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Regulatory reform 

· One practitioner’s view –
Purpose of this presentation is to introduce the general and specific situations concerning regulatory reform in Japan, and to share some perspectives. I worked at the OECD for several years on the theme of regulatory reform. I returned to the Japanese government in 1998 and since last year have been assigned to the current job, which includes responsibility of planning and implementing regulatory reform in electricity sector in Japan. It is from these experiences that I wish to contribute to the discussion in this Workshop.  

Regulatory reform in practice can be diverse according to any country and sectoral context. But I hope that sharing experiences will be useful in deepening understanding of reformers facing similar situations and can help prepare for future steps considered by them. My comments are my own and do not belong to the Ministry.

· Regulatory Reform in Japan

Economic benefits from reform are substantial 

As general background, regulatory reform has been promoted as priority by successive recent administrations in Japan. Old fashioned regulations that are still prevalent in Japan have consistently suppressed growth opportunities for Japanese economy. Productivity of regulated industries, many of which are domestic-oriented service industries such as energy, finance, telecommunications, transport, construction and distribution looks still low in Japan, compared to those in other industrialised economies. 

Having said this, I am not at all pessimistic about future potential of Japanese economy. Once effective competition is introduced to these sectors and entrepreneurship is unleashed, market forces will accelerate adaptation of  human resources to the new stage as they did in the past Japanese economic development in the post war period. It will be not only productivity gains – but also a lot of unexpected innovations that promote economic growth.     

Impact on labour is manageable

In Japanese discussion, although regulatory reform has been consistently high on policy agenda, possibility of severe labour displacement has attracted much attention and many people have said that special care is needed due to the traditional system has embraced the notion of life-long employment. There is now a lot of “prepare for the pains” argument in Japan. However, I always feel that more practical and objective assessment is possible and useful. 

First, one must not forget that reform provides new job opportunities. In fact according to recent government estimates, those new job opportunities will by far exceed job losses from resolution of bad-performing loans. Second, Japan has already developed a mobile labour market and had shown a great capacity to absorb job changes from economic dynamics – in a sense, famous life-long employment practices have been applied to a limited sector of employees in big, established and domestic-oriented firms as well as public sector and the majority of Japanese employees have not enjoyed what outside observers has mythically mentioned as “Japanese uniqueness”. And third, I would like to emphasise that recipients of the benefits from structural reform will be Japanese younger and future generations. It is important that concerns for employment or job security should always take account of job opportunities for the young and new entrants, who are a minority in any current labour statistics, but without doubts hold the key to sustaining economic development. 

Japanese economy’s choice

This leads to the choice that Japanese economy is now facing -- choice between risk of action and risk of inaction. Any choice of economic policy must be made based on objective and reasonable judgment on costs and benefits. But, it is so important for current Japan to seriously consider on risks and potentially huge future costs arising from no-action.               

It is good that unexpectedly high level of support has been given to the ambitious policy agenda on structural reform in Japan. Voters’ reckoning has started to capture the essence of needed reform in Japan. Broad-based framework of policy discussion and criteria for success has been clearly laid out by the public.  However, it is another thing whether the governing system of Japan can deliver. It is necessary to make sure that the general political be translated into concrete 

reform steps at policy level. So now I turn to some examples.         

· Examples of recent reform

I can point out that some fundamental changes are going on in Japan as to how administration of government, including regulation, of course, is carried out. Three major development are significant --- implementation of mandatory public comment procedures since March 1999, implementation of Information Disclosure Act from April 2001 as well as forthcoming implementation of Policy Evaluation Act from April 2002.          

Public comment procedure has started and contributed to changes

About public comment procedure, the rules set out by the Cabinet have been generally followed by line Ministries. According to General Affairs Ministry, during the fiscal year 2000, out of 331 cases concerning proposed changes in regulations that are mandated for the public comment, 11 cases avoided the public comment due to mostly the emergency reasons. In 56 cases, revisions were made to original proposals. Although there are often cases where relevant services did not address the issues raised by the comments received, it looks that the administration of the overall central government has accommodated built-in mechanism to open its decision making in regulatory process.

So this is the reform policy that has accumulated experiences. I hope very much that in future, based on generally successful implementation at the central  government, the public comment procedure can be widely introduced to local governments as well. Recently, some local governments are innovative as to reform its administrative process, such areas as information disclosure. As regulatory powers are increasingly delegated to local levels, I think that regulatory procedures by local governments need to be scrutinised more closely than before. The public, instead of central government, will play a crucial role in that process.      

Second important element that has had impact on the government conduct is Information Disclosure Act. Under this Act, the central government is under a broad and general obligation to provide, as requested, administrative information that is used for administrative decision making.

Policy assessment is developing

Third, from next April, Policy Evaluation Act will be implemented. It generally aims to promote the government bodies to carry out and publish policy evaluation as well as to reflect on possible policy changes. Evaluation should be objective and quantity-based as much as possible. It also mandates ex-ante evaluation in areas such as R&D, public works and official development aids (ODA). These measures, the precise impact of which is still unknown, are likely to change the incentives of government officials that are engaged in regulations, by substantially opening the administrative procedure to the public assessment and debate. In other words, to a large extent, future development depends on participation of the public, including experts in each area, to the process set up by these system changes.                         

Another interesting development is seen in a reform body. Japan has set up a central body to initiate and monitor regulatory reform by the government. It has overseen the development and implementation of “Deregulation Action Plan”, which is the vehicle for reform momentum. The current body is called Comprehensive Regulatory Reform Council. It was reorganised from its former entity in the beginning of 2001 and was elevated to a body that directly advises the Prime Minister. Under the new administrative framework, it has acquired the right of recommendation to other government bodies. Also, the current Cabinet has given a Minister in charge of regulatory reform. In sum, though untested yet in terms of delivery of final reform results, the power of the reform body has been strengthened under a new structure. It has been recently vigorous to respond to high-profile expectation by proposing speedy and radical reform measures in areas such as health and medical services.       

· Electricity reform in Japan

As mentioned, general framework to promote regulatory reform is in steady progress in Japan, though whether its speed is fast enough has to be constantly tested against the background of Japanese economy’s urgent needs for Economic revival. So how about a situation in specific sector? Since I am working now for regulation of electricity sector, I would like to discuss on it.

Reform in electricity sector to me is a truly complex work. Every government that embarks on reform must oversee the transition of the power supply industry from a  vertically integrated structure to a more competitive one. However, government must also reform itself to carry out a new regulatory task to ensure fair and open use of electricity network, in order to create and sustain competition. 

Such is a complicated job of regulator, from the need for technological knowledge as well as for establishing transparent market rules and credible procedures for multiple players from different background. The incumbent big utility firms that have controlled every aspect of electricity supply, have certainly different perspectives from new comers.        

Japan has taken the first step to introduce competition for about a third of Japanese power use, implemented since March 2000. We are mandated to  evaluate the progress under the current regime and consider for a possible next step. Our challenge is to set up a clear schedule for reform, to create an attractive electricity marketplace in Japan and to set up credible mechanisms to implement reform.

· Suggestions for a practitioner in regulatory reform 

Installing right incentives

In concluding, I would like to share some elements that look very important to make real progress. First, in order to make things really work at the ground level, it is crucial to install right incentives. Regulation is not about controlling everything. It is about setting rules for market players as well as regulators. In essence, it leads to the question of property rights. Market players should be guided by regulations so that their use of property rights such as trading and investment result in optimal economic decisions for a society in general. Therefore, the design of regulatory system must be based on precise understanding of incentives of market players and regulators. 

For example, how to set the rules for the use of electricity network crucially depends on the incentives of the network operators. Direction and strength of incentives can vary according to the industry structure as well as ownership situation. Regulation in each jurisdiction has to respond to the specific structure. Generally speaking, when the industry structure is vertically separated, incentives of the network operator to discriminate among competitors can become negligible, hence greatly reduces the need of strict regulatory oversight. In addition, technological knowledge can be used to distort the setting of market rules. Such knowledge as system operation can be very complex and regulators may find themselves uncertain about the consequences. Many regulatory reform policies originate from economic theory, but control of the details of reform from general economic thinking is sometimes very difficult.     

Therefore, there are many elements to determine how best regulation can respond to such complex incentive structure. Institutions, procedures, mandate, expertise, other resources have to be considered in the design of regulatory system. 
Good communication and broad participation

Secondly and finally, reform process raises several issues for interest. Communication between experts and decision makers is a challenge, especially when complex legal, economic as well as technological issues are concerned. Both experts and decision makers are indispensable for reform, but very frequently they belong to different worlds and do not speak the same language!  I myself have tended to think that my role is to help communication between these two levels.

It is also important to engage a broad range of players for reform discussion and implementation. As mentioned, interests for reform are diverse and potentially adversarial. Precisely because of that, reform process is better to incorporate such diverse views. Doing so may take longer time to reach decisions, but it may upgrade the quality of decisions and may ensure their effective implementation and compliance.

Maybe more importantly, such accommodative and inclusive process can change the nature of debate in the dynamic sense. For instance, definition of reform benefits can be found to be far more diverse than commonly perceived. While many utility industries at first can be reluctant to reform to introduce more competition, after a certain interaction, they may and some of them do in fact, find new business opportunities in undergoing reform. Power trading or various energy consulting may look increasingly attractive options for future development. Looking at the growth of power industry abroad, utility companies may use their new freedom to expand overseas operation. International process will help.

Japan cannot miss the chance

Regulatory reform consumes hard thinking as it has to strike the best solution out of complex economic problems. But we believe that the efforts will be rewarded and especially in Japan we cannot afford to miss such a chance!    

