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The EPA, Its White Paper, and Economic Policy in Japan
Yoichi Okita (Ph D.)
Professor
National Graduate Institute for Policy Studies
Tokyo,Japan
okita-yo@grips.ac.jp

The Origin of the Economic Planning Agency (EPA)
“Japan's postwar economic pians started as rationing plans with a socialistic flavor.”[Ito. Takatoshi, The 
Japanese Economy. 1992)
After the liberalization of 1949. there was a shift to “indicative" plans.

What had the EPA been doing?
1. Shorl-term forecasting as the background information for the revenue estimate in the national budget
2. Médium or long-term (5-10 year) plans
3. White Paper on the Economy fannual economic report of the government “which is comparable to the 

Economic Report of the President prepared by the CEA in the US." (Ito. 1992) ]
4. Compilation of statistics such as SNA (GDP statistics), machinery orders, anticipation surveys. 

diffusion index of leading indicators, dating of peaks and troughs, and so on
5. Consumer protection policies
6. Coordination of policies handled by multiple of ministries and agencies, such as development 

assistance, grievance settlement related to trade frictions. etc.
7. Research activities (mainly in the Economic Research Institute)

Where has the EPA gone after the recent administrative reform?
The new Cabinet Office
Deliberation Committee of Economic and Fiscal Policy

"The economy has changed. And it is changing at an accelerated speed. ” It is not necessarily an 
historie accident that lhe Economic Planning Agency can start the introduciion to the "Economic 
White Paper (Economic Survey of Japan 1999-2000)" with the above sentence in the final year of its 
existence. Rather, it can be said that social changes are calling for reform of the government 
administrative organization and that the reform of the organization is responding to changes in the 
economy. [From the First paragraph of the last yeafs white paper]

The keyword: Change (The subtitle: The Beginning of a New Era) 
Without a serious effort of reform, is a major crisis inevitable?
From more short-run and updated viewpoint (a digression from the white paper)

Faltering of a recovery or beginning of a crisis? Probably the former.

Is this slowdown an autonomous moveihent or driven by extemal factors? The latter, to large extent.
The Japanese economy entered a recovery phase around mid-1999 supported by expansíonary macroeconomic 
policies and export growth...... Although there were fears that. with fiscal stimulus weakening. the recovery 
would peter out going into 2000, the momentum of the recovery was maintained. Thus by mid-2000 activity 
seemed to be becoming more self-sustained, and deflationary concerns were receding..... The recovery became 
more and more driven by a marked recovery of business profn. which in turn lead to increased business 
investment. At first this was confined to the IT sector, but gradually spread to other sectors.

Recent weakening
The U.S. economy
Japan's export and produetion is importantly affected.
Stock market development in the U.S. and its contagious impact on the Japanese market

But business profit and investment are still increasing.
Of course there is a significam risk of a halt of recovery.
The Bank of Japan lowered the target interest rate (ovemight call rate) twice.

Restructuring and weak link between produetion and consumption
A recovery mainly driven by the profit increase from restructuring efforts
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Unemployment rate reached the historie high of 4.9 percent in December last year.
Some exaggeration by media on the present situalion

Because the stock market has been very weak.......
Falling real asset prices: Crises in financial sector, real estate business and construction industry? 
Usual indicators of macroeconomic activities are weakening but.....

Policy issues
Constraint on fiscal policy
OECD Survey ofJapair. "The gross debt in relation to GDP is already the highest in the OECD (119 
%, as of 1999), and just to stabilize in ten years would require a substantial amount of fiscal 
consolidation (10% of GDP). Net debt is much lower at 40%, but...”
The white paper 2000 examined the sustainability of déficit from three criteria.

1. Outstanding public bond issues as a percentage of nominal GDP may converge on a certain levei if 
the nominal GDP growth remains above interest rates and the primary balance is kept in 
equilibrium. In Japan, neither of these conditions are fulfílled.

2. Aging creates serious problem of inter-generation inequity. If this kind of inequity should be 
avoided, a drastic fiscal reform is necessary. This means that the present system is not sustainable.

3. From the víewpoint of impact on long term interest rate, owing to the presence of large current 
account surplus, present levei of déficit is sustainable.

Problems about monetary policy—zero interest rate is the limit
Introduction of money supply targeting or inflation targeting?

Liquidity trap?
Other channels of monetary transmission—a. through exchange rate, b. through share prices 

Prospect
There may be some weakening of the economy, but that will not lead to a major recession.
Meaning of yen depreciation
The US economy is not heading for a serious situation.

Need for structural reforms, need for a change (with some reference to the White Paper 2000) 
Tax reform

Cuts in public spending
Social security reform
Regulatory Reform
— There has been a substantial progress...

Big ban of banking sector
Deregulation in transportaiion sector
Reform to facilitate enterprise restrueturing (a)simplifying the procedures for splitting and merging 

firms and transferring employees, (b)Iifting of bans on holding companies, (c)easing of restriction 
on the share options, and (d)new reorganization law to facilitate the procedure in the case of 
bankruptcy.

— But many remain to be done....
NTT’: The holding company approach with two regional companies and a mobile operator 
Interconnection charges have been lowered in recent years but remained high.
Electricity and gas industries
Labor market regulations

— There is also a need for change in various practices of the private sector.
White paper 2000

A brief summery of the Japanese system by the white paper 2000
The high-growth period saw the establishment of the “Japanese-style" economic system and practices.
The Japanese style included (1) corporate groups featuring keiretsu and cross-shareholdings. (2) an 
employment system featuring seniority-based wages and long-term employment, (3) the financial 
intermediation system characterized by main banks. and (4) detailed govemment regulations covering 
every detail of economic activity. (p.J40of the English version)
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Mr. Sakiyas vision
The induslrial society wilh siandardized mass production systems that Japan has created in lhe last 

100 years or so is no longcr in accordance with the trend of human eivilizalion. Since the Meiji Era, 
Japan has devotcd itself solely to establishing an industrial society with standardized mass production 
Systems by learning modern technologies and systems from the U.S. and European countries. ... As a 
result, Japan deveioped into an industrial society with a perfect standardized mass production system in 
the 1980s. as exemplificd by the production capacity and compeli ti veness of its automobile and home 
appliance industries.

What shouid be noted here is that the ongoing development and spread of information technology 
around the world is different in ils direction and nature from the technological innovations that we 
witnessed repealedly in lhe modern world such as development electrical machinery and internai 
combustion engines, and the spread of Chemical industry. . . . The Industrial Revolution that has 
produced the modern industrial world has made mass, large scale. rapid production possible by 
systematically utiiizing large machinery... . Many technological developments produced by the modem 
industrial society of the past 200 years .. .have kept pushing society toward mass, large scale. and rapid 
production. However, the progress and spread of small and personalized computers that began in the 
1980s has made it easy to control production and distribution, prompting a move toward diversifted, 
software-oriented, and resource saving society. The trend of human civilization has begun to change. 
The advent of the information age, especially the spread of the Internet ... is changing the direction 
qualitatively.

Japan, which led the industrial world with its standardized mass production system, or in hardware 
oriented development. was able to remain the vanguard of the times up to the stage of computer- 
controlled technology. But Japan was left behind in the process of the shift to the information era, as it 
was unable to change its system, custom and social mental image attuned to standardized mass 
production. (pp.l -4)

Contrary to the abo ve view, I contend that Japan has never been a vanguard or a pioneer. Japanese 
development was simply a catch up process. It was natural that the development ended as a standstill. 
But as the gap between Japan and pioneer widens, another chance of catch-up will become possible.

Japanese economy is not entirely ailing. Some sectors have still very strong competitive power. But 
three factors. new information technology, aging of the population. and globalization are putting 
pressure on the “Japanese-style” corporate govemance and economic and social systems.
Also. recent technological changes have took place in non-manufacturing sector. This sector in Japan 
was typically characterized by govemment regulation and subsidization. Thus the private initiative to 
restructure in traditionally competitive sectors and introduction of keener competition in the sheltered 
sector.
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