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In a Nutshell

Japan is widely regarded in Asia as a trustworthy
partner whose development cooperation promotes
self-reliance rather than dependence. Increasingly, that

development cooperation must be viewed within the
context of Tokyo's strategic rivalry with China.

While the Ministry of Foreign Affairs is responsible for
planning and coordination, implementation is handled
primarily by the Japan International Cooperation Agency.
Japan concentrates its development cooperation more
heavily than most donor countries on a small number
of Asian partner states, with a strong focus on infra-
structure projects.

In addition to fostering sustainable development in its
partner countries, Japanese development policy also
aims to cultivate a favourable international environment
that serves Japan's own security, development, and
economic interests. At the heart of this strategy lies the
so-called Trinity Approach - a three-pronged model
based on aid, trade, and investment.

Japan has been significantly more successful than
Germany in aligning development cooperation with the
interests of its own economy. Tokyo often relies on tied
aid arrangements, which require recipient countries
to award development project contracts to Japanese
companies.
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When Japanese politicians travel abroad for gov-
ernment consultations, they are welcomed as
respected guests. A recent survey in ASEAN coun-
tries found that nearly 60 per cent of respondents
consider Japan the most trustworthy country in
Asia. Indeed, the country is seen “as a support-
ive partner, fostering self-reliance rather than
dependency”.! This strong international reputa-
tion goes hand in hand with economic advantages:
According to the Research Institute of Economy,
Trade and Industry (RIETI), Japan’s economic
net benefit from official government delegations
between 2001 and 2020 amounted to 53 billion
US dollars - an average of 2.6 billion US dollars
per year.?

A substantial share of these business deals can be
traced back to Japan’s development cooperation.
In 2023, RIETI reported that 17 per cent of all
overseas infrastructure projects awarded to Japa-
nese companies between 1970 and 2020 were
funded through official development assistance
(ODA). The Japanese economy benefited most
when infrastructure projects were supported
by a combination of loans and grants. Grants
could be used in advance, for example, to fund
feasibility studies on the opportunities and risks
of an investment, thereby generating “goodwill
effects” for Japanese companies - even before
Tokyo enters the competition for an infrastruc-
ture project with an ODA loan.?

Saori Ono and Takashi Sekiyama do not dispute
the positive impact of development cooperation
on the Japanese economy but argue that ODA
plays only a supportive role in the early stages of
foreign direct investment (FDI). Looking at the
period from 1990 to 2002 - a time when Japan
saw a sharp rise in FDI - the authors identify
three possible explanations:
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a) Information about the recipient country’s
business environment was passed exclusively
to Japanese companies via official develop-
ment cooperation,

b) the presence of development cooperation in
the recipient country reduced Japanese com-
panies’ perceived investment risks, and

¢) through development cooperation, recipient
countries became familiar with Japanese busi-
ness practices and regulatory frameworks.*

Definition, goals, and “philosophy”

According to the revised Development Coopera-
tion Charter (DCC), which was updated in mid-
2023, development cooperation in Japan is defined

as “International cooperation activities that are

conducted by the government and its affiliated

agencies for the main purpose of development in

developing regions”.5 Under this definition, any
activity financed with ODA funds is considered

development cooperation. Other forms of official

development finance - such as concessional loans

to multilateral institutions (so-called other official

flows) and private flows, including direct invest-
ments and export credits with maturities of over
one year - are categorized separately.

The stated goals of Japan’s official development
cooperation include freedom, peace, stability, the
rule of law and the protection of human rights,
“human security”, poverty alleviation, digitali-
zation, health, education, inclusion, equality,
transparency, fairness, trust, environmental pro-
tection, and climate change mitigation. Devel-
opment cooperation is additionally intended
to promote “self-reliant development through
support for self-help efforts by developing coun-
tries”¢ - including through “South-South and
triangular cooperation initiatives”.”
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At the same time, Japan’s development coopera-
tion is expected to foster “a favorable international
environment for Japan”# and to “contribute to the
realization of national interests”.® These interests
include “securing peace and security for Japan
and its people and achieving further prosperity
through economic growth”.2° In dialogue with
partner countries, the aim is the “co-creation
of social values”. This collaborative approach is
intended to help Japan develop “solutions for its
own economic and social challenges and to its
economic growth on a domestic level”.'* Using
concepts such as “quality growth” and “quality
infrastructure”, Japan promises development
cooperation “that does not involve debt traps or
economic coercion, and that does not undermine
the independence and sustainability of developing
countries”.’?

Japanese development cooperation also pro-
motes “the consolidation of democratization”'3
and commits to “pay|ing] adequate attention to
the situation in the recipient countries regard-
ing the process of democratization, the rule of
law and the protection of basic human rights”.*
In the revised DCC, civil society is explicitly
described as a “strategic partner” in ensuring
that Japan’s development cooperation is “attuned
to the needs of populations”?5. However, the
DCC contains no reference to political parties or
political party support, nor is the word “religion”
mentioned at any point.

In the late 1980s, Japan briefly
became the world’s largest
donor country.

While the current DCC marks a significant policy
reset, the underlying “philosophy” of Japanese
development cooperation has changed little
since the 1970s. It remains rooted in the so-called
request-based principle.*® Strictly speaking, this
principle states only that ODA should respond
to demand. However, the notion of “demand”
in Japan’s case has never referred exclusively to
the needs and wishes of developing countries.

Instead, Japanese development cooperation has
long operated within a finely balanced trinity of
aid, trade, and investment. This “trinity” there-
fore also reflects the interests of the donor country.

At least as far back as in the early 1970s, Japa-
nese trading and consultancy firms were already
meeting with foreign partners in order to jointly
develop commercial projects. During the “East
Asian Miracle” period between 1965 and 1990,
the Asia-Pacific region experienced faster eco-
nomic growth than any other part of the world.”
The demand for power plants, dams, and logis-
tics infrastructure - for sea, air, rail, and road
transport - was enormous,*® and Japanese firms
were keen to benefit. At the same time, the post-
war Japanese governments had committed to
reparation payments.'® As a result, large-scale
foreign investments that could not be financed
under market conditions - often due to high risk -
were relabelled as development aid, thereby giv-
ing rise to ODA requests from recipient countries
to the government in Tokyo.2° In the late 1980s,
Japan briefly became the world’s largest donor
country.?*

Volume, organization, and responsibilities

Final figures on Japan’s use of ODA for the pre-
vious year will not be published by the OECD
until the end of 2025.22 According to prelimi-
nary 2023 data?? based on the grant equivalent
method,?* Japan spent a total of 19.6 billion US
dollars (0.44 per cent of gross national income,
GNI) on ODA. Of this total, 81.5 per cent went
to bilateral assistance. Germany, by compari-
son, spent 37.9 billion US dollars (0.82 per cent
of GNI), although its share of bilateral ODA was
significantly lower, at 71.8 per cent. Among the
33 members of the OECD Development Assis-
tance Committee (DAC), including the EU, only
Australia, New Zealand, Norway, and the United
States allocated more than 80 per cent of their
ODA to bilateral cooperation in 2023.

Containing around 2,000 employees - with 80 per
cent being in Japan and 20 per cent being abroad -
the Japan International Cooperation Agency
(JICA) is the country’s principal implementing
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A cautionary example: China took over this port in Sri Lanka after the island state was no longer able to pay
off the debts accumulated through the project. Japan is explicitly committed to avoiding such situations in its
development cooperation. Photo: © Xu Qin, Xinhua, Imago.

organization. According to OECD figures from
2022, JICA delivers just over 70 per cent of Japan’s
total ODA.

There is no Japanese equivalent
to Germany'’s Federal Ministry
for Economic Cooperation and
Development.

A further 19 per cent is managed by the Ministry
of Foreign Affairs (MOFA), with the remainder
being spread across the budgets of several other
ministries.?> MOFA is responsible for the plan-
ning and coordination of Japan’s development
cooperation and ODA. There is no Japanese
equivalent to Germany’s Federal Ministry for
Economic Cooperation and Development.

In addition to its approximately 100 overseas
offices, JICA also operates over one dozen domes-
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tic offices in Japan. These offices work closely with
the Japanese prefectural governments. One of
the responsibilities of these local offices is to
“provide clear and careful explanations about the
significance and outcomes of development coop-
eration as well as appreciation from the interna-
tional community to the wider public”.26 The
Japanese government acknowledges “the fact
that development cooperation is funded by taxes
paid by the people of Japan”.?” Public under-
standing and support are therefore described
as being “essential to implement development
cooperation”.?8

While ODA is implemented by JICA under
MOFA’s direction, other public financial flows
are managed by various other organizations.?®
In the future, both financing instruments are to
be more closely integrated. The Development
Cooperation Charter promises that government
and implementing agencies will “work as one” in
the delivery of assistance.*° Japan also intends to
mobilize greater private-sector funding for more
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“effective” development cooperation. To that end,
suitable companies are to be involved as early as
during the project planning stage. JICA and Nip-
pon Export and Investment Insurance signed an
agreement to this effect at the end of 2023.3*

Although not itself responsible for public finan-
cial flows, the Japan External Trade Organi-
zation (JETRO) also plays a role in linking
development cooperation with the private
sector. With 76 overseas offices in 56 countries,
including five in India alone, JETRO originally
focused on promoting Japan’s foreign trade.
Today, however, it increasingly seeks to attract
foreign companies to set up operations in Japan.
JICA and JETRO regularly appear together at
high-level events and government meetings,3?
such as at the 5% Japan-Arab Economic Forum
in July 2024. At the 8™ Tokyo International
Conference on African Development, which
was held in Tunis in 2022, JICA, JETRO, the UN
Development Programme UNDP, and the UN
Industrial Development Organization UNIDO
launched a partnership in order to promote

trade and investment between Japanese and
African private companies.33 In August 2024,
Ghana’s Deputy Minister of Finance - Ste-
phen Amoah - publicly thanked both JICA and
JETRO “for supporting the Japanese private
sector in establishing production facilities” in
Ghana.3*

Long-term, low-interest
loans are a defining feature
of Japanese development
cooperation.

Loans versus grants

While DAC members have recently increased
the share of loans in their ODA commitments -
partly due to large-scale credit lines to Ukraine -
the majority of ODA continues to be provided in
the form of grants. Japan, by contrast, has long
focused on long-term, low-interest loans as a

Fig. 1: Average grant element of ODA loans for 2022, by channel of delivery
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Fig. 2: Characteristics of 2022 ODA loans by income
group for Japan © and Germany ©® (weighted
averages)

LDCs LMICs UMCIs

Share of income group| @ 20.6 63.0 15.0
in total loans (%) ® 23 425 32.4
Average maturity ©® 30.2 35.8 26.8
(years) ® 179 211 159
Average interest ® 07 0.6 0.6

rate (%) ® 1.8 27 3.0

Average grant @ 720 70.0 53.0
element* (%) ® 480 350 210
of which: Loanstothe | @ 75.0 71.0 57.0
public sector (%) ® 48.0 35.0 21.0
of which: Loanstothe | @ 25.0 29.0 28.0
private sector (%) ® n.a. n.a. n.a.

LDCs - Least Developed Countries

LMICs - Lower-Middle-Income Countries
UMICs - Upper-Middle-Income Countries

* New accounting method with grant equivalent

defining feature of its development coopera-
tion. OECD data from 2022 illustrate this situ-
ation clearly.®® In addition to loans to recipient
governments, these figures also cover loans to
multilateral organizations, international NGOs,
and the private sector (see figure 1). Measured
against the DAC average - and compared with
Germany - loans play a significantly greater role
in Japan’s overall ODA portfolio. In most cases,
these loans are issued directly between Tokyo
and the governments of the recipient countries.

The average interest rate on ODA loans among

DAC members rose from 0.95 per cent in 2015 to

1.89 per cent in 2022, while average loan matu-
rity fell from 26 to 24 years over the same period.
In this context, too, Japan diverges significantly

from the DAC average. According to OECD data,
Japan’s ODA loans to lower-middle-income coun-
tries (LMICs) in 2022 not only had a much longer
average maturity (35.8 years), but also carried

much lower interest rates of 0.6 and 0.7 per cent,
respectively (see figure 2).
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One key reason Japan strongly prioritizes lower-
middle-income countries (63.0 per cent) in its
loan disbursements is its use of so-called tied
aid. According to DAC recommendations, this
form of assistance is not permitted for the least
developed countries (LDCs) and is allowed for
upper-middle-income countries (UMICs) only
under strict conditions.

Tied versus untied aid

Tied aid was long a defining feature of Japanese
development cooperation and has seen some-
thing of a revival in recent years. “Tied” in this
context means that only Japanese companies
may be contracted to carry out infrastructure
projects abroad that are financed with yen loans.
The required materials and services are supplied
primarily from Japan, and the maintenance of
equipment and facilities is later also entrusted to
Japanese providers. By contrast, untied aid allows
companies from other countries to bid for project
implementation contracts.

Up until the mid-1970s, nearly all yen loans were
tied. Ten years later, however, this was true for
only one-third of Japanese loans. By the mid-
1990s, all yen loans had become untied.>¢ This
shift was met with frustration by Japanese indus-
try. Firms wanted to expand and use the “Trini-
ty Approach” to open up new markets in Asia
through development cooperation. In the 1990s,
Japan’s export economy was also experiencing
a downturn. Nevertheless, under pressure from
Europe and the United States, the Japanese gov-
ernment was forced to reduce its tied aid to zero.
Among DAC donors in the West, poverty reduc-
tion had become the dominant goal of develop-
ment cooperation. Japan’s growth-oriented ODA
model - focused on (tied) loans and infrastruc-
ture projects - came under growing criticism. In
2004%7 and again in 2010,3% DAC peer reviews
recommended that the Japanese government
increase the share of grants in its aid portfolio
and step up its poverty reduction efforts. Then,
China entered the picture.

Beijing adopted the core elements of Japan’s
“Trinity” model, applying the approach of tied

International Reports 3]2025



loans and large-scale infrastructure projects to
its Belt and Road Initiative, thereby promoting
its own external economic interests and - to the
frustration of the United States - steadily expand-
ing its international influence beginning in 2013.
By 2016, when China secured a 99-year lease on
Sri Lanka’s Hambantota Port in return for debt
relief, it had become clear that the initiative also
served strategic interests that extended beyond
the South China Sea to include the control of sea
lanes and trade routes.

Japan launched its Quality
Infrastructure initiative in
order to offer an attractive
alternative to China.

Japan was initially faced with the challenge of dis-
tinguishing its ODA from China’s and making it
more competitive.>® With weak economic growth
and high levels of public debt, increasing the

share of grants was not an option. Tied yen loans
then came back into fashion. In order to offer an
attractive alternative to China while also avoid-
ing renewed criticism for investing too much in
economic growth and too little in poverty reduc-
tion, Japan launched its Quality Infrastructure
initiative. To support this initiative, the country
defined three guiding standards: “resilient”,
“inclusive”, and “sustainable”. Indonesia - one of
Japan’s key partner countries - endorsed the code
of conduct for responsible lending, with other
developing and emerging economies following
suit. China had no grounds on which to reject
the Japanese code. At the 2019 G20 Summit, the
Japanese criteria for quality infrastructure were
formally adopted.*©

Later that same year, the United States established
the Development Finance Corporation (DFC). As
stated on its website, “DFC investments in infra-
structure and critical minerals help address the
multitrillion-dollar global gap for infrastructure
financing, and counter China’s growing influ-
ence around the world.”# By that point, the share

Fig. 3: Concentration of bilateral ODA on main recipients
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of tied aid in Japan’s overall ODA had risen once
again to 36 per cent. The DAC average stood at 22
per cent,*? while Germany reported 16 per cent.*?

Japan concentrates its
development cooperation on
a small number of countries.

Where does Japan’s ODA go?

In 2023, Japan’s top ten recipient countries by
financial volume (in decreasing order) were India,
Bangladesh, the Philippines, Iraq, Indonesia,
Ukraine, Vietnam, Myanmar, Egypt, and Cam-
bodia. These ten countries alone accounted for
nearly 60 per cent of Japan’s total ODA (see fig-
ure 3). By comparison, Germany’s top 20 recipi-
ent countries together accounted for just 29 per

 |1
i

cent of its ODA. Even against the DAC average,
Japan showed a much higher degree of concen-
tration in its development cooperation.

Another notable feature is the large share of
Japan’s ODA that was allocated to economic
infrastructure projects (see figure 4). This sector
is far less prominent in the ODA profiles of Ger-
many and the DAC average. Japan also placed
greater emphasis on the productive sector, which
accounted for around 13 per cent of its bilateral
ODA - a higher proportion than in Germany or
among DAC countries overall.

While Germany devoted by far the largest share
of its ODA in this category to energy projects,
Japan prioritized “transport and storage”, which
accounted for nearly 80 per cent of its spending
in this sector in 2023 (see figure 5). By contrast,
Germany allocated just nine per cent to this area,
which was well below the DAC average.

bbbl i/

Focus on infrastructure: Japan uses a large part of its development budget for bridges, roads, and similar
projects. The picture shows a bridge over the Mekong in Cambodia, built with Japanese funding.

36

International Reports 3]2025




Fig. 4: Bilateral ODA by sector
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With its continued use of tied aid, its strong focus

on a few key emerging economies, its emphasis

on economic infrastructure, and its growing coor-
dination with the private sector, Japan’s bilateral

ODA is well positioned to continue leveraging the

traditional trinity of aid, trade, and investment
for its own benefit. However, that alone is not
enough.

Development and the shifting
geopolitical landscape

The challenge lies in the fact that “the division
of roles between the public and private sectors
in development cooperation is changing”.#* Pri-
vate Japanese companies now invest significantly
more in developing countries than does the
government. Between 2021 and 2022, Japan’s
net ODA rose from 15.7 billion to 16.7 billion

Fig. 5: ODA by type of economic infrastructure
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US dollars. At the same time, private financial
flows surged from 21.5 billion to 37.4 billion
US dollars.*s

Development cooperation is
also part of Japan’s security
policy.

In relation to China and India, Japan’s develop-
ment cooperation and foreign economic policy in
recent years have evolved in parallel with chang-
ing geopolitical demands. Japan stopped provid-
ing yen loans to China in 2007. Since then, India
has become by far the most important recipient
of Japanese ODA. While Japanese FDI in China
fell by nearly 32 per cent between 2022 and 2023,
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reaching 3.8 billion US dollars, investment in
India rose by 23 per cent, reaching around five
billion US dollars.*¢

While Japan’s ODA and the geostrategic priori-
ties of its government played a role in the shift in
Japanese investment towards India, these items
were ultimately of secondary importance to the
investors themselves. What mattered most were
India’s stable growth potential, market size, and
wage levels as well as the skills of its workforce.*”

In order to ensure that commercial enterprises -
including increasingly powerful institutional
investors, pension funds, asset managers, and
insurance companies - not only take on a key
role in development cooperation amid stiff com-
petition with China, but also align their invest-
ment decisions with geopolitical priorities as
well as with profit expectations, the Japanese
government has significantly expanded its poli-
cy toolbox. Japan’s National Security Strategy -
adopted at the end of 2022 - thus mandates that
ODA be “strategically deployed” by the govern-
ment, guided by the vision of a Free and Open
Indo-Pacific (FOIP).*® In areas in which such
strategic engagement cannot be covered - or
legally funded - through ODA, a new instrument
was introduced in 2023: Official Security Assis-
tance (OSA). This tool also aligns with Japan’s
arms export and technology transfer rules and
is coordinated closely between the Ministry of
Foreign Affairs, the National Security Secretar-
iat,*® and the Ministry of Defence under the
broader National Security Strategy. Like ODA,
OSA is primarily aimed at developing coun-
tries. Its objective is to support “cooperation
for the benefit of the armed forces and related
organizations of recipient countries where the
improvement of security capacities is consid-
ered important in terms of creating a desirable
security environment for [the] country”.5° In this
respect, development cooperation is also part of
Japan’s security policy. Indeed, Tokyo views such
cooperation as “one of the most important tools
of [Japan’s] diplomacy”.5*

The close interlinking of security, development,
and economic interests is an approach that could
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also offer valuable insights for German and Euro-
pean development policy. As Japan’s experience

shows, emergency aid for the poorest of the poor
on the one hand and investment in transport
infrastructure on the other hand need not be

mutually exclusive. Twenty-five years ago, dur-
ing a famine in Sudan, Rania Dagash-Kamara -
now the Deputy Executive Director of the World

Food Programme - was asked what was needed

most urgently. Her answer: “I have food rotting

two states away and a famine this side - roads will

fix this.”s2

Even then, public finance expert Andrew H. Chen
argued that the successful funding of major
infrastructure projects “should be guided by the
capital markets’ invisible hand”. He believed:
“The fundamental challenge of infrastructure
financing, then, is how to match the massive
demand for capital investments in the world
with a supply of capital from millions of private
investors through project securities available
on a global scale.”>® At the 2024 G7 Summit,
Larry Fink - co-founder, chairman, and CEO
of the world’s largest asset management firm,
BlackRock - echoed this view: “The IMF and
the World Bank were created 80 years ago when
banks, not markets, financed most things. Today,
the financial world is flipped. The capital markets
are the biggest source of private-sector financing,
and unlocking that money requires a different
approach than the bank balance sheet model.”5+

In Japan, such trends are closely monitored and
actively debated in both the political and the
business domain. Perhaps this is one of the key
lessons Germany and Europe could learn from
Japan’s approach to development cooperation:
namely a heightened sensitivity to emerging
dynamics and a willingness to engage openly
with both relevant developments and influenc-
ing factors.

- translated from German -
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