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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.
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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’.**’



COPPORTUNITIES LOST 117

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
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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.

NOTES
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There were fears that the end of full government protection of deposits in banks on 31 March
might precipitare such a 2risis,

Former Prime Minister Hosokawas Motihiro commented ar the titme that politicians, bureaucrars
and the general public go abour their business without a sense of crisis’. The Jepan Times Online,
<hegpi forww japantimes.co.jp/ogi-bin/geted p 15260200205 20mbubenys, CE che comments by
Anaeele Kalewky quoted in Chaprer 2 on “Koizumis Power Base’.

The stockanasker was stabilised by a dampdown on short seliing in the second and-defiamion
package,

Ediorial, Nikkei Weekly, | Aptil 2002

This eccurred during the financial crisis of 199798, which, 2s Amyx argues, contributed directly
10 the artack on the MOFS financial supervisory powers as well as giving rise to the ‘exrraordinary’
polidcs of a group of coaliion-oppositon policy entzepreneurs circumventing policymaking
norms and implementing their own selurion to problems in the banking svstem. See Jennifer
Amyx, ‘From Breshdown to Breskehrough: Passage of the Financial Revitalization Law and the
Emergence of a New Policyrmaking Mechanisn in Japan', unpublished s, 2000, pp. 18-24.
Sece also Chapuer 3 on "Party-Bursaucratic Government'.

See Chapter $ on Farcy-Bureageratic Government'.

For a discussion of the role of zoku in the LDP and in policymaking, see Chaprer 5 on “Party-
Bureancraric Government’,

The Japaness press reported that only the governors of large urban prefecrures, such us Tokyo,
Osaka and Alchi (Nagoya) supported the Kolzumi inidative. The fapan Thnes Online, <hupiff
www japantimes.co.jp/ogi-binfpetarticle. pl $7d 2001060521 hems.

Nonaka was well known at the time a5 the ‘power behind the throne’ becanse of bis ahilisy ro

wheel and dea! in the paryy in order (o get policy agreement.

* This was the Highways Invesdgation Commsittes. See Chapter 5 on Party-Bureaucraric

Government.
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Daily Yomiuri On-Line, <htip:/ hwww.yomiusi.co.jp/newse/20020425wo0 1. hem>. The failure to
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’.



2

34

i3

3¢

i3

A7

440

41

42

(OPPORTUNITIES LOST 121

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,
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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





