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Summary

The dispute over the South Kuril Islands continues to plague Russia-Japan
relations. Though Russia administers the four islands, Japan claims them as
its own. A new strategic approach to the issue will finally settle the border
between the two Pacific neighbors and help Moscow and Tokyo enhance their
standing in the changing Asia-Pacific region. Solving the dispute is in the
interest of both countries—Russia will gain a valuable partner to build up
its underdeveloped eastern provinces and Japan will gain a new ally that will

improve its security in Asia.

Key Lessons

e The South Kuril Islands issue will not resolve itself or become
increasingly irrelevant over time.

e Solving the dispute over the islands requires addressing economic,
political, and strategic affairs. But qualitative improvement of
relations between Russia and Japan in these areas requires resolving
the island problem.

e The only conceivable solution is a compromise between the official
Japanese position of transferring all four islands to Japan and the
offer made by Moscow in 1956 to hand over two islands equivalent
to 7 percent of the territory.

e Leaders in both countries must have enough support to make
the necessary compromises. Russia must give up more than many
Russians think and Japan needs to receive less than most Japanese

believe it ought to.

The Compromise Solution

Russia should give up Shikotan and Habomai. These two islands cover
only 7 percent of the territory claimed by Japan, and Moscow already agreed

to hand them over under a joint declaration in 1956.

Japan should support economic activity in the islands and in Russia.
Direct public sector investment and positive economic incentives for Japan’s
private sector will foster economic growth in the islands and Russia’s Far East

and Siberia.
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Russia and Japan should establish a joint economic zone. Run by a
Russian-Japanese authority administering a distinct economic and legal regime,

a joint economic zone covering all four islands will help develop the area.

Russia and Japan must reach a political agreement. The entire area needs
to be demilitarized, and Russia should initially continue to exercise sover-
eignty over the other two islands, Iturup and Kunashir. Eventually, all of the
islands should be integrated into Japan. After fifty years, Iturup and Kunashir
will transition to Japanese law and sovereignty. The joint economic regime
will continue for another fifty years, and Russian permanent residents will be

free to stay on the islands.



Disputed Territory

For close to seven decades the dispute over the South Kuril Islands, which the
Japanese refer to as the Northern Territories,! has marred relations between Russia
and Japan. Yet, the world around the disputed area has changed dramatically.

World War II, the Cold War, Soviet Communism, and the Soviet Union
itself are history. Japan rose fast as a democratic polity and a leading economic
power in a close alliance with the United States, only to yield its long-held
position as Asia’s premier country to capitalist, if still nominally Communist,
China. Post-Communist Russia laid the foundation of capitalism, while man-
aging, in the wake of the Soviet Union’s collapse, to keep itself in one piece
and to preserve its strategic independence as a “great power.”

The thirty-year confrontation between Moscow and Beijing gave way to a
strategic partnership supported by substantial trade links. Yet, China also grew
visibly stronger than Russia, reversing the situation of the last two-hundred

years. The United States, reacting to China’s challenge and

seeking to prevent Beijing’s regional hegemony even as it
has become almost inextricably linked with China econom-
ically, is pivoting to the Asia-Pacific, which has overtaken
the Atlantic as the world’s top and most dynamic market-
place. And the rapidly shifting combination of econom-
ics, power politics, and different worldviews is redefining
international relations in East Asia and the North Pacific.

Strikingly, Japan and Russia, the two countries that

The rapidly shifting combination of
economics, power politics, and different
worldviews is redefining international
relations in East Asia and the North Pacific.

competed against each other in Northeast Asia during the

first half of the twentieth century and challenged the United States economi-
cally (in the case of Japan) and militarily, ideologically, and politically (in the
case of the Soviet Union) during the century’s second half, have remained
largely on the sidelines as the new century sets in. Despite the vast difference
in the area they occupy, the varying levels of economic and societal develop-
ment, and the dichotomy between a continental nation and an island one,
similarities between the two countries are apparent.

Japan and Russia have almost equal populations, low and declining birth-
rates, are in the midst of—admittedly very different but equally prolonged—
crises of their respective political and socioeconomic systems, and are in clear
need of reenergizing themselves. For different reasons, they feel insecure and
feel like they are losing out in global and regional competition. Yet, at the same
time they maintain a relationship that only guarantees that they miss valuable

opportunities to improve their own situations.
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I The South Kuril Islands dispute is not the root cause

of the sorry state, but it is a telling symbol of the poor

The South Kuril Islands dispute is a telling

. . . bilateral relationship. Solving it would help unblock the
symbol of a poor bilateral relationship. P 8 P

resources that each of the two countries can provide for
e the other. Moscow and Tokyo need to embrace a strategic
approach that will not only fix a mutually recognized bot-
der between the two neighbors, but, more importantly, enhance both coun-
tries’ standing in the Asia-Pacific by means of a wholly revamped relationship
between them.
Russia would gain much broader access to potentially the biggest external
resource in the region to help develop its eastern provinces: Siberia and the
Pacific seaboard. Their underdevelopment is the most important geopolitical
challenge that Russia is facing now and in the foreseeable future. The vision
of Japan as a Germany in the east for Russia should be compelling to Russian
strategists. As for Japan, it would bolster its existential alliance with the United
States with a strategic link to the one country in the eastern part of Asia that
harbors no historical grudge against Japan and is prepared for close and com-
prehensive cooperation with it. After all, Germany’s Ostpolitik not only ben-
efitted Russia, but also paved the way to Germany’s unification and secured

its position in Europe.

Historical Background

Russia and Japan first established official ties in 1855 when they concluded the
Treaty of Shimoda. That treaty, signed only two years after Japan was “opened
up” to the United States, gave Russian merchants access to Japanese ports.
The Russian Empire at the time was “pivoting to the east” after the humiliat-
ing defeat in the Crimean War. It was busy consolidating its possessions in
eastern Siberia and along the Pacific seaboard, pushing to control the Amur
and Ussuri Rivers. Eventually, it was prepared to give up its position in Alaska
(1867) and the faraway outposts such as Fort Ross in California to focus on
Northeast Asia.

The Treaty of Shimoda settled the border between the Russia and Japan,
stating that “(h)enceforth the boundary between Russia and Japan shall lie
between the islands of Iturup and Urup. The whole of Iturup Island shall
belong to Japan; and the whole of Urup Island and the other Kurile Islands,
lying to the north of it, shall belong to Russia.””

The Japanese lay great emphasis on this treaty, and the anniversary of its
signing, February 7, has been marked since 1981 as the “Day of the Northern
Territories.” The treaty, however, failed to settle the final status of Sakhalin,
known in Japanese as Karafuto. The island was intended to be administered
jointly, but the lack of partition led to numerous conflicts between Russian

and Japanese sailors and merchants. The 1875 Treaty of St. Petersburg saw



Japan give up its portion of Sakhalin to Russia in return for Russia ceding the
Kuril Islands to Japan. The Russian-Japanese border was then fully settled.

The peaceful relations and resolution of disputes by diplomacy led only so
far. Even as Russia built the Trans-Siberian Railway and embarked on a policy
of expansion in Manchuria, Japan pushed into Korea. Hardline imperialist
approaches triumphed in both countries, resulting in a war that ended in vic-
tory for Japan. The 1905 Treaty of Portsmouth concluding the war saw Russia
not only cede the lease on Port Arthur to Japan, but also the sovereignty over
the southern half of Sakhalin Island.

Opver the next thirty years Japan rose to control much of East Asia and the
Russian Empire transformed itself into the Soviet Union. Japan consolidated its
control over Manchuria and the Soviet Union established Mongolia as a de facto
puppet state. Tension turned to conflict in a series of border fights that occurred
from 1932 to 1939 and ultimately culminated in the Japanese defeat at Khalkhin
Golin 1939 and a subsequent Soviet-Japanese Neutrality Pact in 1941.

That pact was renounced by the Soviet Union after the end of World War
IT in Europe, and in accordance with its Yalta Conference obligations to the
Western allies, the Soviet Union attacked the Japanese forces in Manchuria
and Sakhalin on August 9, 1945. By August 14, Japan had accepted defeat and
the next day announced the termination of the war in the Pacific. However,
hostilities on the continent continued for a few more days. And on August
18, the Red Army launched the invasion of the Kuril Islands, conquering
the entire chain between Kamchatka and Hokkaido by early September. On
September 2, 1945, Japan signed an act of unconditional surrender.

The occupation of Japan by U.S. forces, the victory of the Communists
in the civil war in China, the Korean War, and, of course, the Cold War set
the context for Soviet-Japanese relations in the immediate post—World War 11
period. In this environment the Soviet Union refused to sign the San Francisco
Peace Treaty with Japan in 1951. This failure had important consequences.
Under the treaty, Japan ceded southern Sakhalin and the Kuril Islands, but the
beneficiary was not indicated in the treaty. Nor were the Kuril Islands defined
and specifically listed.

At the time, Moscow treated Japan as a U.S. military base and thus an
adversary in the Cold War. During the first brief détente in that new con-
frontation in the mid-1950s, however, the Soviet Union began partially not-
malizing relations with its former enemies. Following the unilateral Soviet
declaration of 1955 ending the state of war with Germany, the Soviet Union
and Japan signed a joint declaration in 1956 formally ending the state of war
between the two countries. Under the declaration, which was a legally bind-
ing document ratified by the Supreme Soviet and the Japanese parliament,
Moscow agreed to hand over to Japan the Habomai and Shikotan islands once

a formal peace treaty was signed.

Dmitri Trenin and Yuval Weber |
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The absence of a peace treaty between the Soviet Union and Germany was
the result of Germany’s political division. With Japan, the reason was the ter-
ritorial dispute. While the Soviet Union was willing in 1956 to hand over to
Japan the tiny islands just off Hokkaido, Japan’s claims to two larger islands,
Kunashir and Iturup, were left unaddressed.

The joint declaration proved only a brief respite in Cold War hostilities. The
United States and Japan updated and deepened their security relationship with
the 1960 Treaty of Mutual Cooperation and Security. That treaty was signed
despite protestations from Moscow, which preferred Japan to be neutral and
demilitarized. In response to the U.S.-Japan treaty, the Soviet government
withdrew its signature from the 1956 joint declaration until all U.S. military
bases leave Japan.

Until the end of the Cold War the status quo over the South Kuril Islands
remained unchanged. The Soviet Union did not even recognize the exis-
tence of a territorial dispute with Japan and treated the entire chain of islands
between the Sea of Okhotsk and the Pacific Ocean as an integral part of its
sovereign territory. This fact, however, did not preclude a considerable expan-
sion of Soviet-Japanese economic ties in the 1970s and 1980s.

The end of Communist rule in Russia and the dissolution of the Soviet
Union, however, reopened the issue and gave rise to various attempts to solve

it. So far, all attempts have failed.

Attempted Solutions and
Lessons Learned

Even though the solutions proposed since the early 1990s to settle the territo-
rial issue between Japan and Russia have not worked, they provide a wealth of
material that is useful to anyone who wishes to construct a better future for
both countries.

The Japanese insistence on the handover of the entire Northern Territories
area, namely, Iturup, Kunashir, Shikotan, and Habomai, is clearly a nonstarter.
The window for that solution may have existed at the very end of Mikhail
Gorbachev’s rule, but Tokyo was more skeptical about perestroika than other
Western capitals and, regardless, the invitation for Gorbachev to visit Japan
came too late, in April 1991.

Today, Japanese appeals to historical justice do not strike a chord with most
Russians who generally see the Soviet (and now Russian) possession of the
islands as the price Tokyo had to pay for its role in World War 11. Giving them
up entirely would be seen in Russia as totally unwarranted, and an act of high
treason. And of course Russians realize that Tokyo cannot impose this solu-

tion on Moscow.



Thus, the Russian equivalent to the Japanese desire to claim the four islands
is something that might be called a zero solution (or in other words, the per-
petuation of the status quo). But no matter how strongly Moscow may reject
the very notion of a territorial dispute with Japan, the problem will not go
away. Nearly seventy years after the end of the war, and with nearly all former
Japanese residents of the islands dead, the Japanese are still raising the issue.
And a few more decades are unlikely to change this.

Realizing this, the Kremlin repeatedly offered to Tokyo—in 1993, 2001,
and 2006—to solve the issue on the basis of the 1956 joint declaration. This
would result in a peace treaty under which Shikotan and Habomai (basically a
collection of rocks) would be handed over to Japan. The two island territories,
however, together represent a mere 7 percent of the area claimed by Japan.
Not surprisingly, there were no takers in Tokyo.

Other, informal ideas aired over the years changed the percentages but not
the underlying framework. One plan would have been to transfer three of
the four southern islands (Habomai, Shikotan, and Kunashir) to give Japan
37 percent of the total area. Another idea was a 50—50 split, perhaps modeled
on the 2004 border settlement between Russia and China, which would give
Japan the three southern islands plus a portion of the biggest island, Iturup.

Yevgeny Primakov, a former prime minister of Russia, also put forth a
vision of a joint economic zone covering the South Kuril Islands with the
issue of sovereignty placed on the backburner.’

What these proposals (except for the last one) shared—and perhaps what
doomed them all—is they were all trying to solve the dispute through the
prism of World War II and the Cold War and not through a vision of what
the future should look like. The past will always be a source of failure for the
South Kuril Islands because the participants focus on avenging past sacrifice
and try to use the present as a venue to achieve “justice,” broadly conceived.
Beyond abstract moral or philosophical considerations, modern democratic

political

Dmitri Trenin and Yuval Weber |
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L] leaders are bound to reflect on some basic level the

. : . . references of their electorates because they need to be

Qualitative improvement of economic, P y
political, and strategic relations
between Japan and Russia requires
solving the island problem. relatively peripheral, as the South Kuril Islands cer-

able to ratify international agreements through their
domestic legislatures.*

Land concessions can induce passion, but when they

tainly are for both countries, the issue can be captured
by narrow but dedicated interest groups.” For the South
Kuril Islands, local Russian activists and the Japanese League of Residents
of Chishima® and Habomai Islands have effectively prevented resolution of
the dispute. The former warns the Russian government against changing the
status quo and the latter prevents the Japanese government from accepting
anything other than maximal concessions.

Ultimately, there are five general lessons that can be learned from previous
experiences. First, the South Kuril Islands issue will neither “resolve itself”
nor become irrelevant over time. Second, a backward-looking solution does
not work, so there needs to be a forward-looking one with an entirely new
narrative. Third, the issue of the islands will not be solved in separation from
economic, political, and strategic issues, but qualitative improvement of eco-
nomic, political, and strategic relations between the two countries requires
solving the island problem.

Fourth, the only conceivable solution is a compromise between the official
Japanese position of transferring the four islands to Japan and the offer made
by Moscow in the 1956 joint declaration to hand over Habomai and Shikotan.
And finally, to be able to effectively address the problem, leaders in both coun-
tries must have enough support for a compromise that will command Russia
to give up more than what many think it must, and Japan to receive less than
what most Japanese believe it ought to. This political leadership lies in the
ability to convince both nations that they would be richly compensated for the
perceived “losses.”

In the end, the South Kuril Island issue can only be solved within the
context of a fundamentally new strategic approach, with Moscow and Tokyo

viewing the other party as a valuable resource for their own interests.

New Strategic Approaches

The Russian government’s current economic plan for Siberia and the Far
East is more funding and more centralized control. The plans for creating a
regional development fund, a state corporation, and now a special ministry
for the region all point in the same direction, which is not promising. Instead,
Russia needs to fully use the economic potential of the neighboring Pacific

region to develop its eastern territories.



Following the recent improvement in relations with China, transforming
relations with Japan would constitute a sea change in this regard. In particular,
Japan will help Russia move toward an economy that is not reliant on natural
resources—but one that thrives on information technology, space technol-
ogy, and education. And President Vladimir Putin’s desire to boost Russia’s
standing in the World Bank’s Doing Business Index goes hand in hand with
this. A new relationship with Japan that ensures Japanese companies invest in
Russia beyond natural resources will help large-scale investments from China
develop Siberia and the Far East.

To put this most succinctly, Russia needs partners to help unleash the eco-
nomic capacity of its resource-rich but underdeveloped areas and to raise the
living standards of its population. Seen from this angle, Japan is a major exter-
nal resource for Russia’s development, particularly in Siberia and the Far Fast.
Among Russia’s neighbors in Asia, Japan is the most advanced economy and
it can be a source of capital investment and technology transfers. Conversely,
Japan is a market for Russia’s traditional exports—oil, gas, coal, timber, and
metals—and a valuable partner for a range of logistical projects.

Politically, a fully normalized relationship with Japan would strengthen
Russia’s position in Asia, not least vis-a-vis China. A completely demilitarized
relationship with Japan, a country Russia fought twice in the previous century,
would materially improve Russia’s security situation in the Pacific and add to
the security community that Moscow has already built with a number of coun-
tries in Europe and Asia—from Germany to Finland to Turkey.

In fact, Moscow should strive for a relationship with Japan that is of the
same kind and on the same scale as the one it has successfully built with
Germany. The two horrific wars in the twentieth century notwithstanding,
today’s Germany is Russia’s closest partner and perhaps its best friend among
the bigger countries of the West. Gaining a similar partner in the east would
produce clear benefits in all relevant areas: trade (bilateral trade with Japan
reached $30 billion in 2011, but this falls far short of $83 billion with China
or $72 billion with Germany), investment, science and technology, educa-
tion, healthcare, transportation, and human relations. Of

course, no two situations and no two pairs of countries are

Dmitri Trenin and Yuval Weber |

ever completely alike, but a Germany in the Pacific would  \When China’s northern neighbor

make Russia’s global position much more sustainable.
In the same vein, Japan needs Russia to create a better

balance for itself on the continent of Asia. Of all of Japan’s

and strategic partner warms up to
Japan, the Japanese people will have

neighbors in Asia, Russia has the most natural resources, every reason to feel more secure.

the greatest strategic depth, the most developed—if SOITIC- mm——————————————————————————————

what archaic—global mindset, and the most formidable
weapons arsenal. Russia is probably the one country in Asia that does not fear
China and, though the power ratio has reversed, is still able to keep the rela-

tionship with Beijing on an even keel. Strikingly, Russians are generally much
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friendlier toward the Japanese than the other way around. They have healthy
respect for Japan’s achievements and admiration—even some passion—for its
traditional culture.

Japan would serve its long-term interests if it augments its all-important
relationship across the Pacific with the United States by strengthening ties
with a country that spans Eurasia—just like Germany remains a staunch
American ally across the Atlantic. Gaining access to Russian resources and,
even more importantly, the Russian market when it further develops (as it
eventually will) are useful. But the chief benefit will still be surer ground for
Japan in Asia. When China’s northern neighbor and strategic partner warms
up to Japan, the Japanese people will have every reason to feel more secure.’

There is in fact precedent for just this line of thinking. The basis for the
current partnership between Russia and Germany started in the 1970s with
West German chancellor Willy Brandt’s Ostpolitik and the series of treaties he
negotiated with the Soviet Union, Poland, East Germany, and Czechoslovakia
that recognized the political and border changes resulting from World War
II. West Germany gave up its territorial claims to large chunks of its for-
mer empire, including Koenigsberg (now Kaliningrad), the coronation city of
Prussian kings, in exchange for larger economic opportunities, the reduction
of tensions in the region, and greater room for diplomacy. Over the diechard
opposition of some, Brandt reached out to Moscow.

The Soviet Union and its Warsaw Pact allies, for their part, needed the
material benefits that came from direct, broad, and unencumbered interaction
with West Germany. Moscow also strengthened its position in Europe and
vis-a-vis the United States. This is not to say that the Americans were disad-
vantaged by their key ally coming to terms with their principal adversary in
the Cold War—the payoff was stability and more predictability along the Cold
War’s central front. Such an approach paid even more dividends two decades
later as Moscow supported Germany’s unification, and a united Germany—
also a member of the North Atlantic Treaty Organization—became Russia’s
key partner in the West.

It is important to remember that until West Germany and the Soviet Union
could come to a conclusion over World War I1, they were unable to transform
their relationship into something truly satisfying. So long as the dispute over
the South Kuril Islands remains unresolved, Moscow will not be able to trans-
form its relationship with Tokyo into one resembling the current Russian-
German partnership. This makes it more difficult for Russia to embrace its
Euro-Pacific future. Just as the more recent and still ongoing historical recon-
ciliation with Poland is regarded as absolutely necessary to unblock Moscow’s
relations with the European Union and link Russia in a security community
with the West, a turnaround with Japan will bolster Russia’s position in the
North Pacific.
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Renewing the idea of an Ostpolitik in the Asia-Pacific does not upend the

1945 legacy in Europe, nor does it betray the sacrifice of the Russian people

in the Great Patriotic War of 1941-1945. The South Kuril
Islands are more in the league of historical strategic out-
posts like the naval bases in Port Arthur and the Hanko
Peninsula in the Gulf of Finland that were transferred in
1953 to China and 1956 to Finland, respectively. Similar
steps have been made in more recent times when Putin
decided in 2000 to abandon former Soviet military facili-
ties in Cuba and Vietnam. Also, Russia’s deals with China
in 2004 and Norway in 2010° both resulted in Russia’s giv-

By reaching a creative accommodation
with Moscow, Tokyo will demonstrate
its forward-looking approach and
flexibility, which will significantly
burnish its international reputation.

ing up part of its administered territory or its long-stand-
ing legal position, but it is safe to believe that settling the South Kuril Islands
issue will not bring about new claims from either China or Norway.

Firmly fixing Russia’s borders along the country’s entire perimeter is a
long-standing policy and the islands in the Far East should not be allowed to
remain a black hole in this priority.

By the same token, if Japan climbs down from its maximalist position, this
should not create problems with China and South Korea, two countries Tokyo
also has disputes with over island territories. And by reaching a creative accom-
modation with Moscow, Tokyo will demonstrate its forward-looking approach
and flexibility, which will significantly burnish its international reputation.

The narrow but passionate argument that territory can never negotiated
over has been proven wrong during the past decade by Russia’s actions, and by
none other than Putin himself. The proposed deal with Japan will make Russia
feel safer, just like the 2004 deal with China, and help Russian economic devel-
opment, bolstering security in the most vulnerable part of the country. Rather
than weaken Russia, it makes it stronger if the deal emerges as part of a funda-
mental transformation of Russian-Japanese relations and within the context of

government policies that make the country more friendly toward investment.

Outlining the Deal

The territorial settlement needs to be embedded within the broader strategic
shift in Russian-Japanese relations. Without a mutual willingness to funda-
mentally transform the relationship, the solution will remain out of reach, and
both countries will continue to forfeit the opportunities that they so badly

need to upgrade their economic and strategic positions.
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A deal requires the following steps:

Russia should immediately and fully give up the two islands—Shikotan
and Habomai, covering 7 percent of the territory claimed by Japan—
that it already agreed to hand over under the 1956 joint declaration.
The reason given by the Soviet government to cancel that accord is no
longer relevant as the U.S. military bases in Japan are not a direct threat

to Russia with the Cold War long over.

Japan should begin supporting economic activity in the South Kuril
Islands and across Russia through direct public sector investment and

positive economic incentives to its own private sector.

Russia and Japan should establish a joint economic zone covering the
four South Kuril Islands that is run by a Russian-Japanese authority

administering a distinct economic and legal regime.

Russia and Japan must reach a political agreement that underlies this
economic arrangement. From the beginning, the entire area will be
demilitarized. Russia will continue to exercise sovereignty over Iturup
and Kunashir. Russian civilian migration to these islands, likely resulting
from new economic activity, will not be restricted and Japanese people

will be free to move to all four islands.

At the end of a fifty-yeat period, Iturup and Kunashir will transition to
Japanese law and sovereignty, but the joint economic regime will continue
for another fifty years and Russian permanent residents will be free to
stay, enjoying the right to hold dual citizenship of Japan and Russia.
Thus, the South Kuril Islands will resemble Hong Kong in that they will
eventually be integrated with Japan, but for the first fifty years most of
them will remain under the Russian flag and at the end of this period
all the islands will be legally part of Japan, but with a special economic

regime for another fifty years and with a strong Russian presence.

Fears in Russia of Japan reneging on some aspect of the deal will
be prevented by the presence of a large group of Russian nationals
on the islands. Their presence will be a guarantee of Russia’s continuing

interest.

For this to be possible will require strong political will and sufficient politi-
cal support for transformative strategies in both Russia and Japan. Success
will hinge on the ability of the national leaderships in both countries to break

out of the surviving Cold War mindsets, convince their electorates to turn the



page, and receive the popular mandate for the transformation. The Japanese
parliament and political parties must be persuaded to reduce nationalist rheto-
ric. If rhetorical demands in Japan fall and create the opportunity for the
agreement, then opposition to the deal in Russia could be managed.

Declarations from the heads of state or legislatures of Germany and Finland
to reaffirm that the resolution formula for the South Kuril Islands issue has no
bearing on the status of Kaliningrad and parts of Karelia as legal territories
of Russia will also help. This will certainly strengthen the Russian president
against domestic opposition to a deal with Japan. And the United States, for
its part, should adopt a benign attitude and support the deal. In contrast to the
Cold War period, when the United States opposed any serious rapprochement
between Moscow and Tokyo, there is no major U.S. interest that could be
served by the continuing dispute. Indeed, a closer Russian-Japanese relation-
ship will help stabilize the Asia-Pacific region and be beneficial for the U.S.
strategy in the region.

This new idea for solving the dispute provides an institutional resolution
to problems of unpredictable investment climates. The islands will have an
entirely new economic system that will benefit from institutional arbitrage,
latent economic potential in Russia, and sources of capital in Asia with only
tangential relations to the below-ground economy that the current Russian
state relies upon. Moving even further ahead, Russia is not so much giving up
the islands as gaining a Hong Kong and the long-term beneficiary would be the
entire Pacific coast of Russia. Vladivostok would become a Russian Shanghai.

Russia does not currently have a strategy for the Asia-Pacific region and
Moscow has so far failed to exploit the power of globalization, but Asian
involvement in Siberia and the Far East will correct these problems. The new
Hong Kong in the north will allow Siberia and the Russian Far East to meet
both Asia and America through the Pacific, which is exactly what virtually all
other countries in the region are doing. This historical fortress and resource
base for raw materials will be literally transformed into a motor and model for

a new above-board and above-ground economy.

The Regional Context: A Step Toward
a Security Community in the Pacific

A fundamental transformation of Russian-Japanese relations is bound to have
a major impact on the regional situation in East Asia and the North Pacific.
China, North Korea, South Korea, and the United States will all be affected.
And this will be generally positive.

Stable peace between Russia and Japan is a step toward creating a secu-
rity community in the North Pacific analogous to the one expanding in the

North Atlantic—a situation where inter-state conflicts are handled without
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the threat or use of force. Japan and the United States achieved this status
in their relations in the two decades after the end of World War II. Japan
and South Korea, both U.S. allies, are completing the process. If Japan and
Russia endow their relationship with a similar quality, even without an alliance
between them, this will further stabilize the North Pacific.

It is important to stress that a Russian-Japanese rapprochement does not
constitute an alliance, particularly one against China. Japan may be concerned
about China’s rise and would see a permanently peaceful relationship with
Russia as a geopolitical reassurance. Russia, however, would do nothing to
undermine its neighborly relationship with China, which is critically impor-
tant to Moscow. A more reassured Japan should be in China’s enlightened
self-interest. And the same goes for a Russia that is better integrated with the

Asia-Pacific region and is not entirely focused—for good

or for bad—on its relations with Beijing. Indeed, Beijing

A peaceful settlement of the decades- strategists may conclude that Moscow is pursuing with

old territorial dispute between Japan
and Russia will positively affect other
contested island territories in the Sea of
Japan and the East and South China Seas.

Tokyo a set of goals similar to those set by China when it
sought to improve its own relations with Japan: economic,
technological, and scientific cooperation to help national
development.

A peaceful settlement of the decades-old tetritorial

dispute between Japan and Russia will also positively

affect other contested island territories in the Sea of Japan
and the East and South China Seas. Tokyo might use the precedent to move
toward final resolution of the Dokdo/Takeshima Islets issue with Seoul, and
thus cement its relationship with South Korea. Japan’s constructive approach
with Russia and South Korea would serve Tokyo well in the dispute over the
Senkaku/Diaoyu Islands, where China would be challenged to match this con-

structiveness in order to not be seen as overly aggressive and narrow-minded.

Conclusion

Delaying resolution to a problem when the conditions are favorable leaves the
possibility that circumstances can become even more difficult later on. The
last time a movement toward a Russian-Japanese rapprochement looked cred-
ible was in the mid-2000s, as the two countries were led by strong and popular
leaders, Putin and Prime Minister Junichiro Koizumi, who aspired to upgrade
their respective countries’ position on the world scene and were seriously
examining the options for a qualitative improvement in bilateral relations.
That opportunity was lost. More recently, during the presidency of Dmitry
Medvedev and brief tenure of Naoto Kan as prime minister, Russian-Japanese
relations experienced acute tensions linked to the territorial issue.

With Putin reassuming the presidency in 2012, he is clearly focused on

developing the Russian east—~Siberia and the Pacific seaboard. He no doubt



understands the value of Japan for what might be called his “eastern proj-
ect” that was exemplified by Russia’s holding the Asia-Pacific Economic
Cooperation summit in Vladivostok and the establishment of a special min-
istry for the Russian Far East in Khabarovsk. Putin is pragmatic enough to
realize the importance of land-for-peace deals, having concluded one with
China, and he is not averse to land-for-development schemes, having offered
Tokyo the reactivation of the 1956 joint declaration.

It was the lack of interest on the Japanese side and nationalist rhetoric of
Japanese politicians that made the Kremlin show toughness with Medvedev
and government ministers visiting the islands. Putin, the “good cop,” is flanked
by Medvedev, the “bad one,” and the game goes on. What Moscow needs, how-
ever, is a strategy and not just diplomatic tactics or bureaucratic moves.

Japan, for its part, should not simply wait for Russia. Tokyo needs to embark
on a course that will materially strengthen its geopolitical position without
weakening any of its existing relationships, and this means that Japan must
start thinking strategically about Russia and come forward with bold initia-
tives of its own. Of all the Russian leaders on the hotizon, Putin, due to his
strong patriotic image, is the only one who can be seriously engaged—and
who will deliver once the deal is struck.

Japan, however, needs to broaden its horizon in order to effectively engage
Putin. The issue at hand is not righting perceived historical wrongs. It is not so
much the small and largely symbolic Northern Territories at stake, but Japan
itself—and its future. Japanese politicians who realize this and act as real
statesmen will deserve to be called leaders.

There is a clear path forward for resolving the dispute over the South Kuril
Islands and establishing deeper relations between Russia and Japan. This is in
the national interests of both countries and efforts should be made by Russian

and Japanese leaders immediately so the opportunity is not wasted.
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