reformer within the
system’ and that he prefers his LDP base over his commitment to reform. If
the latter took priority he would show more courage in delivering ultimarta to
his own party: reform or ¢lse! The ‘or efse’ would entail calling a general election
to try and obtain stronger public endorsement for his reform program,
establishing a pro-reform party of his own and gathering like-minded politicians
from the LDP and opposition parties around him. When his public support
was sky high, such a scenario was a real possibility, in which case, the Koizumi
administration might have represented an opportunity for significant partisan
realignment in Japan. This would have seen market reformers from the LDP,
DPJ, Liberal and Conservative parties join up to confront the forces of
conservative socialism. Because all these parties contain elements that span the
market-interventionist spectrum, it might have been possible for such a shift
to occur along economic lines, especially between parties’ senior and junior
members.*® The fact that Japan’s party system has changed from a semi-
permanent single ruling party system to a semi-permanent coalition party
system in the 1990s also makes partisan realignment easier. Japan could have
finally acquired a party that represents the broad mass of urban, consuming
voters, particularly as the reformers would represent mainly urban
constituencies. It would take such an event to create the much vaunted but
aborted ‘regime shift’ of the early 1990s.%

With the decline in Koizumi’s popularity, however, splitting from the LDP
has become less likely because Koizumi is on less sure ground within his own
party and also amongst the opposition. There is less kudos for other Diet
politicians to hitch themselves to the Koizumi star if he is no longer a star®® At
the crucial moment it would appear that Koizumi was not prepared to lay his
political life on the line by calling an election based on a reform platform,
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potentially sacrificing his links with mates in the LDE suiking out on his own
and ga{hering fike-minded reformers around him. In this respect, Koizumt
failed the test as 2 true reformer

Even if Koizumi fails, his efforts will not have been rotally been in vain, His
administration has had a significance that is only now becoming apparent and
will become even more so in retrospect. First, Koizumi has shown in stark
terms the e facto power of the LDP and the bureaucracy as discrete and
independent sources of power in the policymaking process and as a major
blockage to reform of the economy. His experience undoubtedly signifies thar
the dual LDP-bureascracy structure of power is incapable of contemplating
and carrying our reform. Koizumi has, therefore, driven home how che
traditional policymaking system is contributing to ‘fapan sinking’ {Nihon
chinbotse).” As long as this traditional machinery of government grinds on, no
reforming prime minister, even one it the Koizumi mold, will be able to achieve
substantial reform. Japan’s current policymaking structure is incompatible with
a thriving Japanese economy.

Second, leaders withour public appeal and public suppert who cannot relate
directly to the Japanese people through the media will be shore-lived and at &
severe political disadvantage. As Kiaoka suggests: “The style of politics in which
politicians speak only to insiders is...coming 1o an end’® Curtis reaches the
same conclusion. arguing that politicians heaceforth will have o follow
Kolzumi’s lead in being able to manipulate the media rather than manipulate
the LDP factions.” Moreover, strong signs are emerging that leadership
atrribures are very important in avtracting votes. As Kabashima and Imai’s
rescarch hras underlined, voting behaviour is being increasingly influenced by
the image of the leader rather than the policies of each political party.™
Kabashima recently claimed: if a party appoints a young and talented person
outside of Nagata-cho to the top, the party can leap forward'®

Third, Koizumt has provided a strong example of a new style of prime
ministership. He has operated as a top-down leader and exploited new powers
of policy initiadve centring on executive structures. For instance, he has made
2 lot more use of the CEFP than either of his predecessors. So he has effected
polirical structural reform in a modest way and paved the way for a further
strengthening of this system under a like-minded leader.
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Overall, however, Kolzumi s just a rransitional politician. Although definidive

judgment on his structural reform program cannot be passed because it is sill
work-in-progress, and although Koizami shows grear will and determinadion

1o change Japan, he is a serucrural reformer who will not achieve structural
retorm, What he has done is show the way for future leaders wo follow. As one
Japanese policy rescarcher commented, Koizumi ‘will be the man who starts
the job of reform, but he wont be the one to finish i’

A scholar of Japanese history, Kaku K628, has observed that,

even in a time of crisis in Japanese bistory, a new here does not emerge easily, The only times
Japas succeeded in reforming qaickly were the Meiji Restoration and the Tatka Reform of
S845A5), which shifted centralised power out of the hands of individual families. The pointin
conumon hetween the two reforms was gaise: invasion from the Kerean peninsula for ihe
Taika Reform and Matthew Perry's black ships’ for the Meiji Restoraton. Only after the
Jepanese have no way our of their rouble doss a revolution break our. Then the people in
power abandon theit immediare interests and reform, These 'ships’ will come soon. The Japanese
do not feel 2 crisis until v is upon chem.™
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