CHAPTER 7
The Ruling Party’s Okinawa FTZ Plan:
The Power of the LDP “Policy Tribes”
(November 1997 – March 1998)
Japanese state … can be characterized as “refractive,” absorbing and responding to demands emanating from groups in civil society and from the electorate, but trying in the process to bend those demands into a shape that conforms as much as possible to the interests and the preferences of the managers of the state themselves. The state, however, is hardly a unitary actor. 

G. L. Curtis, The Logic of Japanese Politics, 9.

The policy tribes or the zoku politicians of the Liberal Democratic Party (LDP) exercise influence over certain policy areas, such as for instance, air transportation, education, telecommunication, fisheries, tobacco or taxes. They function as “political agents of the special interests, intermediating between individuals, groups in civil society and bureaucracy.”
 The case of the All-Okinawa FTZ Plan formulated by the Okinawa prefecture presents the ample case of their influence and methods of assimilating local initiatives, mostly by “refraction” as discussed further in the chapter. The power of the zoku shaped therefore the outcome of the local policy but other factors were also at play. They included the lack of political will on the part of the prime minister to counter the power of the zoku, the justification provided by reports of think tanks and deliberative commissions that uphold the LDP position, and also the absence of an experienced player on the prefecture’s side to lead negotiation with the central government under favorable for the prefecture circumstances. 
When the prefectural government submitted the All-Okinawa FTZ Plan on 5 November 1997, it seemed that another window of opportunity might be opening for the Okinawan side. On 2 October, the Nago City Assembly decided to hold a referendum (scheduled later for 21 Dec. 1997) on construction of an offshore heliport in Henoko (Camp Schwab) in Nago city that was to become a relocation site for the Futenma Air Station. Prime Minister Hashimoto and the ruling LDP were determined to win the referendum and finally put an end to the Futenma relocation problem. The situation hence seemed to provide the prefecture with a new bargaining card vis-à-vis the central government in negotiations on the local plan. The chance was however missed due to several factors detailed below. 
1. Rejection of Reappointment of Vice Governor Yoshimoto

The first signs of problems in the prefecture surfaced in the fall of 1997, when a discontent with the prefecture’s managerial style erupted in a form of severe criticism against Vice Governor Yoshimoto. Yoshimoto was accused by political factions of the prefectural assembly, ironically by the members of the ruling progressive camp (the Okinawa Social Masses Party and the Communist Party), for a “top-down style” and lack of consultation with the assembly on the important policy decisions, including the prefecture-wide FTZ plan.
 The Communist Party attacked Yoshimoto most severely however for pushing the governor into various concessions on the military base issues in negotiations with the central government,
 and demanded that the vice governor withdrew his remark made at the assembly’s December 1996 session about a possibility of relocation within the prefecture, specifically of the Naha port military facilities to Urasoe city.
 The Okinawa Social Masses Party changed its position in the end and voted in favor of Yoshimoto, but the Communist Party remained unmoved. 
The opposition LDP Okinawa on the other hand, recognize it chance for shaking up the ruling local coalition, although initially against the stance of the LDP party headquarter in Tokyo,
 and joined the Communists in opposing the vice governor’s reappointment. The LDP Okinawa was quick to see the post-Ōta era coming with the gubernatorial election due in November 1998, and even successfully pushed through with the resolution for a secret voting to enable “honesty,” which became crucial in deciding the final outcome. Consequently, short of the majority, the Prefectural Assembly voted down the motion of Yoshimoto’s reappointment, first on 17 October 1997 (20 in favor, 21 against and 1 blank),
 and the second time, on 22 December of the same year (21 in favor, 16 against and 8 blank).
 Due to the secret voting, as calculated by the LDP Okinawa, more members from the ruling camp decided to actively or passively oppose the reappointment than it was initially expected. 
The rejection of Yoshimoto’s reappointment reverberated strongly both in prefecture and among the central government officials. At home, the concerns were voiced that the exclusion of the vice governor, who was considered the main channel of communication with the central government – would have adverse consequences for the economic policies,
 while in Tokyo, the officials worried that it would obstruct negotiations on the relocation site for the Futenma Air Station.
 It is hard to estimate the exact impact of the Yoshimoto’s rejection on the outcomes of the FTZ plan and other local policies, but his removal from the post was perceived both by local and central actors as one of the major obstacles to proper communication between the two.
 
2. Second Public Commitment of the Prime Minister Hashimoto to Okinawa Development
Vice Governor Yoshimoto was dismissed just before the FTZ policy process entered its crucial stage of negotiations with the central government, and also, in the midst of preparations for the Nago city referendum on the construction of an offshore heliport for the Futenma relocation. 
The referendum campaign already started on 13 August 1997 when the Promotion Council for the Nago City Referendum Concerning the Heliport Base Construction
 requested Nago city Mayor Higa Tetsuya to hold a referendum, and handed the collected signatures (17,539), much above required one fiftieth of total voters (31,479).
 The council was initiated by local labor unions and citizens’ groups already in January that year (formally established on 6 June 1997),
 but it waited with the signature-collecting campaign for the central government’s decision to start the research study for the heliport construction (13 Aug.). The referendum, which is not legally binding and therefore not restricted by the electoral law, was to exceed all elections the prefecture had ever seen in terms of the central government’s interference. 
The central government’s pro-construction campaign, which considerably intensified from November 1997, began with Prime Minister Hashimoto’s attendance at the convention of the Okinawa District Council of Japan Junior Chamber
 in Naha city on 23 August, where for over one hour Hashimoto talked about results of the government’s “utmost efforts” for the resolution of the Okinawa base problems and economic promotion, with particular emphasis on the latter.
 The prime minister’s resolution to settle the relocation issue did not stop there, particularly that on 23 September, following the April 1996 U.S.-Japan Joint Declaration on Security, Japan signed the New U.S.-Japan Defense Cooperation Guidelines (revision of the 1978 Guidelines) that committed Japan to cooperate with the American forces even stronger. On 30 September 1997, the Cabinet approved Hashimoto’s proposal to organize the government-sponsored Commemorative Ceremony of the 25 Anniversary of Okinawa Reversion on 21 November 1997, a month before the referendum and half a year after the actual date of the anniversary (15 May 1972). 
At the commemorative ceremony, the prime minister was to present the main socio-economic policies for Okinawa, which was the second of such major public displays after the Prime Minister Comments on the Okinawa Issue announced on 10 September 1996, discussed in chapter 4. The first declaration took place two days after the prefectural referendum on the military bases, leading to allocation of five-billion yen special adjustment fund (1st SAF) and establishment of the Okinawa Policy Council (OPC). This time the declaration was to take place, as noted, exactly a month before the Nago city referendum as a part of the government’s PR campaign to show its “deep commitment” to local economic development, in exchange for the relocation approval. 
The central government, who presented the specific relocation plans both to the prefectural and Nago city governments on 5 November 1997, was expecting replies concerning those plans from the local executives soon after the ceremony. At that point, Nago city Mayor Higa, although showing some sings of support for the pro-construction camp, was publicly declaring resolution to respect the referendum’s result and the governor’s decision. Governor Ōta, on the other hand, was taking a more equivocal position. Ōta was emphasizing that in principle he was against the intra-prefecture relocation, but also that the city should make the decision independently without prefecture’s interference. Moreover, the governor also announced that he would consider the referendum’s results from the standpoint of development plans for the entire prefecture, while hinting at the same time on the necessity for “a realist approach” to the resolution of the relocation issue. All together the governor’s position was interpreted by the prime minister and other governmental official, as well as the general public as ambiguous.
 The prime minister openly showed the first sings of annoyance at the private meeting following the eight OPC session on 7 November 1997, where he angrily commented to Governor Ōta that the prefecture was not “cooperating enough,” while the central government was doing its “utmost efforts” in regard to various Okinawa problems.

In preparation for the commemorative ceremony, reminiscent of the April 1997 Diet resolution on Okinawa, the House of Representatives Special Committee for Okinawa and the Northern Territories Problems chaired by Sasayama Tatsuo passed on 19 November 1997 the opinion On Fostering Resolution of the Okinawa Issue.
 It was proposed by the LDP members and sponsored by all parties with the exception of the Communist Party, which opposed it due to the lack of specifics on base returns and the revision of Status of Forces Agreement (SOFA), and the government’s ulterior motives to “buy off” the voters in the upcoming city referendum.
 The opinion On Fostering Resolution of the Okinawa Issue, alike the earlier April resolution, stressed the utmost importance of Okinawa, and urged the central government to actively engage in promotion of the necessary conditions for a creation of self-standing economy in Okinawa, narrowing the gap with the mainland Japan (the Okinawa Development Plans’ objectives), and introduction of FTZ and other necessary special measures on a scale of “one country two systems.”  
Also reminiscent of the April 1997 period was the coalition parties’ agreement on the economic policies for Okinawa. On 18 November 1997, the Okinawa Issue Deliberative Group presided over by the LDP chair of the Policy Research Council, Yamazaki Taku approved a five-item agreement put forward by the SDP, which included among others, promises for steady realization of the April 1997 coalition parties’ eight-item agreement and introduction of special measures for the FTZ. The SDP also strongly insisted that the prefecture’s request concerning all-Okinawa FTZ should be respected and the audacious reforms on scale of “one country, two systems” introduced, although the latter were not included in the text of the partisan agreement.
 The Opinion of the lower House Special Committee for Okinawa and the Northern Territories Problems and the coalition parties’ agreement, were to have little impact however on the FTZ plan final outcome, for reasons detailed in the policy stream.
At the ceremony that took place in the Okinawa Convention Center in Ginowan city on 21 November 1997, Hashimoto began the inaugural speech, the Prime Minister Address of the Commemorative Ceremony of the 25 Anniversary of Okinawa Reversion (hereafter cited as Prime Minister Address),
 as in fact most of his speeches concerning Okinawa, with personal remarks:
My relationship with Okinawa started when I engaged in activities related to the Tsushimamaru incident.
 As a politician, I also learnt from Prime Minister Satō Eisaku who declared that “without Okinawa’s reversion, the postwar has not ended.” Since my appointment as the prime minister in January last year, I put the Okinawa problems as the top priority of national administration and have exercised leadership for their resolution. […] The next quarter of the century has to open new prospects for Okinawa’s development in the 21st century. For that reason, I decided to organize today’s ceremony, which I meant as a landmark of the new powerful start of Okinawa. 

The prime minister continued his address with acknowledgment and apology for the “too heavy burdens forced upon the prefecture,” and a calling on the entire nation to feel “remorse for such situation.” The main part that followed afterwards, consisted of the key polices, which the government was going to execute for Okinawa, and which were formulated based on the All-Okinawa FTZ Plan and other requests. The prime minister did not touch on the most controversial issues (e.g., the zone’s scope, introduction of the corporate tax reduction), presumably to avoid antagonizing the prefecture that was expected to announce its decision on the relocation plans soon after the ceremony. Hashimoto promised also formulation of a new plan by the spring of 1998, titled the Okinawa Development Plan for 21st Century,
 discussed in the next chapter, which was to include all the policy proposals mentioned by him in the speech.
At the press conference after the ceremony, Governor Ōta expressed relief at the fact that the prime minister committed himself publicly to the introduction of the deregulation measures, but at the same time, voiced the anxiety about their content, particularly about the specifics concerning the prefecture-wide FTZ scheme.
 The governor did not however make any comments on the Futenma relocation issue, as it was expected by governmental officials before the ceremony. Ōta was going in fact to keep his ambiguous position for several months thereafter, which led in consequence to rapid deterioration of his relations with the central government.
3. The Electoral Upheavals in Nago City
Nago City Referendum. 
The commemorative ceremony of the Okinawa reversion became the highlight of the government’s pro-construction campaign in the Nago city referendum that intensified from the beginning of November 1997. The high governmental officials began then a caravan of visits to Okinawa with requests for cooperation on the relocation issue and explanations of the government’s financial support measures for economic development of the northern region near the construction site.
 The appeal of the financial assistance worked most effectively on the local construction and business groups that became the leading local supporters of the heliport construction.
 The government’s campaign escalated even further, in what was to become one of the most controversial incidents of the pre-referendum period, when on 9 December two hundred employees of the Defense Facilities Administration Agency began individual home visits to persuade local residents into agreeing on the construction, while ensuring of the heliport safety and prospects for economic benefits. The home visits were actually preceded by a letter from the director general of the Defense Agency, Kyūma Fumio sent to over 5,500 agency employees in Okinawa, in which he requested “cooperation” at the city referendum.
 Moreover, on 18 December, the government even ran an advertisement in the two main local newspapers, the Okinawa Times and Ryūkyū Shimpō, propagating its economic policies for the region, titled “The 21st Century Okinawa will become reality.” 
The pushy and banknote-flashing style of the central government’s campaign accompanied by the openly displayed interests of local construction companies antagonized many local residents, and in result, the anti-construction camp won. The 53.8 percent of residents (at the 82.45% turnout) voted against the construction, and 45.36 percent in favor. The referendum ballot contained four questions: “yes,” “no,” “yes under condition (for the economic benefits and environmental protection),” and “no under condition (the economic benefits and environmental protection cannot be expected),” which was the idea of the mayor and the local LDP branch holding majority in the city assembly. The margin of votes was fairly narrow (2,372 or 7.54% of all ballots), but over 80 percent of the pro-construction voters (11,705 out of 14,267) agreed under the condition of economic benefits and environmental protection, and almost one forth of all votes (7,633) were the absentee ballots cast at company offices, which led to accusations of malpractice.
 
The results of the city referendum surprised the city, prefectural and central governments, certain of the pro-construction camp’s victory.
 In line with the results and his pre-referendum vows, the conservative Mayor Higa
 decided to disapprove of the heliport construction,
 but prior to the public announcement, the mayor wanted to discuss the issue with Governor Ōta. The governor however was unreachable.
 On the morning of 24 December, Higa suddenly changed his mind, and went to Tokyo where in the evening met with Prime Minister Hashimoto. The following day, 25 December, to everybody’s surprise the mayor officially announced the approval of the heliport construction, and at the same time, his resignation.
 The relocation issue was put on hold thereby until the next city mayor election, scheduled for 8 February 1998, for which both the pro- and the anti-construction camps immediately started preparations. 
The ambiguous position and the mixing messages that Governor Ōta was sending in his public and private statements and the peculiar behavior concerning avoiding the meeting with Mayor Higa, escalated the criticism among local political and business circles and the residents, the latter awaiting his support for the anti-construction camp.
 Ōta – initially convinced by the then Vice Governor Yoshimoto to the non-interference position justified by the principle of self-government,
 and politically aimed at upholding the bargaining card vis-à-vis the central government in negotiations on the base and economic policies – was sure that Higa would disapprove of the heliport construction (as everybody else till 24 Dec. 1997),
 and so the governor presumably calculated that he could maintain the ambiguous position, useful for further negotiations with the central government. Mayor Higa consented however to the construction and Ōta’s had to take a clear position. The governor still waited, and his indecision followed by the belated announcement against the construction in February 1998, were going to cost his administration defeats both in the city mayor and the gubernatorial elections.
The Nago City Mayor Election.
The central government having learnt its lesson from the city referendum campaign, decided to stay out of the Nago city mayor election, at least in a visible way. In preparation to the election, the Nago branch of the LDP promptly recommended Deputy Mayor Kishimoto Tateo (31 Dec. 1997), a one time member of the One-Tsubo Anti-War Landowners Association,
 for their candidate, which was to prove very successful. Kishimoto, who was regarded a “progressive” in the city office, advocated the slogan of local economic promotion, and throughout the campaign strongly insisted that the election was not about the heliport construction, the issue settled by the referendum, but about selecting a proper person to run the city.
 Kishimoto was also repeatedly voicing his resolution to respect the governor’s decision in regard to the relocation issue, which even further blurred the contrast between him and his opponent.

On the other hand, the anti-construction camp candidate, the prefectural assembly SDP member, Tamashiro Yoshikazu, who resigned from the post and from the party to run for mayor as an independent, made the opposition to the heliport construction his main pledge. Tamashiro brought also into campaign the image of the prefecture-backed outsider, which negatively contrasted with the “local” Kishimoto, and in addition, lacked the organizational vote-gathering machine inherited by Kishimoto from the former Mayor Higa. Moreover, on 1 February 1998, Governor Ōta, who was still avoiding clarifying his position on the heliport issue, announced his support for Tamashiro and together with other prefectural officials joined the campaign trails, and so did the SDP leader, Doi Takako in a separate soapbox oratory.
 To make things more complicated, two days before the election, on 6 February 1998, under the pressure from various citizens’ groups, the governor officially announced his opposition to the heliport construction,
 which antagonized even more part of the Nago city population. The complaints were voiced that the governor should have done it before the city referendum in December 1997, preventing thereby polarization of local community and the consecutive troubles with former Mayor Higa.
 
The city mayor election was won by the LDP-backed Kishimoto, although the difference was only of 1,150 ballots: 16,253 for Kishimoto and 15,103 for Tamashiro.
 The central government was relived, but angered by the Ōta’s opposition to the heliport construction decided to put a ban on the governor, blocking all personal contacts with him, suspending the Okinawa Policy Council sessions, and later even execution of programs and projects initiated under the first special adjustment fund.
 The only exception was the passage of the revision of the Okinawa Special Measures Law, which was submitted to the Diet for the final approval soon after the mayor election in February that year. The central government decided to wait for more favorable political circumstances to resolve the Futenma relocation issue, and the prefectural officials were incapable of organizing another meeting for Governor Ōta with the prime minister, or conveying the OPC sessions until more “cooperative” governor took over the office in November 1998.
4. The LDP Organs and the Tax “Tribe” Politicians
By the time the Nago city mayor election ended, the decision making process on the All-Okinawa FTZ Plan at the governmental institutions had been finalized although the policy, as noted above, was put on a hold for the final Diet approval, in result of the Governor Ōta’s objection to the heliport construction. Soon after the Kishimoto’s victory, the process restarted and on 19 February the revised Okinawa Special Measures Law passed the House of Representatives, and on 30 March 1998, the House of Councillors (promulgated on 31 March 1998). The most significant aspect of that policy process was that the discussed above upheavals in the politics and problems streams had only slight influence on it – it affected the policy procedures, namely postponing the aforementioned passage of the revision bill, but not the policy content. The political pressures, in other words, created by various political events and actors, although significant in setting the issues (local policy) on the governmental agenda as discussed in the preceding chapters, were not sufficient enough to influence the final policy output. That policy output was shaped, as argued in this section, by the decision making structures of the ruling LDP, second, the lack of the political will of the prime minister to counter the power of the zoku, third, the justification provided by reports prepared by think tanks and deliberative commissions, and fourth, the absence of an experienced player Vice Governor Yoshimoto who was dismissed from his post and thereby from the negotiation table with the central government in result of the disagreement within the local assembly’s ruling coalition.
The policy process that generated the final LDP FTZ plan officially began on 5 November 1997, when in absence of Vice Governor Yoshimoto, new Vice Governor Tōmon Mitsuko officially presented the All-Okinawa FTZ Plan,
 first to the new Chief Cabinet Secretary Muraoka Kanezō and other party officials,
 and on 6 November 1997, to the Okinawa Policy Council secretaries meeting. The process of the behind-the-door consultations and negotiations or nemawashi began however already in June that year after the first release of the information on the Tanaka Committee recommendations, officially presented at the sixth OPC session on 29 July 1997.
 At the same OPC session, the then Chief Cabinet Secretary Kajiyama requested the prefecture to submit its proposal concerning special measures by the end of August (with an eye to the schedule of the annual drawing of the tax system outline), and at the same time, the chief cabinet secretary instructed the relevant ministries to began investigation of the Tanaka Committee’s proposals.
 Consequently, Vice Governor Yoshimoto handed the draft of the prefectural FTZ plan to Kajiyama on 4 September 1997, still unofficially,
 because the discussions in the prefecture at that point had not been concluded yet.
From the onset, one of the most controversial issues of the plan was the scale of the zone that the prefectural government, following the Tanaka Committee recommendation, envisioned for all Okinawa. Already at tenth meeting of the coalition parties Okinawa Issue Deliberative Group held on 20 June 1997, the former ODA director general, Okabe Saburō criticized the Ōta’s administration for changing its initial policy of the limited area FTZ, and called the prefecture-wide FTZ scheme “unrealistic,” the argument to be repeated thereafter by other party members, including the chairperson of the LDP Research Policy Council, Yamazaki Taku.
 Such disapproving voices among the LDP members became prevalent, but there were also assenting opinions, hold by, for instance, Chief Cabinet Secretary Kajiyama Seiroku (on the post till 11 Sep. 1997),
 and the LDP Acting Secretary Nonaka Hiromu,
 although the latter avoided clarifying his stance completely, expressing only a very strong support for audacious reforms on a scale of “one country, two systems.” 
Among other LDP politicians, the position of the Prime Minister Hashimoto changed according to political developments concerning the Futenma Air Station relocation: initially very enthusiastic, gradually grew reserved to openly antagonistic, distancing himself from the governor and the prefecture’s requests, including the all-Okinawa FTZ proposal.
 The prime minister stance was influence by the developments related to his and his party’s main interest that is the military base issues, and more specifically, to the problem of the intra-prefecture relocation. Consequently, the lack of “cooperation” from the governor was going to be paid back by the lack of political initiative on the part of the prime minister necessary for countering the power of the zoku and preventing refractions incurred by them on the content of the FTZ plan.
The LDP coalition partners on the other hand, the SDP and the New Party Sakigake were strongly in favor of the all-Okinawa FTZ proposal.
 Also other political parties, the opposition Democratic Party and the Kōmeitō consented to the prefectural scheme.
 The backup support of various political parties, negotiated by Vice Governor Yoshimoto, did not in the end affect the policy outcome, because just before the decisive negotiations with the LDP powerbroker, the tax zoku member Yamanaka Sadanori started, Yoshimoto was dismissed. Further talks were carried by the members of the LDP Okinawa Special Research Council, which was supportive of the prefecture’s policy requests for political reasons, but ultimately holding different interests (Futenma relocation) from those of the local actors’ (base removal and economic development), it was prepared for different type of concessions in negotiations with the tax zoku and other relevant actors, as the final policy outcome regarding the FTZ demonstrates.

The second main contested issue of the All-Okinawa FTZ Plan concerned the specific measures within the FTZ, with the corporation tax reduction (from the existing 37.5% to 30%), and abolition of tariffs and customs stirring most controversy. At the OPC secretaries meeting on 6 November 1997, where Vice Governor Tōmon Mitsuko officially presented the All-Okinawa FTZ Plan, the Ministry of Finance (MOF) expressed the strongest opposition. Most of the FTZ plan proposals fell under the MOF jurisdiction, and hence the ministries’ objection to the “one country, two systems” scheme was of a serious concern. The Deputy Cabinet Secretary Furukawa, representing the prime minister, who instructed him to effectively coordinate negotiations on the plan,
 settled the dispute by proposing a practical approach of separating the issues into two categories of “possible for realization” and the “problematic” ones, and continuing negotiations on the latter.
 
The same objections to the All-Okinawa FTZ Plan were voiced at the eight OPC session by the cabinet ministers held on the following day, 7 November 1997, where Governor Ōta explained the plan in person. Finance Minister Mitsuzuka Hiroshi repeated his ministry’s opposition, arguing for the necessity of consistency in the tax or customs and tariffs systems for the entire country (principles of “equality” and “fair share”), as well as the need for the accurate estimation of probable effects for the national and local industries.
 In result of the discussions, the Ministry of Finance (MOF), and other cabinet ministers who also expressed serious concerns, promised further investigation of particular items under their ministry’s competence. 
The NIRA Report
.
At the same eighth Okinawa Policy Council (OPC) meeting on 7 November 1997, the council discussed also the interim report prepared by the National Institute for Research and Advancement (NIRA), officially released on 17 November that year, which provided justification for the introduction of the special measures for Okinawa in the form proposed by the central government. NIRA, which serves as one of the major governmental think tanks, was commissioned by the Cabinet Internal Affairs Office to investigate the recommendations released by the Tanaka Committee in July 1997.
 In the Research Study on Long and Medium Term Prospects for Okinawa Promotion: Interim Report (hereafter cited as NIRA Interim Report),
 the institute embraced several Tanaka Committee’s proposals, but left the final decision on the most controversial issue of the zone’s scope to the central government’s discretion. NIRA justified its opinion by the adverse effects on local industries of agriculture, forestry and fisheries, and recommended further investigation. On the other controversial issue of the corporation tax reduction, the report concluded with a similar ambiguity, revoking, interestingly, the Tanaka Committee’s recommendation as justification of its own stance (the argument repeated later by the LDP members against the prefectural proposal).
There are suggestions that a system of the lowered corporation tax limited to a specific region runs against the principle of equality under law and international trend of disapproving the “tax heavens.” Moreover, the prefectural Deregulation Study Committee [Tanaka Committee] did not include the reduction of the corporation tax in its final report. In consequence, although we recommend the reduction of corporation tax limited to the above mentioned region, we also think that a further investigation on the possibilities of achieving the objectives of the FTZ promotion within the existing tax system should be carried.
In response to the NIRA Interim Report, the director of the prefectural CCFC Promotion Office, Miyagi Masaharu positively evaluated inclusion of several deregulation and other measures proposed by the Tanaka Committee, but at the same time, expressed dissatisfaction with the omission of the corporate tax reduction and with the NIRA’s passive position on the FTZ extension onto the entire prefecture. Governor Ōta commented along the same lines, adding that the central government should respect the plan for the introduction of the all-Okinawa FTZ, because it was formed based on “the consensus of the people of Okinawa,”
 juxtaposing thereby the NIRA’s arguments against the prefecture-wide FTZ plan with a justification of “a higher validity,“ namely of the citizens’ support for such scheme.
The NIRA Interim Report recommendations, repeated in the NIRA Final Report released on 27 March 1998, became part of the governmental and the LDP policy on the FTZ system, although that is not to say that the report formed that policy, but rather that it articulated opinions already existing within the party, as the above quoted statements by the LDP politicians (Okabe Saburō, Yamazaki Taku, Katō Kōichi, Mitsuzuka Hiroshi) have shown. But while the NIRA Interim Report and the official discussions at the OPC constituted part of the justification process necessary for the policy approval, the concrete decisions were made at the LDP intra-party organs.
The LDP Intra-Party Organs. 
On the same day, 7 November 1997 in the afternoon, the All-Okinawa FTZ Plan was discussed by the LDP’s two main organs responsible for Okinawa policies, the LDP Okinawa Special Research Council established in June 1996 to coordinate proceedings on the prefectural policies within the LDP that arouse in relation to the Futenma relocation, and the Okinawa Promotion Committee (Okinawa Shinkō Iinkai), chaired by the former ODA Director General Okabe Saburō that functions as a forum for annual negotiations on the Okinawa related budgets. At the joint meeting held in the LDP headquarters, the Cabinet Internal Affairs Office explained the details of the prefectural FTZ plan,
 and the issues that attracted most attention were the aforementioned corporation tax reduction and other included in the package of the tax preferential treatment (see Table A-10). These issues ultimately fall under the competence of one of the most powerful party organs, the Research Commission on the Tax System (Tōzeichō).
 The Tōzeichō already in June 1996 had established the Okinawa Policy Subcommittee (Okinawa Taisaku Shōiinkai),
 which became the central forum for discussion on the special measures for Okinawa and negotiations with the MOF.

The chair of the Tōzeichō Okinawa Policy Subcommittee was given to Yamanaka Sadanori (1921-2004), an influential tax zoku with a long history of close ties to Okinawa. Yamanaka had served as the first ODA director general (15 May to 7 July 1972), and in addition was a holder of various important party and governmental posts: the chair (1979) and thereafter long-standing chief advisor (saikō komon) of the Tōzeichō, the MITI minister, the MOF parliamentary vice minister, and other.
 And it was Yamanaka who within the LDP ultimately shaped the final outcome of FTZ policy, as confirmed by both the policy makers,
 and various internal documents.
 The Yamanaka influence over the local policy followed in fact the pattern of the policy tribe he was associated with. The tax zoku (subordinate of the finance zoku) belongs to a category that strongly supports the policies of its home ministry. The decisions of the chairperson of the Tōzeichō Okinawa Policy Subcommittee ran therefore along the policy lines drawn by the Ministry of Finance.
The discussions and refractions of the FTZ related measures took place at joint meetings of the Tōzeichō Okinawa Policy Subcommittee and the Okinawa Promotion Committee on 12 and 17 November 1997. At the first meeting on 12 November, the members confirmed that the all-Okinawa FTZ system was completely unrealistic, thereby de facto scraping the prefecture’s request, which was justified by the argument of adverse effects on both the national and local industries.
 The committees agreed however on a necessity for other measures within the limited-area FTZ, on which the consecutive discussions and negotiations with the MOF focused. Yamanaka was planning to finalize investigation of the special measures by the Commemorative Ceremony of the 25 Anniversary of Okinawa Reversion scheduled for 21 November 1997, during which as noted the prime minister was to announce their content.
 By the next meeting conveyed on 17 November 1997, the subcommittee chairperson decided however to wait with the final announcement of details until after the ceremony,
 arguably to avoid confrontation with the prefecture, which was expected to disclose its decision concerning the heliport construction plans. 
The general list of measures approved by the Tōzeichō Okinawa Policy Subcommittee on 17 November was discussed at the meeting of the coalition parties’ Okinawa Issue Deliberative Group presided over by the LDP Research Policy Council chairperson, Yamazaki Taku on the following day, 18 November 1997.
 At the meeting, Yamanaka explained the subcommittee’s proposal for the limited area FTZ, adhering to earlier claims that the all-Okinawa FTZ was unacceptable. The SDP strongly objected by stating that it violated the April coalition parties’ agreement and insisted that the prefecture-wide scheme should be introduced. The conflict was not resolved at that meeting, but the SDP as a non-cabinet coalition partner at the time, holding only 15 seats in the House of Representatives
 (in comparison to the LDP’s 239),
 was no longer in a position to influence the decision of its much stronger coalition partner. 
At the meeting, the coalition parties also discussed the content of the Prime Minister Address, which delivered on 21 November 1997, included only brief remark concerning FTZ that “the new special FTZ system will be created, within which companies that establish their headquarters there will be eligible for substantive income tax deduction on profits earned within those zones.”
 Prime Minister Hashimoto avoided thereby specifying the scope of the FTZ, presumably for reasons similar to those of the Yamanaka’s, namely to prevent any open confrontation with the prefecture that was expected to deliver its decision on the heliport construction after the ceremony. 
Following the prime minister public announcement of the policy initiatives for Okinawa concerning the deregulation measures, the relevant LDP intra-party committees proceeded with the final decision making in preparation for drawing the annual LDP tax system outline. The Tōzeichō Okinawa Policy Subcommittee chaired by Yamanaka and the Okinawa Promotion Committee chaired by Okabe, formally approved the final list and details of special measures at the joint meeting on 12 December 1997, which was included afterwards in the LDP Special Tax System Policy for Okinawa (Okinawa shinkō tokubetsu zeisei hōshin), as a part of the LDP Fiscal Year 1998 Tax System Reform Outline (Heisei 10 nendo zeisei kaisei taikō), released on 16 December 1997 – the most important document on taxes issued annually before the budget draft’s endorsement by the LDP. 
5. The Refraction Patterns of the Local Plan
The Special Tax System Policy for Okinawa proposed introduction of several preferential tax measures within limited-area special FTZ,
 and other zones, such as tourism promotion zones, industrial development zones, and special information and communication industries promotion zones.
 The final content of those preferential tax measures showed the most conspicuous refraction patterns of the local non-distributive policy proposals contained in the All-Okinawa FTZ Plan under the first two main items of the (1) expansion and reinforcement of FTZ, and (2) preferential tax system (see Table A-11 for all proposals). 
The Special Tax System Policy for Okinawa refracted the sub-items of the first main item (1) of the expansion and reinforcement of the FTZ system in the following manner (see Table A-12): [1] The abolition of trade tariffs on raw materials, parts and partially completed products used, processed or manufactured in the zone (with some exceptions) – not granted; [2] abolition of customs on imports used or consumed within the zone such as machines for production, and exemption of the domestic consumption tax – not granted; [3] removal of import quotas (IQ) including restricted items and goods (with some exceptions) – not granted; [4] abolition of tariffs on products made in the zone for domestic distribution – not granted, with the [1]-[4] items being substituted with the selective system of tariffs 
; [5] establishment of the duty-free shops at airports, seaports and other tourist facilities such as, for example, restaurants – admitted only to the Naha airport
; [6] establishment of special corporation to independently manage the special FTZ – not granted
; and [7] introduction of simplified and prompt customs procedures – not granted. 
The sub-items of the second main item (2) of the preferential tax system were refracted as follows: [8] 50% investment tax deduction of the invested cost to be deducted from corporation tax for maximum ten years with the deduction ceiling up to 40% of the corporation tax – reduced in scope
; [9] corporation tax reduction from the existing 37.5％ to 30% – substituted with income tax deduction (35% from the pre-taxed income for 10 years) available to fewer types of businesses than requested
; [10] exemption of the local taxes, such as the business tax, real estate acquisition tax, and fixed property tax – limited to five years in case of the former two types of taxes, while restricted in application by ordinance in case of the fixed property tax
; and [11] compensation for the reduced local tax or unequal taxation by the central government – substituted with compensation for the reduced local tax by the local transfer tax for 5 years.
Moreover, to prevent “paper companies” escaping paying the taxes on the mainland Japan, Yamanaka decided that the companies opening their business in the new zones would be required to employ over 200 people. The number of employees was altered afterwards by Yamanaka first to 50 people, and later to 20, due to requests of the local interest groups,
 who argued that the initial requirement would exclude local companies, employing on average twenty three persons (as of 1996).

In sum, the refraction patterns comprised of: (1) substitution of all the permanent arrangements with the short-term measures, (2) narrowing the scope of eligible businesses, (3) narrowing the applicable area, and (4) limiting the effects by application of laws or other legal and non-legal means, including the ordinances (seirei, shōrei), communications (tsūtatsu), interpretations (kaishaku) and other that ultimately control the content of particular measures.
 And furthermore, the approval of the special measures for Okinawa contained in the Special Tax System Policy for Okinawa followed in general the earlier precedence employed by the bureaucracy and the zoku in promoting particular industries and policies: the industrial policy,
 trading policy (available in the bonded system), or foreign direct investment policy (available in the Foreign Access Zones [FAZ]),
 thus not allowing one locality to adopt an entirely new system, independent from the central government authority.

6. The Postponing Strategy of the Ruling Party
The approval of the Special Tax System Policy for Okinawa finalized essentially the formation process of the FTZ and other special measures for Okinawa, after which the discussions focused on the bill passage strategy and specifics concerning the plan’s implementation (e.g., designation of the Nakagusuku New Port area in Nakagusuku city and Katsuren town). The discussions began on the 17 December 1997 at the joint meeting of the Tōzeichō’s Subcommittee for Okinawa Policy and Okinawa Promotion Committee but were halted later in January 1998.
 The LDP top officials decided to suspend the policy process due to the Governor Ōta’s opposition to heliport construction (formally announced on 6 Feb.), and to await the results of the Nago city mayor election. In response to the party decision, the representatives of the prefectural government – the newly appointed Vice Governor Miyahira Hiroshi and the Treasury Yamauchi Tokushin – visited several top executives of the coalition parties and related ministries on 30 January 1998, to petition for the prompt bill’s passage, and also for a meeting between Prime Minister Hashimoto and Governor Ōta, but without any success.

Several LDP members (Nonaka Hiromu, Suzuki Muneo,
 and Okabe Saburō) from the LDP Okinawa Special Research Council, who were concerned about the adverse effects of blocking the bill on the Nago city mayor election, tried to push through with the bill’s passage. On 5 February 1998, at the joint meeting of the LDP Okinawa Special Research Council and the Okinawa Promotion Committee, Nonaka and others decided to restart the procedures in spite of opposition from some of the LDP members, who were angered by Ōta’s “ingratitude” for the party’s “utmost efforts.”
 Later that day however, the party highest decision body, the General Council decided that the risk of loosing the election was not imminent and uphold the suspension of the revision bill till after the election. On the other hand, the LDP coalition partner, the SDP, incapable of forcing the LDP to submit the bill, issued a party comment few days later, in which it criticized the LDP for linking the issues of military bases and economic policies.

The long-awaited turn in the policy process of the special measures came with the victory of the LDP-backed candidate Kishimoto Tateo in the election for the Nago city mayor on 8 February 1998. The LDP Policy Affairs Research Council and the General Council approved the revision bill of the Okinawa Special Measures Law two days after the election, on 10 February, and thus, the cabinet approval three days later, on 13 February, became a formality. After deliberations in the House of Representatives (HR) Special Committee for Okinawa and the Northern Territories Problems, the general session of the House of Representatives passed the bill without further revisions on 19 February, and the House of Councillors following similar procedures on 30 March 1998.
 The passage of the bill finalized the decision making process for the FTZ plan, although the implementation was to start only after the change of the prefectural administration.

Governor Ōta in the interview conducted on the day of the bill passage, commented that its enactment marked a “steady and certain start” for the industrial development of the prefecture, but at the same time, the governor also strongly insisted that the government should approve introduction of the all-Okinawa FTZ system envisioned in the All-Okinawa FTZ Plan – the “joint work of all the Okinawan people,”
 as the governor repeatedly voiced to justify the prefecture’s demand for such system. The demand for the all-Okinawa FTZ was not going to be granted, nor was the governor given another chance to petition the central authorities in person. 

The assimilation process underscored several important features, concerning first, the power of the zoku in the absence of political leadership on the part of the prime minister on one hand, and the presence of an experienced local player at the negotiation table on the other, and second, the weakness of the SDP (and the New Party Sakigake) as a coalition partner. First, the chairperson of the Tōzeichō Subcommittee for Okinawa Policy, Yamanaka Sadanori played the key role in shaping the content of the final LDP FTZ plan, refracting local policy proposals along the lines of his home Ministry of Finance. The power of the zoku politicians could have been arguably circumscribed if the prime minister had restored to political leadership in favor on the prefectural plan (conceivable, for instance, if the interests of the prime minister and his party had coincided with those of the local government’s), and second, if the prefecture had been represented at the negotiation table by an experienced player, who was in possession of a powerful bargaining card vis-à-vis the central government created by the Nago city referendum, the Futenma relocation and other military base problems, and a backup support from various political parties.

Second, the SDP (and also the New Party Sakaigake) as a non-cabinet coalition partner had little influence upon the policy outcome concerning the introduction of the non-distributive policy proposals (prefecture-wide FTZ, corporate tax reduction or customs abolition). It contrasted in this respect with the earlier stage of the national decision agenda setting, where the SDP contribution was substantial.
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� The request for the investment tax deduction was replaced by the 15% deduction of the investment cost on machinery and equipment, and 8% on buildings to be deduced from up to 20% of corporate tax within maximum 4 years. It also set up the limits on investment sum, which had to be higher than \10 m but lower than \2 b.


� The income tax deduction was introduced for such businesses as manufacturing, packing and warehouse, without admitting the two other – land freight transportation and wholesale businesses – as requested by the prefecture. The government argued that due to the new measures, the tax burden of companies would decrease to 24.4% during the first 5 years, and to 33.5% between the 6th and the 10th year after starting operation (for the medium and small size companies, it would decrease to 16.3% during the first 5 years, and to 23.7% between the 6th and the 10th year after starting operation). Such tax burden decrease would thus be higher in the first 5 years than requested by the prefecture (30%); but only in those first few years after which the tax burden would go up, and furthermore, such deductions were to last up to ten years total, and were not a permanent arrangement. The estimates based on Tsūsan Shō (MITI), “Okinawa Shinkō Zeisei no Pointo” [The main points of the Okinawa promotion tax system], (January 1998), 3; and by Onoda Hiromu“Okinawa keizai no jiritsuka ni muketa aratana sangyō shinkōsaku” [New industrial promotion policy towards Okinawa economic self-sufficiency], Toki no Hōrei 15, no. 1577 (September 1998): 12.


� In case of the exemption from the fixed property tax that was to be introduced both in the special FTZ and other special zones, the Ministry of Home Affairs ordinance (Art. 1, sec. 1, cl. 3 of the Fixed Property Tax or Kōtei shisanzei in the Ordinance Regulating Situations of Application of Measures for Article 15 and Other of Local Tax Exemption and Unequal Taxation under the Special Measures Law for Okinawa Promotion and Development orOkinawa shinkō kaihatsu tokubetsu sochihō daijūgojō nado no chihōzei no kazei menjo ni tomonau sochi ga tekiyō sareru baai o sadameru shōrei) – stipulated that the exemption was applicable only to the surface area covered by the building itself and not the entire land on which the building is standing, which otherwise is a common practice (explanation given by the Okinawa prefectural government official and quoted in Momose and Maedomari, Kenshō “Okinawa mondai,” 62-63).


� The representatives of the Okinawa Prefecture Economic Groups Council visited the Tōzeichō Chief Advisor Yamanaka Sadanori and the ODA Director General Suzuki Muneo on 11 March 1998 with the requests to lower the requirements to 20 persons (changed to 50 in the December 1997 Special Tax System Policy for Okinawa Promotion). Ryūkyū Shimpō, 12 December 1997 and 12 March 1998.


� Onoda, “Okinawa keizai no jiritsuka ni muketa aratana sangyō shinkōsaku,” 13.


� Momose and Maedomari, Kenshō “Okinawa mondai,” 62-63.


� For the history of the industrial policy see Chalmers Johnson, The MITI and the Japanese Miracle. For a detailed description of various tax breaks introduced by the LDP see Shindō Muneyuki, Zaisei hatan to zeisei kaikaku [Fiscal bankruptcy and tax reforms] (Tokyo: Iwanami Shinsho, Shirīzu “Nihon Seij,” 1989), 214.


� Stipulated by the 1992 Law on Extraordinary Measures for the Promotion of Imports and the Facilitation of Inward Investment (Yunyū no sokushin oyobi tainai tōshi jigyō no enkotsuka ni kansuru rinji sochi hō), available from � HYPERLINK "http://www.meti.go.jp" ��http://www.meti.go.jp�/english/report/data/cFDIcone.html; Internet; accessed 23 May 2004.


� The deregulation measures adhered also to the party’s general policy, as expressed, for instance, in the Deregulation Promotion Priority Items (Kisei kanwa suishin jūten jikō) approved by the LDP Administrative Reforms Promotion Headquarter (Gyōsei Kaikaku Suishin Honbu) on 14 March 1997. The document stated, for instance, that in regard to the economic deregulation, the party “aimed not only at gradual deregulation but at a complete abolishment of regulations as its final aim.” The document available from http://www.jimin.jp/jimin/gyo/katsudou/h09/090314.pdf; Internet; accessed 6 August 2002.


� Okinawa Times, 27 January 1998. 


� Vice Governor Miyahira paid visits to the chairperson of the LDP Okinawa Promotion Committee, Okabe Saburō, director general of the Defense Agency, Kyūma Fumio, the SDP leader, Doi Takako, and the chairperson of the Sakigake Party Diet members, Dōmoto Akiko. Ryūkyū Shimpō, 31 January 1998. 


� Suzuki became the ODA director general on 11 September 1997 in result of the reshuffle of the Second Hashimoto Cabinet, replacing Tanigaki Sadakazu, and served till 30 July 1998.


� Here again the sentimental rhetoric so often voiced in the relation to Okinawa issue was heard, “We had done all we could for Okinawa, and yet we were betrayed and ungratefully rejected.” Ryūkyū Shimpō, 6 February 1998.


� Shakai Minshutō Zenkoku Rengō [All Japan Federation of the Social Democratic Party], Nago shichō senkyo kekka ni tsuite (Danwa) [Concerning the result of the Nago city mayor election (Comment)], 8 February 1998; available from http://www5.sdp.or.jp/central/timebeing/timebeing98/nago0208.html; Internet; accessed 16 April 2004.


� The bill was accompanied by Supplementary Resolution on the Revision of Special Measures Law for Okinawa Promotion and Development, which anew called on the government to further reduce the presence of the military bases and promote economic development.


� The procedures for the special zones designation began on 12 January 1999 and was finalized the end of March 1999, making the designation process exceptionally prompt. In regard to the other special zones, the designation was officially granted by the ODA director general on 17 December 1999: the new information and communications industry promotion zones (Naha and Ginowan cities and other 23 municipalities in the center-southern part of the main island), and the new tourism promotion zones (Nago and other eight municipalities and regions in the northern part). Ryūkyū Shimpō, 15 December 1999; Okinawa Times, 17 December 1999.


� Okinawa Times, 31 March 1998.


� For a related argument on lack of proper communication between the central and local governments see the editorial in the Okinawa Times on 14 November 1997.


� For a related argument (agenda setting is more susceptible to political pressure than the choice of policy alternatives and policy approval) see Kindgon, Agendas, Alternatives, and Public Policies, 164, 199-200.





PAGE  
186

