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Japan’s Economic Weakness: 
A Security Problem for America

Bruce Klingner and Derek Scissors, Ph.D. 

The Japanese economy shrunk dramatically in
the first quarter of 2009, its weakest performance
in at least 54 years. Japanese GDP fell at an annual-
ized rate of 15.2 percent, a staggering decline worse
than the lowest point of the oil shock of the 1970s
or the “lost decade” of the 1990s.1 Exports have
collapsed (at least temporarily), the internal econ-
omy remains stagnant, and neither firms nor con-
sumers have any confidence in the strength of the
eventual recovery. In an all-too-familiar story, the
national government’s response has been ineffective
and misguided.

Japan’s dismal economic performance further
constrains American efforts to induce Tokyo to
adopt a larger security role. Although it would ben-
efit the U.S.–Japanese alliance if Japan assumed a
greater voice and more responsibilities, Tokyo seeks
to maximize security and economic benefits while
taking minimal action. Tokyo has reduced its
defense spending for seven consecutive years, and
polls indicate there is little support within the Japa-
nese electorate to alter a comfortable status quo.
Japan’s growing military capabilities should make it
a significant alliance partner and a force capable of
pursuing global objectives. Instead, Japan has cho-
sen not to translate this capacity into international
influence, and now its economic power may be
diminishing as well. 

The U.S. should encourage economic reform in
Japan, continue to press Japan to do more in pursuit
of mutual security interests, and hedge toward
South Korea in creating a more equitable distribu-

tion of responsibilities as America’s principal allies
in the Pacific. 

Shrink-to-Fit Economics. Calling the 1990s the
“lost decade” for the Japanese economy2 is a mis-
take—the loss has extended well beyond the 1990s.
The economy is now smaller than it was in the first
quarter of 1991, so Japan is actually approaching its
second lost decade.3 In that timeframe, among other
events, China has surged past Japan in GDP
adjusted for purchasing power.4

Perhaps even more important, there is no pros-
pect of a sustained reversal. Japan’s brief period of
economic expansion earlier this decade was driven
primarily by exports.5 That is, Japan had to rely on
the strength of foreign economies for its one stretch
of expansion over the past 20 years. This is hardly
the profile of a great economic power.

To reclaim that mantle, Japan needs efficiency-
oriented reform that will create domestic sources of
growth. Political paralysis has been such, though,
that a third decade of effective economic stagnation
seems more likely.6 In that case, China will pass
Japan in terms of nominal GDP, and any Japanese
claim to being the world’s second-largest economy
will be lost. Further, India will pass Japan in terms
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of GDP adjusted for purchasing power. Already in
the 30s in world rankings of per capita income,
Japan will drop further down the list.71234567

Tokyo has been similarly complacent in altering
its security paradigm to meet an increasingly dan-
gerous threat environment. The Japanese executive
and legislative leadership have failed to convince
the public of the need to redefine the role of the
self-defense forces to achieve national objectives—
let alone budgeting sufficient resources to do so.
Tokyo has subsumed its ability to achieve national
strategic objectives to Ministry of Finance guide-
lines. One might expect an economic payoff from
such prioritizing, but the opposite has occurred. 

Although there have been evolutionary
improvements to the U.S.–Japanese alliance, they
have occurred at an insufficient pace to match
rapidly escalating Asian and global threats. Even
in those instances when Japan has deployed
defense forces overseas to respond to interna-
tional crises, it has done so with overly restrictive
rules of engagement that undermine their utility.
The most recent example is the Japanese deploy-
ment of naval ships to combat Somali pirates,
which were far less effective than similar missions
by South Korea and China. 

The U.S. Policy Response. Throughout the 1980s,
the Reagan Administration hounded Japan to
engage in internal economic restructuring.8 Some
of that was purely self-serving—the U.S. wanted to
decrease the pressure that imports were exerting on
domestic manufacturers. However, the self-inter-
ested American claims that Japan needed to reform
have proven correct. While the details can legiti-
mately be disputed, the U.S. was right that the Jap-
anese economic model was fundamentally flawed. 

Due to apparent Japanese success then, Ameri-
can demands fell on deaf ears. It is possible, how-
ever, that American pressure now would be more
productive. With Japan no longer much of an eco-
nomic competitor and the U.S. also grappling with
the financial crisis, Tokyo could offer reciprocal pro-
posals with some chance of seeing them accepted by
Washington. In any case, the U.S. should push
either informally or formally for reforms aimed at
reducing Japanese dependence on exports and
enhancing efficiency in the domestic economy to
offset an aging population. The alternative is an ally
who is increasingly enfeebled—even economically.

Japan’s fiscal constraints and economic weak-
ness, combined with its passivity and risk-avoid-
ance on security issues, should concern U.S.
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policymakers beyond the offices of the United
States Trade Representative and the Department of
the Treasury. The current trajectory of Japan’s eco-
nomic future will increasingly degrade Tokyo’s util-
ity as an alliance partner. Tokyo and Washington
should understand that there is a cost to Japan’s eco-
nomic indecision and security self-marginalization.
Tokyo’s unwillingness or inability to make tough
decisions risks Japan losing influence and even rel-
evance in a region increasingly dominated by an
ascendant China.

The U.S. should strengthen the alliance by: 

• Securing greater Japanese commitment to its
own defense, 

• Emphasizing interoperability to enhance deter-
rent and warfighting capabilities, and 

• Extending the alliance to address interna-
tional security threats inimical to both the U.S.
and Japan. 

Yet even as it continues to press Tokyo to adopt
a security posture commensurate with its eco-
nomic and military capabilities, Washington should
acknowledge that other allies, particularly South

Korea, are more likely to be a reliable partner. Seoul
does not face the same constitutional, legal, and
societal constraints to military action as Tokyo does
and in the past has provided more extensive and
effective military support.

An Unfortunate Scenario. President Barack
Obama has called for greater contributions with
fewer restrictions from U.S. allies, including Japan. If
American allies fail to answer this call, the U.S. will
find itself either having to abandon strategic objec-
tives—such as stabilizing Afghanistan—or again
having to assume the lion’s share of military respon-
sibilities. Tokyo should be aware that, in the latter
case, Congress and the American taxpayer will
increasingly question the utility and cost of devoting
significant military resources to defend Japan rather
than diverting them to more immediate require-
ments. Such a result would present an unfortunate
scenario for an economically struggling Japan. 
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