My name is Masaharu Nakagawa and | am a memberapank House of
Representatives. | would first like to express mgtigude for having been invited to
participate in this meaningful forum. China is lizegiant dragon that has awoken from
its slumber and is strengthening its presence 8t Baia. This forum is a very valuable
opportunity for me to discuss with the distingudhganelists here today how Japan
views these developments, and how it can constelgtibuild relations with China
moving forward. There is another important reasdry Whave decided to leave Japan
while the Diet is in session—and at a time thad<ritical to my party, the opposition
party—and come to Berlin for this conference. Aswak to resolve the situation in
East Asia, | admire how Germany and France havecomne their historical challenges
to cooperate in the construction of the EU. | anpressed by how they have focused
not on drawing border demarcations but on dilutimg dividing lines to build a union.
Furthermore, | am impressed by how at the same ttieng have maintained respect for
their respective ethnic and cultural identities levhworking to live in harmony. | hope to
learn valuable lessons from everyone today about s compares to Japan-China
relations.

| have always believed that the source of the anfbetween Japan and its
neighbors—namely China and the Republic of Koreas-een the difference in how
each country’s citizens have mentally processeddwmnd World War. In Japan, people
interpret the war as Japan having lost to the dn8&ates. That is why ever since the
Cold War Japan has willingly followed the Unitechtes—by allowing U.S. military to
station itself in Japan, and generally acceptiegAmerican standards of economics and
finance as the global standard. At the same tiroejelier, Japanese citizens have a
different interpretation of countries that wereaded and made to suffer at the hands of
Japan, such as China and the Republic of Korea. nal see the Japanese honestly
believing that they lost the war to these countrilse Chinese and South Koreans,
however, have a clear understanding that they loneawt their invaders to victoriously
triumph over Japan. In China, a point of particutaportance is that the country’s
WWII victory over Japan is also the starting paofitthe Communist Party. | believe
that the difference in how citizens mentally presss these events is a major factor
behind the unnecessarily strong nationalistic semits among citizens in each country.
For China and South Korea, Japan lost the war ared more humbly face up to history.



These countries seem to almost be looking for dppdres to point out when Japan
fails to display sufficient repentance for its wgoloings. In Japan, even if it willingly

follows the United States, often strong resentneantarise if China or South Korea try
to say the same thing. Japanese and Chinese joi#i@and leaders must remain
constantly aware of these interpretive differengken conducting diplomacy.

In terms of economic relations, from Japan’s perspe China has surpassed the
United States to become our number-one tradingh@arfotal trade has now reached
145 billion dollar. For China, Japan is its secdadyjest trading partner behind the
United States. Moreover, direct investment fromadelpas grown significantly in recent
years to reach 7.3 billion dollar. Our mutually-b&aial economic relationship is
steadily recovering despite strong anti-Japaneseements in China sparked by the
Senkaku Islands territorial issue. Neverthelessetlare signs that the two countries are
set to experience several turning points in thereutOne sign is that Japanese corporate
executives are paying more attention to intensgyamti-Japanese movements and the
resulting risk associated with China. This is asamuence of distrust in the Japanese
central and local governments’ response to theseaments. In addition, there are more
frequent strikes, human resource costs at urbastaloa@eas are skyrocketing, and the
yen continues to appreciate. The result is thatyn@mpanies are relocating their
factories to developing countries in Southeast Aara other regions; namely
labor-intensive industries like garment manufacigriHowever, this transition only
applies to relatively few companies. Most Japaresepanies have high expectations
for the Chinese market, which is expected to comtino develop and expand
significantly. Leading examples include the autorf@gbcommercial distribution, and
retail industries. Investment is thus likely to tionoe to grow for the immediate future.

A mutually beneficial economic relationship is ed&d, as China has become crucial to
the growth of Japanese companies. Internationalrisgdheory also suggests that a
mutually beneficial economic relationship is alsstabling factor between two nations.
However, in China, confidence boosted by nationadnemic success is driving

stronger nationalist sentiment among citizens amumpting the government and

military to pursue hegemony. China’s military butopereases by two digits each year.
Moreover, China continues to make unilateral agsestrelated to marine resources,



ocean territory, and land territory while expanditsgmilitary strategy into the high seas.
Japanese public opinion of China’s recent hegemaMpansionist policies can be
divided into two major schools of thought. The tfienitails criticism of the Japanese
government’s weak diplomatic stance on China amid éar a stronger stance, as well
as for militarily strengthening Japan’s alliancehathe United States and improving the
response capacity of the Japan Self-Defense Foraeality, developments in China
have moved America to implement an Asia-oriente@dtegy, which campaigns a
rebalance, or pivot, towards China. Efforts areoalsderway to enhance the
interoperability of American and Japanese forced,jaint military exercises to this end
are growing more dynamic. Moreover, in Japan ther@so a concrete strategic shift
toward China. One notable example is the revisibrthe Japan Defense Program
Guidelines, which now call for increased mobilifytloe Japan Self-Defense Forces and
bolstering defense of islands. When skirmisheseanser the Senkaku Islands,
anti-Japanese movements in China intensify. Coriegléhe potential impact of these
movements on economic activities, there is increpgiressure on the government to
suppress this opposition to a minimum and resdieeidsues at hand. In particular, the
economic sector carefully monitors the status ofn€hand applies pressure to the
government in both public and private forums. Whketthe economic sector has been
successful in this regard is up for debate. Needgts, it is safe to say that historically
the Japanese Government has responded to develtspme@hina while taking into
account these two factors.

Japan has traditionally aimed to incorporate thenemic dynamism of China into its
domestic development agenda. However, Japan hgsbeeh semi-successful at this.
Companies, for example, have been successful. dtergment and national citizens
on the other hand have difficulty welcoming certaspects of this integration. For
Japanese companies China is a vital key player.afipg operations into
China—currently the most appealing choice for imétional corporate
expansion—allows a company to be competitive at itlternational level. Indeed,
Japanese companies have used China as a base fomoduction activities while
expanding operations to the global level. Howeveis trend is viewed in a more
problematic light by the Japanese Government, dé agein terms of developing
Japanese small to medium-sized enterprises and sticrmearkets. For the Japanese



Government, a shift of Japanese factories to Chowelerates the hollowing out of
domestic industries and forfeits employment oppuoties. This, in turn, particularly
weakens rural economies. Moreover, the large infiilnexpensive products produced
in China makes economic deflation a chronic problexacerbating working conditions
by reducing wages and introducing temporary wodaremes. The environment has
significantly changed compared to the era when &€hims only seen as a trading
partner—a customer—of Japan. Today, Japanese domeskets are forced to engage
in price competition with Chinese companies whil@i@ sucks up the capital,
technological, and labor markets. Moreover, mosthaf returns on investment are
recirculated domestically in China, with only adtian finding their way back to Japan.
Japan faces a declining birth rate and aging sgceatd is entering a period of
population decline with a shrinking future mark€hina, on the other hand, has great

market growth potential, and if the returns are tigt capital will stay in China.

Looking at the political climate in Japan, theregr®wing conservative swing taking
place not only in the ruling party led by Prime hier Abe, but within the ranks of the
opposition parties as well. Moreover, althougH stidall in scale, exclusionary behavior
targeting foreigners living in Japan are garnerimpre attention and growing
increasingly militant. Behind this unhealthy sodi@nd lies a distressed and concerned
primary industry—comprising small to medium-sizedtegprises, agriculture, and
fisheries—that must rely on Japan’s shrinking ddmoesmarket. Those who oppose
internationalization and support the conservatihdt sn Japan are those in the
demographic receiving the direct negative effe€t€lunese growth. Unfortunately, we
have yet to figure out how to dovetail the advaesagf international corporations with
national interests and utilize them for improvirdge twelfare and living standards of
citizens in Japan.

Japan faces another political challenge when iteoto China. Dissatisfaction among
Chinese citizens over widening economic dispaabyruption among public officials,
and environmental pollution resulting from rapidiustrialization and urbanization has
led to pressure on the Chinese Communist Partyeinodratize the political system.
More and more people are becoming aware of “Chsid,ras it has come to be called.
This refers to concern that the Chinese Governmwéhtise anti-Japanese sentiment as



a way to vent its frustration, neglecting to sugprehe movements. There is also
growing concern over the Chinese authorities’ tolee of looting and damage done to
Japanese companies located in China. It is in ngbacterest that politics are pushed
aside while intensifying right-wing sentiment inpda combats with increasing
anti-Japanese sentiment in China. Nevertheless nivt necessarily the case that either
country is on the right path to rectifying the atiion either.

Chinese and Japanese officials, in their officiapacities, might use the following
rhetoric to describe this situation: “It is diffitdor Japan and China to like one another.
Nevertheless, they are immediate neighbors with irareasingly interdependent
economic relationship. Thus, there are some shia@sdhat are too strong to break.”
However, this to me sounds like nothing more thabr@ken marriage—a wrecked
relationship. Now is the time to take steps towaajor reform in order to resolve these
problems within the context of mutual trust. Itvisal that each country clearly shape
the challenges it aims to resolve. In Japan, thsama recouping profits from
international corporations, redistributing that it@pwithin Japan, and taking measures
to help citizens realize the true benefits of in&ionalization. In China, this means
advancing democratization in order to mitigate abcstress and promoting a
law-abiding nation within the context of universales. | believe this to be the baseline
for coexistence for both countries. In Europe, Gartynand France have precedent for
coexistence and mutual understanding using ther&tddwork. | am sure that we have
many lessons we can learn from your experience.



