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Trade, Technology and
Security: Implications for
East Asia and the West:
Part II
PROFESSOR TAKASHI INOGUCHI

Introduction
Perhaps at no other time in history have trade, technology and secur-
ity been intertwined more closely than they are today. A good illus-
tration of this is provided by a recent Japan-US agreement on semi-
conductors.1 For some considerable time Japan and the US have
been competing very hard in this area, and Japan is clearly catching
up. Responding to accusations by US semi-conductor producers that
Japanese producers were dumping their products on the US market
and to the demands for action under Article 301 of the US Trade
Act, the US and Japan have recently agreed that the anti-dumping
cases against the Japanese semi-conductor producers of the EPROM
and 256K DRAM semi-conductors be suspended, provided that:

1) the Department of Commerce monitor all the quarterly statistics on
Japan's production and sales of EPROM and 256K DRAM, and the Japan-
ese government do the same on six other kinds of semi-conductors,
including Japanese exports of semi-conductors to third countries; and

2) Japan set up an organization to expand its imports of semi-
conductors from the US and other countries.

This is a familiar story of protection and managed trade. The
agreement would have been impossible if the Japanese Ministry of
International Trade and Industry (MITI) had not used its influence to
persuade Japanese producers to comply. The Japanese government
wanted the co-operation of the US government on such matters as
the stabilization of the yen and protectionist legislation in Congress.
The monitoring agreement covers not only Japanese parent com-
panies but their overseas subsidiaries elsewhere in Asia, thus
effectively precluding the possibility of shipping from there to the
United States. Second, it reflects the race that is going on in one of
the most important high-technology industries. The pricing agree-
ment will bring higher profits to Japanese producers for the
moment, but it will also sharpen the competitive edge that South
Korean producers have in the market for standard mass-produced
memories. Third, it is a manifestation of deep US concerns about
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national security, since semi-conductors are widely used in high pre-
cision, high performance weapons as well as in civilian applications.
The US government is worried that, if US domestic producers
become steadily less competitive and the US chip market is occupied
largely by foreign-based producers, US defence equipment will have
no alternative but to rely on them. The decline of the domestic indus-
trial basis for manufacturing weapons is seen as a grave problem for
US national security.2

The intimate relationship between trade, technology and security is
worth close examination, especially in the context of East Asia, one
of the most dynamic regions in the world. Three characteristics of
East Asia make this region an excellent case for the study of the inter-
actions between trade, technology and security. First, economic
growth in East Asia is typically export-led; without smooth and large-
scale trade flows, the East Asian economies cannot continue at their
present levels of activity. Second, East Asia is continually seeking
new and higher technologies; as a region it cannot compete without
them because it is poor in resources. It is indicative of the import-
ance attached to high technologies that the Japanese nickname for
semi-conductors is 'the rice of industrial life'. Third, the countries of
East Asia are invariably plagued by a deep sense of vulnerability that
drives them to seek desperately for security, to the extent of subordi-
nating other national aspirations and priorities to that search.

The purpose of this Paper is twofold: first, to show that trade and
technology issues can often give rise to sensitive questions of security;
and second, to argue that prudent and balanced management of trade,
technology and security is increasingly necessary in this region, which
is so full of energy and dynamism yet marred by a significant degree of
uncertainty and unpredictability. The rest of the Paper will deal with
some of these issues under the following headings: protectionism in
manufacturing sectors; the decline in the prices of primary commodi-
ties; the pressure towards liberalization; the increasing costliness of
technological innovation; and security-inspired technological protec-
tionism. The primary concern is with Japan and to a lesser extent,
the two Pacific Newly Industrializing Countries (NIC), South Korea
and Taiwan, but also with China, the ASEAN countries and Australasia
whenever it seems appropriate. This focus is justified because these
three countries constitute a core component of the Western security
system in East Asia and because they are the most dynamic countries
in the region in terms of trade and technology.

Protectionism in manufacturing sectors
East Asia has its own rather heavy form of protectionism. A late-
comer to industrialization normally has a wide array of regulations
and protectionist policies designed to encourage indigenous industri-
alization. In order to obtain foreign currency reserves for the import
of capital goods and technologies, agriculture (rice production) was
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heavily taxed in earlier periods,3 but agriculture, especially rice and
silk (which was one of the main primary export commodities) lost its
competitive position as industrialization proceeded. This fact,
together with high population density and poor natural resource
endowment, has encouraged export-led industrialization that uses
other markets of the world to the fullest extent to promote its own
industrialization.

In those manufacturing sectors where the East Asian late-comers
enjoy a competitive position - such as textiles, steel, chemicals and
certain electronic products - they are very aggressive in penetrating
the markets of less competitive countries. In those sectors where the
late-comers do not have a competitive edge, including electronics, tele-
communications, software and weapons, they try assiduously to pro-
tect their domestic market first. East Asia has enjoyed access to the
huge US market for its exports for many years, but the US has been
showing a steady decline in competitiveness in certain manufacturing
sectors such as steel, chemicals, automobiles, textiles, machinery, and
electric and electronic appliances. Protectionist measures are taken
intermittently to provide emergency relief and time for adjustment. In
1984 US imports covered by special protection had a value of $US 68
billion, or 21% of total imports.4 What matters is that many of the
goods and services covered by US special protection are from East
Asia. In more than half of the 31 cases examined in the volume by
Hufbauer et al. on the topic, the suppliers affected by special protec-
tion were primarily East Asian. Such cases were textiles and apparel
(three cases), specialty steels, ball bearings, colour television receivers,
CB (citizens' band) radios, bolts, nuts and large iron and steel screws,
automobiles (three cases), heavyweight motorcycles, ceramic articles,
book manufacturing, rubber footware and canned tuna.

The intensification of trade disputes between East Asia and the US
is not always politically explosive, let alone security-related. In most
cases, it simply means that East Asia has become much more com-
petitive in certain sectors while the US has become less so. How-
ever, it has longer-term security implications that cannot easily be
dismissed. Since East Asia is dependent on trade flows to an unusual
degree, what may be taken as 'improper' handling of East Asian
countries by the US can provoke nationalistic reactions from them. It
is reasonable to conclude that the recent flare-ups of Korean anti-
Americanism took place against this background.5 Though primar-
ily directed against the South Korean government, the radical
actions of students and workers seem increasingly to take on an anti-
American character as well. Occupying US banks and cultural
centres in Korea and committing suicide by self-immolation as a pro-
test to the US and Korean governments are manifestations of the
intensely political emotions of the Korean radicals. Nevertheless, the
radicals aside, many Koreans seem to believe at the bottom of their
hearts that South Korea, a front-line state which is shouldering heavy
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military burdens for the United States and the West in general,
should be more or less exempt from US pressure over the regulation
of exports of textiles and apparel, which is but a trifle compared with
national security. This perception of the relationship that stresses its
'give-and-take' character could change the nature of alliance, with the
erosion of what Koreans seem to believe is the 'take' side, namely the
belief that the US should take a lenient and generous position on
Korea's management of its economy and trade.

The US way of dealing with trade issues certainly seems to irritate
some Koreans. On the one hand, the US encourages East Asians, as
well as others, to become fully-fledged members of the free trade sys-
tem, and requests (or even pushes) Korea to liberalize trade, to
deregulate financial institutions and to raise the value of the won
against the dollar so that Korea's trade surplus with the US will
decrease. Yet this same US virtually imposes on Korea - at least
Koreans seem to feel that way - its protectionist measures in textiles
and other products without the courtesy of 'proper' consultations
with the governments of countries known for the value which they
place on face-saving measures and rituals.6 Similar considerations
apply to other East Asian countries but South Korea represents the
most acute case, the one where trade and security are linked most
closely, if not quite directly. Since trade is a linchpin for the survival
and prosperity of the East Asian countries, it can be argued that the
aggravation of trade disputes, left to themselves, could encourage
these countries to reconsider their security arrangements seriously
over the longer term.7 This is a important point that should be
stressed because the economic, technological and military capabili-
ties of these countries are steadily increasing.

From the other side of the Pacific, what Americans see as the intran-
sigence of these countries tends to reduce the willingness of the US to
be ready to intervene effectively for their defence. Though public
opinion about such willingness has been more or less stable for some
years,8 it is hardly necessary to state that in the longer term American
public sentiment can be very volatile about its Asia policy. In other
words, trade disputes have the potential to weaken the security ties
across the Pacific substantially if they are not properly handled.

Decline of primary commodity prices
A recent study shows that throughout the world the amount of pri-
mary product required for a given unit of economic output has been
shrinking by 1.25% a year since 1900.9 Since the production of pri-
mary commodities has been increasing very rapidly as a result of
the heavy use of chemical fertilisers, extensive mechanization and
other advances in agriculture and mining, prices have been basically
on the decline over a long period. In the mid-1980s, the prices of raw
materials recorded their lowest levels since World War II in relation
to the prices of manufactured goods and services, and according to
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Peter Drucker this trend is not likely to be arrested for some time to
come.10 If that is the case, it is a grave matter for commodity-
exporting countries. Half the exports of the Philippines, for
example, are primary commodities.11 It is thus no wonder that the
Philippines, so heavily dependent on primary commodities for
foreign exchange, has registered large current-account deficits, a
problem further compounded by the borrowings from abroad for its
industrialization efforts and the very high interest rates ruling during
the first half of the 1980s in the US and other countries. Needless to
say, there are many more factors in the economic stagnation of the
Philippines than the collapse of commodity prices, but there is no
doubt that this is one of the main causes. As in the Korean case, the
decline in the prices of raw materials is not directly related to secur-
ity, but exports of raw materials do carry great weight in the Philip-
pine economy and provide a large amount of government revenue
which can be used for achieving stability and fostering a sense of
national purpose. Economic stagnation and political instability are
almost inevitable when industrialization programmes do not progress
faster and export earnings decline because of the collapse of primary
commodities prices. Insurgency and instability obviously matter any-
way, but the threat they pose to the two large and well-equipped US
military bases in the Philippines concerns the security of the West in
general.12

The decline of primary commodities trade affects not only the Philip-
pines but also other resource-rich countries of the Asian-Pacific region,
such as Malaysia, Indonesia, Australia and New Zealand. The general
dissatisfaction of those countries with large industrial economies such
as the EC, Japan and the US is clearly on the increase.13 First, the indus-
trial economies generally have a very high level of agricultural protec-
tion, which effectively prevents exporters of primary commodities
from penetrating their markets. Among the East Asian countries, Japan,
Korea and Taiwan have the tightest protection of rice prices in the
world.14 Second, a large proportion of agricultural trade now takes place
among the industrial countries of the North rather than between them
and the commodity-exporting countries of the South. The commodity-
exporting countries are harmed by bilateral and multilateral agricul-
tural deals largely engineered by the industrial countries of the North,
whether between the US and the EC or between the US and Japan. For
example, the bilateral deal for beef between the US and Japan has
placed Australia at a disadvantage since lower-priced Australian beef
could penetrate the Japanese market much more effectively, if that
bilateral regulatory agreement did not exist.15.

The prospect that the focus of the new round of GATT talks will
include agriculture along with services, high technology and intellec-
tual property does not excite most commodity-exporting countries,
which were disappointed by the outcome of the Tokyo Round in
agriculture.16 There is general dissatisfaction on the part of raw
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material exporters with the closed European and Japanese agricul-
tural markets, and with what seems to them to be the US attack on
bilateral deals, using the US security leverage, which leaves them in
an ever-worsening situation.17 This widespread dissatisfaction is a
powerful argument for devising a mechanism to ease the difficulties
of commodity exporters in the region in the enlightened interest of
the West.

Pressure towards liberalization
The Western Pacific has become one of the most dynamic regions in
the world, and is increasingly linked with the no less dynamic North
American region in terms of trade, technology and finance flows.18 It
is no wonder that many people in the Pacific region have come to
think that they would derive much benefit from the demolition of the
large barriers across borders to trade, technology transfer and
finance. Since the US is the most powerful country in the region, its
somewhat ambivalent strategy there merits special attention. The US
needs access to an increasingly large and dynamic market in the
Western Pacific, especially in those fields where the US performs
excellently but the regional states may not be so competitive -
namely, agriculture, services and high technology. In turn, the
regional countries need access to the US market (and that of Japan)
for their exports of manufactured products.

Against this background, the US has been following two tracks:
multilateralism and bilateralism. The former is exhibited largely
through the GATT trade talks and seeks the application of non-
discriminatory free-trade principles, whereas the latter is manifested
in bilateral negotiations towards free trade. What bothers some people
in the Western Pacific is the tendency of the US to deal bilaterally with
those regional countries where it can wield special influence in order
to obtain concessions because of the security it provides.19 Since liber-
alization is spearheaded by the US, a country which was once hegem-
onic but now somewhat resigned to being primus inter pares, though
reasserting itself through reshaping international rules,20 countries that
feel pushed into liberalization often manifest various forms of
nationalistic reaction. The problem is real for those late-comers who
have long adhered to traditions - norms, rules and institutions - dif-
ferent from those of the early starters in Western Europe and North
America. Japan and the Pacific NIC are such late-comers, broadly con-
ceived. The question is whether these differences are manageable and
how far the countries concerned can construct common rules.

One powerful argument for the necessity and desirability of such
arrangements when there is severe conflict of interest has been put
forward by Robert Keohane in a more general setting. He postulates
that the US hegemony is over, and that co-ordination and
co-operation with other states have become much more important
than before in the maintenance of international rules and institutions
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for the provision of what are called 'international public goods' or the
international arrangements for peace and prosperity.21 Keohane's
specific prescription is a 'tit-for-tat' strategy to induce co-operation in
a situation resembling the prisoner's dilemma. That is to say, when
two actors do not co-operate they produce the worst collective out-
come, but the outcome is still the second best for a defector - but
the worst for a co-operator - unless both co-operate, when they pro-
duce the best outcome. In order not to have the worst collective out-
come in repeated rounds of the game, Keohane, following Robert
Axelrod,22 suggests that non-co-operation should be punished but
co-operation be rewarded. This strategy is presented as that of a
primus inter pares after hegemony; the US is still the greatest power,
the one which takes the initiatives in an effort to exert its influence in
reshaping international institutions towards common goals. Whether
the 'tit-for-tat' strategy is productive, especially in relation to the
nature of strategy and the domestic foundations that can sustain the
strategy of (presumably rational) state managers, must be empirically
examined.

In the setting of trans-Pacific frictions, what is often observed, at
least from the viewpoint of the Pacific NIC and Japan, is that the US
frequently resorts to request-cum-pressure, making full use of its
security relationship with allies and partners in order to obtain
further concessions from them in the forms of trade liberalization
and financial deregulation.23 Its strategy differs from one country to
another: the most interesting case is perhaps that of South Korea
where the US has accumulated large trade deficits and is now
pressing for further and faster liberalization. A slightly different
example is Taiwan, which has accumulated a large surplus with the
US but has no security tie with it in the form of a security alliance.
The US keeps pressing Taiwan for further trade liberalization, but in
a somewhat milder fashion than with South Korea, although Taiwan
does value the supply of weapons by Washington.

Of the three countries concerned, it is on Japan that the US
perhaps exerts the strongest pressure for further trade liberalization.
This seems to be based on the (largely justifiable) view that Japan
should play a far larger role than it does at present in reshaping inter-
national rules and bearing the burdens of international management
in co-operation with the US and other major countries.24 Especially
alarming to Japan's trade partners is its large current account surplus
with them, including the US, the Pacific NIC and the members of
ASEAN. For these countries, Japan represents the biggest problem
among their trade issues. Their demands are basically threefold.
First, that access to the Japanese market must be significantly
increased. For that to happen, the various forms of regulation and
protection applied by Japan in such matters as standards, distri-
bution, employment and subsidies must be drastically reduced. Sec-
ond, that the Japanese economy must be reframed to encourage
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much higher levels of consumption; this should include tax reforms
and moderation of the over-dominant bureaucracy. Third, that Japan
should be more generous in its international contributions in such
matters as security and technology transfer. Though Japan is partici-
pating more widely in what is sometimes called 'the provision of
international public goods', (for example, Official Development
Assistance (ODA) and contributions to international organizations), it
is a little harder to do this in the fields of security and technology.
First, the pacifist-isolationist impulse has been a strong disincentive
to wider government involvement in international security arrange-
ments: military technological co-operation is restricted to Japan's
ally, the United States. Second, being a more advanced late-comer,
Japan has until recently been much more hesitant and less generous
than the US about transferring technology to developing countries.

What bothers many Japanese is how the request-cum-pressure
from the Americans is exerted. It is clear that many of the US
demands are neither concerted nor co-ordinated within the United
States. Rather, they are simply a manifestation of the pluralistic
demands of the American political process. But from the Japanese
viewpoint the US demands often give the impression that the US
wants to transform Japan by twisting its arm. Since history has made
it quite clear that Japan is more than capable of adapting to a new
politico-economic environment, it is perhaps unnecessary to stress
that its flexibility would largely cancel out any potentially
destabilizing effects of such pressures on the local economy. The
point here, however, is the impact over the longer term of these inter-
actions of pressure and response, demand and acquiescence, as
reported in the Japanese press, on the psychological attitude of the
Japanese.25 Confronted with the always irresistible forces of what the
Japanese call 'internationalization', many of them seem to be revert-
ing to the values of traditional morality, the work ethic and
nationalism,26 which may cause them to react unexpectedly to the
three basic demands from abroad listed above.

What is more likely to become a perennial problem as Japan
moves up the ladder of nations in economic, technological and mili-
tary capabilities is that two opposing forces will emerge in Japanese
society: internationalism and isolationism. The higher the perceived
short-term costs of co-operating and co-ordinating policies with the
rest of the world, the more powerful the impulse to 'go it alone'.
Depending on this balance, the directions that Japan might take
could vary significantly. This is why political upheavals, small or
large, in countries adjoining the US are watched carefully in Japan.
For instance, the US demand that Mexico scrap its nationalized
industries, which form a linchpin of Mexico's ruling party, led to the
resignation of its Finance Minister. In Canada, the Prime Minister's
party has difficulty in pushing the 'go along with the US' policy in
trade too far and too fast. South Korea's problems have already been
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discussed. For obvious reasons, these are developments that Japan
cannot afford to overlook.

The increasing costliness of technological innovation
Technological innovation is always expensive for a forerunner. The
costliness and uncertainties of technological advancement, coupled
with the pervasiveness of technology in modern life, have made tech-
nology policy an area of very high priority for any government.27

Furthermore, the fact that the US has been widely acknowledged as a
leader in many high-technology areas places the rest of the world in
the difficult position of looking up to and following the US, while at
the same time exploring areas where it can achieve something itself,
albeit with high costs and uncertainties.

Japan has become more keenly aware of this difficulty as it has
reached technological frontiers in a number of areas. The percentage
of total revenue spent on research and development (R&D) has risen
steadily in many Japanese firms. The problem is that the US, which
used to be very generous to followers like Japan in disseminating tech-
nological information, has become much less so because it realizes
that it is being overtaken by some of these followers. Especially in the
high-technology areas, the US seems determined to retain its
superiority.28 Two main arguments seem to be salient in US demands
on Japan.29 One concerns reciprocity; the other security. The reci-
procity argument is that, despite recent Japanese technological
achievements, Japan is niggardly about disseminating its own techno-
logical information to other countries, and that without reciprocity
the US should deny Japan liberal access to American technology. The
security argument is that Japan and some other countries are some-
what lax about making available some of the security-sensitive tech-
nologies to socialist countries, and so these technologies should not
be given to Japan. The US also seems to feel that Japan is not as forth-
coming as it would like in making Japanese technological infor-
mation available to the US; thus the US Congress has recently passed
a law intended to facilitate the translation of Japanese technological
information into English.30 There is a strong feeling in the US that, if
the US is denied access to Japanese technological information, Ameri-
can universities and research institutions can legitimately stop the
provision of such information to Japan. The reciprocity argument, of
course, is often camouflaged by the security argument. In particular,
the Act of 1985, which regulates exports of high-technology products
and licences even to members of CoCom, effectively prohibits the dis-
semination of technologies even when they have been developed in
US universities and research institutions under commissions from
Japanese firms. The Act has recently been further revised to tighten
the regulation, on the grounds that the Soviet Union obtains techno-
logical information from some Western countries.
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The counter-argument (the liberal one) - that too much regulation
of the dissemination of technological information will reduce the
pace of US technological advance - is no less strong. The US
government's regulation notwithstanding, US universities and
research institutions have become increasingly dependent on collab-
oration with Japanese firms in financing research projects, as the US
Federal Budget has become very tight. Against this practice not only
security considerations but also concerns about competition are put
forward; that is, that US-Japanese research collaboration facilitates
the transfer of new technologies into manufacturing for Japanese
firms, thus damaging US firms.

Japan's most likely course is to develop its two-track policy. One
branch of this is to depart from the system of dependence on US research
for technological information and to expand its niches on the technologi-
cal frontiers autonomously, as far as it can; the other is to strengthen the
Japan-US collaborative research system. Japan's choices in this respect
will significantly affect the course it will take in terms of reframing its
economy and restructuring its national security policy, and this is likely
to be of great interest to the Western security system.

Security-inspired technological protectionism
The United States has intermittently manifested its strong protectionist
impulse as many of its manufacturing sectors have become decreasingly
competitive with Japan and some other countries. Pressure from these
countries is such that as many as 200 protectionist bills have been
tabled before Congress. In order to adhere to the overall principle of
free trade, the President often accommodates some of the protectionist
spirit in order to thwart protectionism. He vetoes outright protectionist
bills while partially accommodating protectionist sentiments.31

One prominent example is the application of clause 232 of the
Trade Enhancement Act, which purports to protect domestic indus-
tries for reasons of national security. Regulation of technology flows
has become less effective since specialists have learned how to con-
vert civil-use technology to military use without much difficulty.
Given the inevitable diffusion of technology, the battle to move
faster up the ladder of technological innovation is now fought much
more fiercely. As domestic protectionist pressure mounts, its appli-
cation has tended to widen. As far as Japan is concerned, the follow-
ing five cases provide good illustrations:32

1) In February 1983 Kyoto Ceramics Inc. sold its subsidiary Dexel
Inc. to Gould Inc. after it was advised to do so for security reasons;
2) In March 1983 President Reagan demanded voluntary export
restraints on Japanese manufacturers of machinery until Novem-
ber 1986, when he was to make a decision on the application of
clause 232 of the Trade Enhancement Act;
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3) Mitsubishi Chemicals Inc. sold Optical Information Systems (a
manufacturer of semi-conductors and laser instruments) to
McDonnell Douglas Inc. at the request of the US Department of
Defense (DOD) in December 1983;
4) Sumitomo Metallurgical Engineering, when purchasing
Chase, Burns Inc., had to return the company's military div-
ision to Allegheny International at the 'request' of the Depart-
ment of Defense in December 1983;
5) In September 1984 the Defense Department expressed concern
about the purchase by Minnebear Inc. of New Hampshire Ballbear-
ing Inc. and the matter is still in dispute.

There are four arguments relating to security-inspired technological
protectionism. The first concerns security. In order to protect security-
sensitive information, the argument runs, it is necessary to prevent
firms that manufacture security-sensitive products from merging with,
or being purchased by, foreign-based firms. If such mergers or purchases
were allowed, security-sensitive products and technologies might be
transferred to hostile foreign powers. This is actually the spirit of clause
232. The second concerns competition. In the US political system it is
difficult to mobilize support without waving the banner of national
security. Thus, even when it is simply a matter of reducing industrial
and business competition, the national security argument can be used to
justify prohibiting foreign firms from purchasing the manufacturers of
security-sensitive products. The third is the technology argument. This
claims that, even if dissemination of technological information and
exports of sensitive products are forbidden, technology is bound to dif-
fuse over the longer term because absolute geographical and
communicational isolation does not exist. Even if isolation were poss-
ible, someone somewhere would probably come up with an idea lead-
ing to a technological break-through. In such a scenario, regulation
might not matter too much either way. On balance, therefore, the nega-
tive effects of regulation on research achievements perhaps outweigh
the positive ones in the longer run. The fourth argument is the liberal
one, which goes as follows: under conditions where flows of trade and,
by extension, flows of research communications are restricted, the glo-
bal level of research advancement is likely to fall. Any hindrance to the
freedom of research and communication is likely to produce goods that
are less than satisfactory, and thus many countries will suffer from pro-
tectionism or autarchy in the longer run.

In the United States it is the first two arguments which have been
strongly voiced recently, yet the technological imperatives also seem
to be pushing in the direction of further collaboration with Japan.
Japan therefore pursues, as noted earlier, a two-track policy: the
autonomous development of technology side-by-side with close
co-operative advancement with the US.
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The decision about whether and how to participate in the US SDI
research programme illustrates Japan's difficulties.33 First, the Japan-
ese government has had to take into account Japan's strongly
pacifist bent, and the consequent legal and administrative commit-
ments which constrain Japan's military and technological interac-
tion with other countries. The first step towards participation in the
programme through a governmental agreement has already been
taken; in line with the Japan-US Mutual Defense Assistance Agree-
ment of 1954, the November 1983 Weapons Technology Exchange
of Notes on the Provision of Weapons Technology to the US and the
December 1985 Exchange of Notes on Details of Implementation of
the November 1983 Exchange of Notes were concluded. The Japan-
ese government has disarmed criticism by using the 1954 Agree-
ment with the US, and the two Exchanges-of-Notes have been con-
cluded to adapt the Agreement to this particular case. Furthermore,
the 1954 Agreement makes it easy to handle the implementation of
the US demand for secrecy on certain matters, since it contains the
appropriate clauses. Not surprisingly, it was only after the ruling Lib-
eral Democratic Party's (LDP) resounding electoral victory on 6 July
1986 that the government announced (on 9 September 1986) its
decision to participate in the programme through a formal
agreement.34

Besides the problem of internal politics, the issue of technological
costs and benefits must be considered. Many Japanese firms seem
eager to be exposed to, and to benefit from, participation in parts of
the SDI research programme, and the trend towards US-Japanese col-
laboration appears to be further enhanced by Japan's willingness to
participate. It is true that there is some apprehension over how to use
the resulting technology products, but many firms seem to have cal-
culated that the benefits will be greater than the costs in the longer
term. The SDI programme is seen - at least in the longer run - as
opening up technological frontiers in many areas which will provide
immense opportunities for Japanese industry. Government nego-
tiations are under way about the problem of how to use the resulting
technology products. It is yet to be seen, however, how successful the
Japanese government will be in not accepting the formula contained
in the agreement between the US and West Germany, in which
Germany's use of the products is severely circumscribed.

The security issue is seen basically in terms of Japanese
co-operation with and contribution to the US-led security of the
West. It is true that the Japanese government is no less concerned
with the US-Soviet military balance, with the potential instability
brought about by enhanced competition in ballistic missile defence
(BMD) between the two super-powers, and with the effects that SDI
may have on the numbers of ballistic missiles now deployed. But the
view seems to be widely held in Japan that the SDI programme will
not create any immediate, tangible changes in the defence postures of
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the two super-powers or in the military balance. It is ironic that this
view, coupled with the government's low-key and cautious attitude to
the issue, has stifled any deepening of the discussion on Japan's par-
ticipation in SDI research. The impact of BMD on Japanese security
therefore, has been neither directly addressed nor widely discussed.

Four concerns seem to be common to America's allies. First, that
US-Soviet competition over ballistic-missile offence and defence
should not be allowed to increase military instability or the likeli-
hood of a world war. Second, that US-Soviet competition should
not work in the direction of subordinating considerations of national
security to global security solely as perceived by the US government.
Third, that US-Soviet competition should not exclude US allies from
the benefits of technological diffusion and spill-over. Fourth, that
US-Soviet competition should not be allowed to reduce the overall
security of the West - including Japan. It seems that Japan and other
East Asian countries are apprehensive about the general trend
towards steady militarization in the region, but that most of them
have not articulated their thoughts on BMD and the offensive stance
that it may imply insofar as this affects their own security policies.
China may be an exception to this observation. Being a nuclear
power, China seems to be the most articulate about the SDI pro-
gramme and its probable consequences for its own security.35 Not
unnaturally, China is alarmed by the prospect of Soviet BMD.

On the more immediate issue of balanced cuts in the Intermediate-
range Nuclear Forces (INF) deployed in Europe and Asia by the US
and the Soviet Union, both China and Japan are concerned that the
US might not push the issue strongly enough with the Soviet Union,
despite 'domestic political pressure, Soviet intransigence, and Euro-
pean insistence'.36 Any US failure in this respect is likely to lead
China to reconsider its strategy of using the US as a counterweight to
the Soviet Union. It is also likely to affect the embryonic large-scale
defence co-operation between the US and Japan. Japan has all along
been less worried about Soviet INF than China, if only because of the
belief that they are primarily targeted against China. Yet, if Japan
becomes closely identified with US strategy, especially with its for-
ward defence strategy, and if China distances itself further from the
US, the Soviet Union might re-target some of its Asian INF from
China to Japan. However, the new Soviet willingness to partake of
what may be called Pacific economic dynamism with other Pacific
countries, manifested in the Gorbachev speech at Vladivostok on 28
July 1986, might have some moderating effect on its policy towards
Japan as well as China. South Korean developments should also be
watched carefully in this regard. A recent publication of the 'Minutes
of the Closed Hearings of a Subcommittee of the US House of Rep-
resentatives' has shown that the US Air Force is planning to mod-
ernize nuclear munition stores in 26 US bases world-wide - includ-
ing the US base at Kunsan, South Korea. This has brought a
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(somewhat disingenuous) statement from the South Korean govern-
ment that it had not been informed of the plan. If it were
implemented, it is perhaps possible that South Korea might recon-
sider its security policy.37

With respect to conventional weapons, the pacifist commitment of
the Japanese government constrains the development of certain kinds
of weapons. 'Offensive' weapons are not manufactured or imported
and weapons manufactured by Japan cannot be exported. The govern-
ment has even tended to discourage Japanese development of
weapons. Thus half of the weapons of the Japanese Self-Defense
Forces (SDF) are made in or licensed by the US. Yet the impulse
towards autonomy in the production of weapons has not been negli-
gible, especially in the production of fighter aircraft. Although the
SDF at present has only one kind of indigenously-manufactured
fighter, the F-l, the history of the development of the next ground-
attack fighter, the FSX, is a manifestation of this impulse.38 The final
decision on the FSX appears to be that neither Tornado (built by three
European countries), nor the F-l8 (McDonnell Douglas), nor the F-l6
(General Dynamics) satisfies the SDF. The three requirements the SDF
sets for the FSX are that: 1) a support fighter should have some air
defence capability as well as a capability against ground and maritime
targets; 2) it should have two engines - for safety reasons; and 3) it
should have a radius of action of 450 nautical miles (nm) when loaded
with four air-to-sea missiles. Needless to say, two unstated criteria,
national pride and the desire to develop indigenous technology, seem
to be of the utmost importance in the decision. Not surprisingly there-
fore, one hundred FSX fighter aircraft are to be manufactured by
Mitsubishi Heavy Industries and other Japanese firms, with the par-
ticipation of US engine manufacturers. The Japanese two-track pol-
icy on technology is evident here also.

Conclusion
Trade, technology and security are linked in the Pacific region, more so
than some would like to think. They will remain linked because of East
Asia's perennial sense of vulnerability and economic anxiety. Only if
export-led growth, economies increasingly oriented towards high tech-
nology, and the restless search for security can be politically reconciled
will the region remain stable. It is not clear that they can be reconciled
satisfactorily for all parties because, as noted here, the elements of con-
flict undoubtedly exist and seem likely to remain unresolved. The
problem is how to channel the region's undoubted energy in creative
directions for the 'general good' of international security.

It could be argued that the East Asian countries, and more broadly
the Western Pacific countries, have basically set the direction of their
economic development, and that what remains for them is simply to
achieve political maturity and the consolidation of democratic
politics.39 It is true that political issues have come to loom large in
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East Asia, but it would be a mistake to think that the countries in the
region have solved their economic problems for all time. Clearly they
have not. Prudence and moderation are now needed more than ever,
by all the actors across the Pacific, in dealing with these intricate
issues.

I have benefited from helpful comments by Peter Drysdale and Nobuyasu Abe on an
earlier draft of this Paper. Ellen Frost, Bernard Gordon, Lincoln Gordon, Ernest
Guerri, Francois Heisbourg, Kenneth Hunt, Michael Intriligator, David Kelly, Joseph
Nye, Yoshio Okawara, Robert O'Neill, Peter Polomka, James Richardson, William
Schneider, John Wilkinson, Charles Wolf Jr, and many others made useful comments
towards revision. Janet Healey has helped me to refine the manuscript. However, the
responsibility for the views expressed is solely my own. The Paper was completed
when I was a senior research fellow of the Australian-Japan Research Centre, Aus-
tralian National University, July-September 1986.
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