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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



4 JAPAN'S FAILED REVOLUTION

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.





