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Claes G. Alvstam and Erja Kettunen
The EU-Japan Economic  
Partnership Agreement:  
Second Best Option or New 
Gene ration of Preferential 
Trade Arrangements?

INTRODUCTION

The EU-Japan Economic Partnership Agreement, 
the trade parts of which came into force in February 
2019 (European Commission 2018a; DG Trade 2019), 
was the result of one of the most swiftly negotiated 
bilateral trade agreement initiatives since the Euro-
pean Union launched its ‘Global Europe’ initiative 
in 2006. At the same time, it was a beautiful feather 
in the cap for Japan’s Prime Minister Abe, who had 
put significant prestige on concluding the deal. After 
an impact assessment on the potential FTA had 
been conducted, the negotiations were launched 
in March 2013. The two parties held 18 rounds of 
negotiations, reaching an agreement in principle in 
July 2017, and finalizing negotiations in December 
2017 (DG Trade 2018a), yet continuing to negotiate 
a Strategic Partnership Agreement. When the trade 
part, covering both goods and services, entered into 
force, it bypassed the EU’s FTAs with Singapore and 
Vietnam, which were concluded earlier but are still 
waiting to be ratified. Despite the obvious mutual 
benefits of such a far-reaching liberalization of trade 
in goods and services, and with indisputable eco-
nomic and commercial advantages for both the EU 
and Japan, the issue remains that both parties, each 
one separately, had during the last years put con-
siderable effort into carrying out much other, larger 
endeavors to further liberalize international trade 
and investment – the Transatlantic Trade and Invest-
ment Partnership and the Trans-Pacific Partnership 
respectively. The TPP, comprising 12 countries and 
covering 40 percent of global GDP and one-third of 

The EU-Japan Economic Partnership 
Agreement

Claes G. Alvstam
University of  
Gothenburg, Sweden

world trade, had been under negotiation since 2008, 
with Japan as a late entrant in 2013. It was signed 
by the 12 countries in May 2016; Japan was the first 
signatory to ratify it, on 20 January 2017. Three days 
later, on 23 January, the new American president 
signed a Presidential Memorandum to withdraw 
the United States from TPP, whereupon it could not 
come into force. Just before that, the comprehen-
sive trade and investment partnership negotiations 
between the EU and the United States had been 
put on ice after 15 negotiation rounds in December 
2016, awaiting further signals from the new Ameri-
can trade administration (DG Trade 2018b). There 
was, accordingly, under these disappointing circum-
stances, a window of opportunity for both the EU and 
Japan to put greater focus on other ongoing talks. 
From Japan’s viewpoint, the successful completion 
of the Korea-EU Free Trade Agreement, which was 
provisionally applied in 2011 and formally ratified in 
December 2015, became an important motive to not 
lag behind its main local competitor when it came 
to market entry to the European Union (Kleimann 
2015). The EU, for its part, had launched a number of 
preferential trade agreement negotiations with var-
ious Asian partners in accordance with the ‘Global 
Europe’ policy, which at this time had been further 
revised and updated in its ‘Trade for All – Towards 
a More Responsible Trade and Investment Policy’ in 
2015 (European Commission 2015). This latest strat-
egy was followed by a reflection paper in May 2017 
(European Commission 2017). 

The EU’s original ambition to launch a free trade 
agreement with the entire ASEAN bloc had been put 
on hold, whereupon bilateral talks had been com-
menced with separate member states, initially Sin-
gapore and Vietnam. These FTAs also came to serve 
as models for later negotiations (Pollet-Fort 2011; 
Alvstam et al. 2017). In parallel, negotiations with 
India had been ongoing without progress for some 
time, while talks with South Korea were successfully 
brought to an end. 

Japan’s preferred option was still to conclude 
the TPP agreement with the ten remaining partners, 
despite the fact that a TPP without the United States 
was much less attractive. In this situation, the EU 
route proved to be a sufficient ‘second best’ oppor-
tunity, which is why these negotiations were ‘brought 

Erja Kettunen
Turku School of  
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and University of 
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back from the shadows’ and intensified rapidly during 
the first half of 2017 (Suzuki 2017).

Since they were held at the same time as two 
notably larger FTA negotiations involving the United 
States and the EU, the Japan-EU negotiations encoun-
tered surprisingly little criticism from civil society 
organizations (Suzuki 2017), as the two simultaneous 
mega-processes overshadowed the talks between 
the EU and Japan. As Kleimann (2015) notes, this was 
evident in Europe, in particular, as a disproportionate 
bias in the public interest, as the TTIP gained most of 
the subsequent media attention.

One major reason for this attention was the 
change made in the EU’s own institutional struc-
ture regarding preparation and decision-making on 
international trade agreements. The Lisbon Treaty 
of 2009 made the European Parliament central in 
the EU’s trade partnerships; this was a notable alter-
ation to the prior structure under which the Euro-
pean Commission took care of the Common Com-
mercial Policy and various bilateral arrangements 
(Nelson 2012). This had resulted in a relatively low 
degree of transparency, as the Commission wanted 
to protect the evolving negotiations from lobbyists, 
stakeholders, and the public in order to retain room 
for maneuver in bargaining with the counterpart 
(Kleimann 2015). After the Lisbon Treaty, the situa-
tion changed dramatically (Cremona 2018). It opened 
the possibility for public debate, including in the now 
more powerful European Parliament. However, such 
a debate did not materialize in the case of the EU-Ja-
pan negotiations, which began just before the first 
round of the geo-strategically important TTIP talks. 
They were also in the shadow of the very advanced 
and far-reaching agreement with Canada – the Com-
prehensive Economic and Trade Agreement (CETA) 
– which can be seen as a role model for the new gen-
eration of EU economic partnership agreements. 
CETA was approved by the European Parliament in 
February 2017, shortly after the disappointment 
concerning the freezing of TTIP negotiations. The 
agreement was accepted despite strong resistance 
from a number of party groups, not only within the 
European Parliament but also at the national and 
regional level in some member states. A similar 
shadow was cast in Japan, where public interest was 
drawn to the negotiations with the United States in 
the TPP constellation and the ambiguous economic 
relations with China, which meant that the EU-Japan 
talks were almost completely ignored.

PAST AND PRESENT ECONOMIC RELATIONS 
BETWEEN THE EU AND JAPAN

The launching of EU-Japan negotiations was originally 
the result of a change in approach by Japan and the 
EU to their bilateral relations in 2011. As Söderberg 
(2012) notes, for two decades prior to that, the rela-
tionship had been governed by detailed documents 

that provided the framework and exact guidelines to 
the dialogue. After the 2011 EU-Japan summit, how-
ever, a statement was published in which Japan and 
the EU agreed to begin negotiations on two fronts: 
i.e., for an FTA or an economic partnership agree- 
ment (EPA) and for a binding agreement on political, 
global, and sectoral cooperation. Also instrumental 
was Japan’s new government, led by Prime Minister 
Abe Shinzo, and the emphasis on FTA talks as part 
of the ‘third arrow’ of the so-called Abenomics pol-
icy (Alvstam and Nakamura 2014). This was a turn-
ing point in the governance of the bilateral relations 
– even more so since the actual trade negotiations 
were opened in a relatively quick pace.

Japan’s traditionally export-oriented economy 
has grown at a lower rate than the global economy 
during the past three decades, and its share of world 
trade in goods has accordingly decreased at an 
alarming pace, from around 9–10 percent of world 
exports and 6–7 percent of imports in the 1980s and 
early 1990s to 4 percent of exports and imports in 
2018 (Figure 1). There has at the same time been a 
remarkable shift away from a focus on trade out-
side the East and Southeast Asian area in the past 
to a more balanced pattern today. The most import-
ant shift in the direction of intra-regional trade has 
been the decline of trade with the United States and 
the soaring share of trade with China (Figures 2 and 
3). The roughly 50/50 balance between intra- and 
extra-regional trade in goods was generally reached 
in the early 2010s (Table 1), and since then there has 
been a clear although not officially explicit policy 
to restrain dependence on China while maintain-
ing the US share at a stable level. Trade with the 
EU had also decreased in relative terms over a long 
period. The EU’s share of Japanese exports was nor-
mally around 20 percent in the early 1990s but had 
declined to 10 percent twenty years later. The EU’s 
share in Japanese imports, which had been around 
15 percent in the 1990s, had tumbled to less than 10 
percent in the early 2010s (Figures 2 and 3). The mir-
ror image in EU statistics reflected the same pattern. 
Japan’s share of the EU’s extra-regional imports 
was around 12–13 percent in the late 1980s but had 
declined to 3–4 percent in the 2010s. Japan’s share 
in the EU’s extra-regional exports declined from 
about 6 percent to 3 percent over the same period 
(Figure 4). Considering this negative development, 
the initiative to launch a broad free trade agreement 
between the EU and Japan in order to improve trade 
in both directions was indeed mutual. From the EU’s 
perspective, the more active policy of launching 
regional and bilateral trade and investment agree-
ments with non-European partners can also be 
seen as a result of the stalled talks at the multilat-
eral level within the Doha Development Agreement 
(DDA) and the fact that the intra-regional trade ratio 
among the EU member states had stagnated at the 
level of 60–65 percent of total trade since the 1980s 
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despite continuous enlargement (Figure 5). When the 
multilateral DDA negotiations ran into trouble in the 

mid-2000s, the EU found itself 
lagging behind when it came 
to the development of strate-
gic trade relations in Asia and 
forced into a reactive rather 
than a proactive policy (Ahn-
lid et al. 2011; Ahnlid 2012). 
The commencement of trade 
talks between the EU and 
Japan immediately resulted 
in improved shares of mutual 
foreign trade in goods, while 
it should be noted that both 
parties report deficits in their 
respective bilateral trade 
balance (Figure 6). Such dis-
crepancies are not unusual; 
they are normally the result 
of indirect trade and of dif-
ferences in the reporting of 
origin and final destination in 
trade statistics by the respec-
tive parties, but can be used in 
the public debate to argue for 
protectionist measures and to 
accuse the partner of ‘unfair’ 
trade practices that should be 
corrected.

The commodity composi-
tion of trade in goods between 
the EU and Japan reflects dif-
ferences with regard to indus-
trial policy and relative com-
petitive strengths between 
the parties. While Japanese 
exports are heavily concen-
trated on advanced man-
ufacturing products with- 
in the electronics and auto-
motive sectors, as well as 
general machinery, the EU’s 
exports are much more 
diverse, with larger shares for 
basic manufacturing and the 
agricultural and food sectors. 
Consequently, market access 
for various food products to 
Japan became the main hur-
dle in the final negotiation 
rounds, and threatened also 
to delay the whole process, 
despite their insignificance in 
terms of value. Food products 
account for less than 10 per-
cent of Japan’s imports, but 
play an important role as 
symbols of national self-suffi-

ciency and identity. From the EU side, the concerns 
expressed regarding further market access for Japa-
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nese car brands could be seen as a paradox, given the 
fact that a large share of Japanese passenger cars 
for the European market were already being assem-
bled in Europe and that two of the largest Japanese 
and European car companies were merged. Thus, the 
general description of the negotiations as ‘cars for 
cheese’ is heavily exaggerated. Notably less atten-

tion has been paid in the pub-
lic debate to a sector that has 
a much higher potential for 
further efficiency enhancing 
and mutual harmonization 
and standardization: i.e., the 
vast service sector. 

When it comes to trade 
in services, Japan has been 
notoriously underrepresent-
 ed compared to trade in 
goods. This imbalance is 
also typical when it comes to  
trade in services with the EU. 
While trade in goods is basi-
cally balanced between the 
two parties, the EU reports 
a massive surplus in trade in 
services with Japan, compris-
ing an export/import ratio 
of about 1.8 during the years 
2015–2017. Accordingly, the 
services share of the EU’s total 
exports to Japan in goods and 
services accounted for about 
36 percent in 2017, compared 
to the service share of total 
exports in goods and services, 
which usually amounts to 
20–25 percent in most trade 
relations. While the service 
sector is described in official 
statistics as production and 
trade by companies that are 
classified as service firms, 
in fact an increasing share 
of services are ‘embedded’ 
within physical products in 
functions such as R&D, design, 
product development, main-
tenance, etc. This equivocal 
role of services has made 
them more complex to assess, 
to regulate, and to harmo-
nize, and the effect has been 
that the service sector has 
often ‘run under the radar’ 
and remained protected at 
the national level, despite 
far-reaching liberalization of 
trade in goods in general. One 
important step in the direc-

tion of removing various technical barriers to trade 
was taken in the EPA with the decision to create a 
special Committee on Trade in Services, Investment 
Liberalization, and Electronic Commerce (Article 8.4 
in the Agreement (European Commission 2018a)). 
Whether such a committee will make a real impact 
when it comes to implementing the intentions in the 

Table 1 
 
 
Japanese Intra- and Extra-regional Trade of Goods, 1980-2018 (%)  

 Exports Imports 
Intra-regionala) Extra-regional Intra-regionala) Extra-regional 

1980 
1985 
1990 
1995 
2000 
2005 
2010 
2015 
2018 

23 
24 
30 
42 
40 
48 
55 
52 
53 

77 
76 
70 
58 
60 
52 
45 
48 
47 

25 
27 
27 
35 
41 
44 
44 
48 
46 

75 
73 
73 
65 
59 
56 
56 
52 
54 

Note: a) The intra-region includes China (Mainland. Hong Kong, Macau), South Korea, Taiwan, and 10 ASEAN coun-
tries. 

Source: IMF, Direction of Trade Statistics; JETRO Database. 
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agreement remains to be seen, but is it clearly a step 
in the right direction. Another major issue that is 
built in to the Committee’s mandate is the distinction 
between trade and foreign direct investment (FDI).

The FDI pattern is historically balanced in Japan’s 
favor. Given the high barriers to entry for FDI to Japan, 
inward FDI in Japan is usually much lower in relation 
to GDP than in most other advanced economies. The 
outward/inward FDI stock ratio with Japan as seen 
from the EU’s perspective amounted to 0.43, or about 
EUR 130 billion, in 2017. This imbalance was one of 
the crucial issues in the EPA negotiations, and several 
of the issues are still open, including standardization 
and harmonization of rules and regulations regarding 
foreign companies, as well as settlements on intellec-
tual property rights.

This imbalance in the FDI pattern between the 
EU and Japan has indirectly been a major problem 
in the trade negotiations. While European compa-
nies mainly enter the Japanese market through 
exports and only to a limited extent through FDI, the 
strategy of Japanese firms, particularly in the auto-
motive industry, has been to build manufacturing 
platforms in Europe, and in this respect not only to 
export CBU (completely-built-up) vehicles but also 
essential parts and components for local assembly. 
The flows of parts and components were not neces-
sarily shipped directly from Japan, but to a certain 
degree also from other locations by Japanese com-
panies, e.g., in Southeast Asia and Turkey. These 
indirect exports are not explicitly considered in the 
EPA; they offer a higher degree of flexibility when it 
comes to market access for Japanese firms in the EU 
compared with their European competitors in Japan 
(Alvstam and Nakamura 2016). Furthermore, the 
extensive stock of Japanese FDI in European indus-
try, particularly the UK, has given Japanese firms in 
the EU a wide range of opportunities regarding local 
sourcing of parts and components within the single 
internal market. On the other hand, Japanese firms 

are more vulnerable with 
regard to changes in rules 
and regulations for foreign 
enterprise, which, while more 
directed towards China than 
Japan, affect Japan equally. 
Since concerns had grown in 
Europe about Chinese invest-
ments in certain key sectors, 
in June 2017 the European 
Council welcomed a Commis-
sion initiative suggesting that 
third-country investments in 
strategic sectors should be 
analyzed. A new EU frame- 
work for the screening of FDI 
subsequently entered into 
force in April 2019 (Alvstam 
and Lindberg 2019). The Brit-

ish decision to leave the EU came as a shock for 
Japanese business, which had seen the UK as its 
prime location within the European single market 
(Angelescu 2018). At the same time, despite the trade 
part of the EPA having entered into force in Febru-
ary 2019, negotiations on investment protection 
and the EU’s new model for dispute settlement (the 
Investment Court System) have continued, and will 
become an important litmus test regarding the gen-
eral strength of and mutual trust in the EPA.

One of the main ambitions in the new generation 
of economic partnership agreements between the 
European Union and external trade and investment 
partners has been the objective of also incorporating 
a wider spectrum of issues – such as human rights, 
labor standards, environmental protection, sustain-
able development, etc. – within the general frame-
work of the agreement. These ambitions can be seen 
as an example of the EU’s self-representation as an 
ethical and normative power that can be summa-
rized in a general shift from ‘trade and responsibil-
ity’ to ‘trade for responsibility’ in the EU’s external 
trade policy (Poletti and Sicurelli 2018; Zurek 2019). 
In this respect, each new negotiation has been used 
as a laboratory and a ‘normative spearhead’ for 
pushing these trade and sustainable development 
(TSD) issues further. For example, the EU’s consecu-
tive agreements with three Asian countries – South 
Korea, Singapore, and Vietnam – show an evolution 
from vague to more detailed notions in the final FTA 
texts (Kettunen and Alvstam 2018). This ambition is 
further enhanced in the EU-Japan EPA (Kettunen and 
Alvstam 2019).

IMPLEMENTATION OF THE EPA AND THE NEW 
TWISTS AND TURNS IN INTERNATIONAL TRADE 
POLICY

Despite the sudden US withdrawal from the TPP, the 
remaining 11 partner countries had already decid- 
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ed during spring 2017 to proceed with their efforts 
to close a far-reaching deal. In March 2018 they suc-
ceeded in signing a ‘Comprehensive and Progres- 
sive Agreement for Trans-Pacific Partnership 
(CPTPP)’, which entered into force for six members, 
among them Japan, Canada, and Mexico, in Janu-
ary 2019. The relatively smooth completion of the 
CPTPP sent a strong signal of further advocating free 
trade, but it can also be viewed in the context of a 
competing regional free trade initiative led by China, 
the ‘Regional Comprehensive Economic Partner- 
ship (RCEP)’, comprising, in addition to China and 
Japan, the ten member states of ASEAN, plus South 
Korea, India, Australia, and New Zealand. Compared 
to the CPTPP and the EU-Japan EPA, the RCEP did 
not have the objective of incorporating broader TSD 
issues; its main attraction from a regional trade 
viewpoint is that it includes China, South Korea, and 
India, which were visibly absent from the TPP talks. 
The ambition is to conclude the agreement before 
the end of 2019.

In this respect, Japan has managed to keep its 
doors open to both its TPP partners after the US with-
drawal, secure improved market access to the EU, 
and at the same time take steps to further institution-
alize its trade relations with China. Even though the 
RCEP can be seen as a more ‘hollow’ agreement and 
one that has been criticized for being an instrument 
of China’s geopolitical ambitions, it has the potential 
to become a stepping-stone to closer harmonization 
with the CPTPP in order to form a large free trade area 
in the Pacific in the absence of a functioning multi-
lateral framework. For its part, the EU has a strong 
motive to build further on its existing and potential 
FTA/EPAs with the CPTPP members, albeit with China 
as the main uncertain factor.

An open question for both the EU and Japan 
remains how to deal with the United States, which 
has strongly preferred bilateral over interregional or 
multilateral negotiations. In the wake of the current 
trade conflict between China and the United States, 
and the present American instinct to treat its tra-
ditional allies as foes and competitors, it may nev-
ertheless be a promising sign that both the EU and 
Japan have commenced low-intensity talks with the 
United States in order to solve the multitude of out-
standing issues caused by the aggressive unilateral 
‘America First’ policy (Japan Times 2019; Politico 
2019). These recent developments clearly demon-
strate that all ongoing trade negotiations as well as 
finalized agreements should be seen in a broader 
global context and not only as isolated ventures lim-
ited to the partners involved. The EU-Japan EPA is 
a good example of how to promote bilateral trade 
relations while at the same time maintaining a subtle 
balance with other partners and also aiming higher 
when it comes to using trade as a tool for sustainable 
development.
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Hanns Günther Hilpert
The Japan-EU Economic  
Partnership Agreement:  
Opportunities and Pitfalls

After nearly six years of tough negotiations, Japan 
and the EU have concluded a free trade agreement. 
The Japan-EU Economic Partnership Agreement 
(JEEPA), as it is officially called, was ceremonially 
signed at the Japan-EU summit in Tokyo in July 2018. 
Subsequently, it was ratified by the European Parlia-
ment and the Japanese Diet in December 2018 and 
entered into force on 1 February 2019. The agreement 
establishes the world’s largest free trade zone. The 
question arises as to the effects of the agreement on 
EU-Japan trade. In this respect, this article focuses 
particularly on Japan.

Japan used to have the reputation of being a 
closed economy. To be sure, Japan has become 
more open over the past few years: formal trade bar-
riers have largely disappeared, imports from over- 
seas have increased significantly, and more foreign 
companies have established themselves success- 
fully in the Japanese market. However, relatively 
speaking, Japan still exports and imports less than 
other countries. Foreign companies claim that enter-
ing the Japanese market is unusually difficult. From 
the outside, the country’s economic structures 
appear to be opaque, culturally different, and diffi-
cult to access.

Certainly, the below-average integration of the 
Japanese economy into the international division of 
labor is an even greater problem for Japan itself than 
for its trading partners. Japan is forgoing potentially 
large gains from foreign trade, 
thereby inflicting harm on 
its national competitiveness 
and economic growth. To its 
credit, Japan has recognized 
the problem and is actively 
countering it through a policy 
of foreign trade liberalization. 
It was also this motivation that 
prompted Japan to abandon 
its once strictly multilateral 
trade policy and to conclude 
several bilateral trade agree-
ments, starting with coun-
tries in Southeast Asia, Latin 
America, as well as Switzer-
land and Australia. Against 
this backdrop, the conclusion 
of JEEPA as well as Japan’s 

participation in the Comprehensive and Progressive 
Agreement for Trans-Pacific Partnership (CPTPP) can 
be regarded as major trade policy breakthroughs. In 
both negotiations, Japan was confronted with trade 
policy heavyweights and had to consent to sub-
stantially opening up its market in order to reach an 
agreement.

In light of these developments, JEEPA needs a 
closer look. For an economic and political assess-
ment, this article examines (1) Japan’s special posi-
tion in international trade, (2) Japan’s market entry 
barriers, (3) the state of EU-Japan trade relations, 
and (4) the trade liberalization and facilitation mea-
sures actually agreed in the JEEPA treaty. The final 
section concludes the assessment with a summary of 
the opportunities and pitfalls. 

JAPAN’S SPECIAL POSITION IN INTERNATIONAL 
TRADE

Japan is the world’s fourth-largest trading nation, 
accounting for 3.8 percent of global exports and 
3.9 percent of global imports in 2018 (IMF 2019). 
However, Japan’s importance in world trade has long 
since passed its zenith. The years of stormy post-
war growth (1950–1990) were followed by a period 
of stagnating foreign trade volumes and declining 
relative weight (Figure 1). In the wake of the global 
economic rise of China and other emerging countries, 
but also due to a decline of competitiveness, Japan 
has lost market share worldwide and is no longer the 
largest importer of raw materials and food.

In the course of these structural changes, Japan’s 
share of industrial goods imported by major indus-
trial and emerging countries has declined signifi-
cantly from 1990 to the present (Table 1). Japanese 
offshore production compensates only partially for 
these losses.

Despite this relative loss of weight, Japan is still 
an eminently important partner in world trade. With 
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almost 127 million inhabitants and an annual per cap-
ita income of around USD 44,000, Japan has highly 
developed industrial and service markets, a sophis-
ticated consumer and corporate demand structure, 
and proven competitive strengths in various high-
tech sectors. It exports predominantly industrial 
goods (86.5%) with a focus on road vehicles (20.7%), 
machinery and transport equipment (19.0%), plus 
chemicals and pharmaceuticals (10.2%), while 
imports are more evenly distributed among energy 
(21.1%), raw materials (6.8%), food (10.1%), and 
industry (58.9%) (UNCTAD 2019). The unique posi-
tion of Japanese industrial suppliers in the interna-
tional division of labor became clear after the major 
Tohoku earthquake of 2011, when companies in the 
automotive and electrical industries worldwide suf-
fered production stoppages due to interruptions in 
the supply of critical components from Japan (e.g., 
automotive microcontrollers, silicon wafers, inkjet 
print heads). 

In regional terms, 49.7 percent of Japan’s for-
eign trade is concentrated in neighboring East and 
Southeast Asia. Its most important trading partner is 
China (21.5%), followed by the United States (15.0%), 
the ASEAN community (15.3%), and the EU (11.5%) 
(UNCTAD 2019). Japan has played a key role in the 
development and industrialization of its neighboring 
countries and is enjoying sustainable benefits from 
Asia’s unbroken economic momentum. Since the 
beginning of the 1970s, Japan has achieved stable 
high surpluses in its trade and current account bal-
ances and now has the largest accumulated foreign 
assets in the world.

With a total stock of USD 1,226 billion in direct 
investments abroad (2015), Japan is also one of the 
world’s leading investor countries (JETRO 2017). 
Japan’s industrial manufacturing companies are 
firmly anchored in North America, Europe, and Asia 
with their own production sites and distribution facil-
ities. They have a sophisticated system of crossbor-

der production and supply chains in East and South-
east Asia at their disposal to supply world markets 
or to reimport into Japan. Almost 25 percent of the 
industrial production of Japanese companies is now 
located abroad (METI 2015).

Geography, history, and culture have decisively 
influenced Japan’s foreign trade and foreign trade 
relations. Until 1853, the island nation of Japan 
was closed to foreign trade. Back then, only a lim-
ited number of Dutch and Chinese merchants were 
allowed controlled trade through Nagasaki harbor. 
Japan’s opening to foreign trade took place under 
military pressure in the 19th century, and then under 
political pressure in the decades after 1945. As a 
result, Japan’s industrialization and modernization 
occurred geographically far away from the world’s 
economic centers in North America and Europe, ini-
tially without being embedded in a regional division 
of labor. Japan developed its own industrial cul-
ture and capitalist institutions distinct from those 
in the West. These differences, in conjunction with 
the country’s self-referential and insular culture, 
still stand in the way of Japan’s closer economic 
exchange with other countries and make it more dif-
ficult for the country to adapt to the challenges of 
globalization.

Japan’s foreign trade, like its economy in general, 
is characterized by a dual structure. Foreign trade is 
dominated by the often highly profitable industrial 
export sector, typically represented by hierarchically 
structured global conglomerates and internationally 
specialized trading companies. The traditional gen-
eral trading houses (sogo shosha), which focus on 
high volumes and high margins, still play an import-
ant role. In contrast, Japan’s domestically oriented 
companies (in agriculture, construction, retail trade, 
transport, utilities, and small enterprises) are less 
competitive, less efficient, and only weakly inte-
grated into the international division of labor. 

Adapted to the dual structure of its domestic 
economy, Japan’s trade policy is mixed. On the one 
hand, it aggressively promotes foreign trade and 
actively supports exports and investments abroad. 
In the postwar era, exports were even regarded as 
essential to ensure the survival of the Japanese 
nation, as the earlier battle cry ‘export or die’ makes 
clear. On the other hand, the uncompetitive sectors 
are protected from foreign competition by non-tariff 
trade barriers, informal market barriers, and – in the 
case of agriculture – by prohibitive tariffs.

As a result, Japan is still a relatively closed econ-
omy with below-average integration into the global 
economic division of labor. It is approaching the for-
eign trade structures of comparable trading nations 
only slowly. Japan’s imports account for a strikingly 
low share of its gross domestic product (GDP): at 
12.8 percent of GDP, Japan imported significantly 
less in relative terms in 2017 than countries that are 
similarly dependent on energy and raw material 
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imports, such as France (24.1%), Germany (29.8%), or 
Korea (29.9%). Japan’s figure is, however, more on a 
par with the far larger economies of the United States 
(12.1%) and China (14.4%) (IMF 2019).1

To account for the differences in the import 
dependencies of energy, raw materials, and agri-
cultural products, a comparison of the proportion 
of GDP made up by imported industrial goods may 
provide a more meaningful picture. Figure 2 better 
illustrates Japan’s special position in world trade. 
In no other country do industrial imports play such 
a minor role for domestic market supply as they do in 
Japan. The longer-term comparison also shows, how-
ever, that Japan’s share has risen continuously since 
1990 and have almost reached the level of the United 
States and China. 

The percentage of Japan’s GDP accounted for 
by foreign direct investment is also unusually low 
at only 3.7 percent (2015), while the corresponding 
figure for China is 10.8%, 12.9% for Korea, 19.3% 
for Germany, 25.6% for France, 30.9% for the United 
States, and a whopping 56.4% for the UK (IMF 2019; 
UNCTAD 2019). Obviously, foreign investment in mar-
ket development, for example by setting up local pro-
duction, services sales, or acquiring a local company, 
is much more difficult or unprofitable in Japan than 
elsewhere. 

JAPAN’S MARKET ENTRY BARRIERS

The macroeconomic comparison with other major 
trading nations has shown that penetration of the 
Japanese market via imports and foreign direct 
investment is unusually low. In line with this finding 
are the skeptical economic assessments of individual 
foreign entrepreneurs and exporters with regard to 
1 Japan’s imports as well as its exports have a comparatively be-
low-average level. With goods exports accounting for 14.1 percent of 
GDP, Japan exported relatively more than the United States (8.1%) 
in 2017, but less than China (17.9%), France (21.3%), Italy (25.6%), 
Canada (26.2%), Korea (37.7%), and Germany (37.9%) (IMF 2019).

market access in Japan.2 It is 
true that Japan’s low level of 
imports is related to the large 
size of the economy in abso-
lute terms and to the country’s 
insular location. These two 
factors, however, are hardly 
enough to explain it. There 
may also be other causes, such 
as specific barriers to market 
access that hinder Japan’s 
deeper integration into the 
world economy. A distinction 
can be made between tariffs, 
non-tariff trade barriers, and 
informal barriers.

Tariffs 

In the industrial sector, high tariffs or import quotas 
are certainly not the reason for the low import pen-
etration. Import quotas have been completely abol-
ished, and Japan’s tied average tariff rate for indus-
trial goods was just 2.5 percent in 2016, making it 
one of the lowest in the world (WTO 2019). Only Hong 
Kong and Switzerland have a more liberal industrial 
tariff regime. In 2013, 82.9 percent of all industrial 
imports and 55.9 percent of all customs lines were 
duty-free (WTO 2015). 

While there are some high tariff peaks in the 
industrial sector, they are found only in textiles and 
clothing (embroidery: 14.2%), footwear (leather 
shoes: 30%), chemicals (ethyl and butane com-
pounds: 5.5%), and weapons and ammunition (pis-
tols and military weapons: 8.4%) (WTO 2019). In the 
agricultural sector, on the other hand, high average 
tariffs do effectively constitute an import protection. 
Japan’s average tariff rate of 18.0% for agricultural 
goods is significantly higher than in the United States 
(4.9%) or in the EU (11.8%). However, it is lower than 
in other comparable countries, such as Korea (57.9%), 
Norway (133.5%), or Switzerland (45.5%) (WTO 2019). 
In view of Japan’s extensive agricultural imports and 
low food self-sufficiency rate, the characteristic fea-
ture of Japanese agricultural trade policy is not a high 
degree of protection per se, but rather an extraordi-
narily high level of protection for selected agricul-
tural products (Hilpert 2000; Yamashita 2015). On the 
one hand, some agricultural products enjoy little or 
no tariff protection, e.g., soy, maize, and bananas. On 
the other hand, tariff quotas in the agricultural sector 
are still widespread and extremely high tariff peaks 
can be found. Examples include rice, wheat, barley, 
starch, beef, pork, milk powder, butter, yogurt, choc-
olate, sugar, and peanuts (WTO 2015). Especially for 

2 A survey of 128 European companies conducted by the Danish 
research institute Copenhagen Economics showed that exports to 
Japan were perceived to be more difficult (51%) or much more diffi-
cult (25%) than exports to other markets, see Sunesen et al. (2009).
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the agricultural products mentioned above, but also 
for various fruit and vegetable products such as cher-
ries, grapes, and onions, Japan’s customs duties are 
an effective import protection.

Non-tariff Barriers 

Japan’s non-tariff barriers to trade (NTBs) are far 
more effective market-access barriers than its tariffs 
(Böhmer et al. 2009; Sunesen et al. 2009). In general, 
NTBs are all non-tariff restrictive measures, regard-
less of whether they are applied directly at the bor-
der crossing point or take effect past the border. 
Since the 1970s, Japan’s NTBs have been the sub-
ject of laborious, sometimes conflict-laden bilateral 
market-opening efforts, particularly on the part of 
the United States and the EU. Japan’s trading part-
ners have been able to achieve significant successes, 
for example in deregulating the retail trade system, 
eliminating discriminatory excise taxes, liberalizing 
financial markets, and strengthening the national IPR 
system. But many NTBs still effectively hinder access 
to the Japanese market, even if their original purpose 
was not protectionist.

Japan’s NTBs are regularly recorded by the 
WTO and the European Business Council in Japan, 
and occasionally by the US authorities as well. The 
following list is a condensed selection of the most 
important ones (EBC 2015; Hanson 2010; Sunesen et 
al. 2009):3

‒ Japan-specific norms, standards, and labeling 
requirements constitute competitive disadvan-
tages for foreign suppliers by coercing them to 
make costly product adjustments specifically for 
the Japanese market.

‒ Approval and licensing procedures, product cer-
tifications, and approvals are time-consuming, 
lengthy, and sometimes not very transparent. 
Foreign certificates and testing procedures are 
mostly not recognized, although they often devi-
ate only slightly from Japanese requirements.

‒ Sectoral regulation is often rigid, bureaucratic, 
non-transparent, sometimes not independent, 
and informally geared to the interests of Japa-
nese suppliers. Some excise duty rates discrimi-
nate against foreign suppliers.

‒ Foreign lawyers, journalists, shipowners, adverti-
sing, power generation and transmission, and the 
space industry are subject to restrictions on busi-
ness activities. 

‒ Some of the infrastructure in Japan’s ports and 
airports is inadequate, with a lack of capacity for 
goods handling and warehousing. Fees are unu-
sually high, and the business practices of the 

3 For a quantification of the impact on European exports to Japan, 
see Sunesen et al. (2009); for the quantification of the economic 
effects of the dismantling of tariffs and NTBs on European-Japanese 
trade, see Benz and Yalcin (2015).

Japan Harbor Transportation Association restrict 
competition in port logistics.

‒ Complicated, non-transparent customs procedu-
res and Japan’s division into nine different customs 
territories discriminate against foreign logistics 
companies and make imports more expensive – 
for example, through rigid customs procedures 
or arbitrary classifications into customs classes.

‒ In public procurement (railways, medical techno-
logy, infrastructure), foreign suppliers are discri-
minated against in tendering and awarding cont-
racts. In the aerospace and defense sectors, Ame-
rican companies are favored.

‒ The vertical manufacturer-controlled supplier 
systems of the automotive and railway indust-
ries discriminate against foreign manufacturers 
in their research and development and standar-
dization activities.

‒ Distribution systems disadvantage newcomers 
because of their exclusivity (e.g., car tires) or 
discriminatory regulation (e.g., alcoholic bever-
ages). The establishment of independent distri-
bution structures faces numerous administrative 
obstacles. 

‒ The acquisition of majority stakes in Japanese 
companies, which is very difficult to achieve 
anyway due to stock corporation law, wides-
pread cross-ownership, and the strong position 
of banks, is made even more difficult by tax discri-
mination against foreign companies.

Informal Barriers 

It is certain that Japan’s non-tariff barriers effectively 
hinder access to the Japanese market. However, 
when compared to other markets, Japan’s NTBs are 
not unusual in their nature or intensity, and so they 
alone cannot explain the below-average penetration 
of imported goods on the Japanese market (Böh-
mer et al. 2009; Hanson 2010; Sunesen et al. 2009). 
Another convincing explanatory factor for Japan’s 
low import penetration is its informal barriers. In a 
general sense, informal barriers are related to the 
sociocultural and socioeconomic conditions of busi-
ness activity in Japan. In comparison to other indus-
trialized countries, market access in Japan is compli-
cated by at least four factors (Hilpert et al. 1999):

1. Adapting to Japanese business culture is diffi-
cult for foreign newcomers. They need to have 
a perfect command of Japanese (both written 
and spoken), invest an unusually high amount of 
time and money in establishing and maintaining 
contacts and business relationships, adapt the 
product to Japanese needs, and above all fulfill 
the extremely high quality and service require-
ments of Japanese customers and consumers. 
In general, economic relations (between and 
within companies) in Japan are more long-term 
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than elsewhere, so that 
newcomers can break 
into existing business 
relationships only with 
considerable time and 
financial effort. In addi-
tion, Japan’s domestic 
market is subject to fierce 
and intense competition, 
which is fought out not 
only through price, but 
also and above all through 
quality, service, and rela-
tionship management. In 
this climate, a foreign new-
comer can succeed only 
with a decisive advantage 
in the price-performance 
ratio or with a convincing 
product innovation. 

2. Japan’s economy and 
society have a distinct 
insider culture. Foreign-
ers are regarded as out-
siders. In a society that is 
characterized by pressure 
for conformity and unity, 
it is especially difficult for 
foreign products and foreign firms to find accep-
tance. This is also one of many reasons why for-
eign companies rarely succeed in acquiring a Jap-
anese competitor. 

3. The Japanese legal system and practice tend to 
discriminate against foreign companies (against 
outsiders or the economically weaker party in 
general). In the legal practice of the country, 
companies are often effectively denied legal 
recourse or have only limited access to it (not in 
formal legal terms, but de facto) if they wish to 
respond to breaches of contract, infringements 
of intangible property rights, unfair competition, 
bidding cartels, or administrative discrimination. 
The reasons for this lie in the small number of 
lawyers, the usual practice of preferring a settle-
ment – judicial or extrajudicial – to an otherwise 
excessively long litigation period, bias of judges 
against special interests, poorly developed legal-
istic thinking, and the consensus mentality of 
society.

4. The costs of opening up and doing business in 
Japan are exceptionally high, not least because  
of the barriers to market access mentioned  
above. In addition, there are high prices for land 
and real estate, considerable sales and distribu-
tion costs, and top tax rates of over 50 percent 
– all in a stagnating domestic market. The con-
sequence is that investments in Japan promise 
lower returns and lower growth rates than alter-
native investments.

The removal or at least the dismantling of tariffs and 
NTBs is the legitimate and rightful claim and goal of 
JEEPA. Informal barriers to trade, however, cannot 
really be overcome by a free trade agreement. This 
requires a change in business culture, mentality, 
consumer behavior, as well as long-term structural 
reforms; such factors cannot be the subject of negoti-
ations on free trade agreements. The ongoing efforts 
in Japan to carry out structural reforms and interna-
tionalize the business culture show that the condi-
tions for foreign companies are improving and that 
Japan is moving in this direction. However, JEEPA can 
at best support this process.

UNTAPPED POTENTIAL IN EU-JAPAN TRADE

Without doubt, Japan and Europe are important trad-
ing partners for each other, although this importance 
is declining. In 2018, Japan was the EU’s seventh-larg-
est destination and supplier country with an export 
value (FOB) of USD 73.8 billion and an import value 
(CIF) of USD 75.6 billion – following the United States, 
China, Switzerland, Russia, Turkey, and Norway. Ger-
many accounted for about a quarter of EU28 exports 
and imports. In reverse, the EU is Japan’s third most 
important export destination (after China and the 
United States) and second most important source of 
imports (after China, ahead of the United States) (IMF 
2019). 

However, for Japan and Europe, the relative 
importance of their bilateral trade has been declining 
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for several years. The proportion of EU exports that 
go to Japan fell from 6.3% (1990) to 3.3% (2018), while 
the proportion of EU imports from Japan fell from 
12.1% (1990) to 3.6% (2018) (see Figure 3). Although 
higher overall, the proportion of Japan’s exports 
going to the EU fell from 20.8% (1990) to 11.3% (2018), 
and the proportion of Japan’s imports from the EU 
declined from 16.3% (1990) to 11.7% (2018) (see also 
Figure 3). Even taking into account the declining 
weight of Europe and Japan in international trade, 
the level of EU-Japan trade seems to be far too low, 
indicating considerable untapped potential. 

THE JEEPA AGREEMENT – WHAT HAS BEEN 
AGREED?

The crucial question is whether the market-opening 
and liberalization measures as agreed in the frame-
work of JEEPA will be sufficient to counter the trend 
of declining mutual trade dependency, if not reverse 
it altogether. It is therefore worth taking a closer look 
at the main results of the agreement.4

Tariff Dismantling

Tariff dismantling was one of the most controver-
sial negotiation topics. This was where Japan’s core 
demands for duty-free exports of motor vehicles, 
automotive parts, and electronics met with those of 
Europe for a liberalization of Japanese agricultural 
imports and the dismantling of the remaining indus-
trial tariffs (textiles, clothing, cosmetics, chemicals). 
As a result of the negotiations, both sides were able to 
agree to liberalize almost all their bilateral trade, i.e., 
about 95–99 percent, on the basis of tariff lines and 
imports. The only exceptions to tariff dismantling are 
rice and seaweed. However, the transitional periods 
of up to 15 years extend far into the future. For exam-
ple, Europe’s imports of motor vehicles and vehicle 
parts will be duty-free only after a transitional period 
of seven years, Japan’s imports of leather goods 
and shoes will be duty-free only after ten years. And 
Japan will apply similar long or even longer transition 
periods for wood (7 years), chocolate, confectionery, 
pasta, pork (10 years), cheese and beef (15 years). 
Only the import of European wine into Japan was 
made duty-free immediately upon the agreement’s 
entering into force.

Non-tariff Barriers to Trade

The abolition or at least the reduction of NTBs was a 
major European demand that is far more difficult to 
negotiate than tariff dismantling. Whether NTBs con-
stitute barriers to market access at all needs to be 
clarified on a case-by-case basis. The trade-restric-
tive effect of NTBs is not measurable and, if elimi-
4 The full text of the agreement, consisting of 23 chapters, see EU 
Commission (2017/2018).

nated, will benefit not only European companies but 
also those from third countries. Still, the European 
Commission was able to push through some import-
ant demands: Japan conceded to recognize the 
UN-ECE international motor vehicle standards for 
passenger cars, to remove all legal barriers to mar-
ket access in the motor vehicle sector, to recognize 
European test procedures and product standards, 
and to cooperate with Europe in setting international 
motor vehicle standards in the future. Japan will also 
allow several food supplements and that it would no 
longer treat imported beer from Europe as an alco-
holic soft drink for tax and regulatory purposes. Both 
sides also agreed to mutually recognize each oth-
er’s pharmaceutical manufacturing processes and 
ingredients.

Services

In the services chapter, Japan and the EU agreed on a 
rational, transparent, non-discriminatory regulation 
that would improve mutual market access and limit 
regulatory discrimination but would not override 
national regulatory sovereignty. Concrete agree-
ments were reached in the areas of telecommun-
ications, financial services, insurance, and postal 
and courier services. The areas of public services, 
audiovisual services, maritime cabotage, and parts 
of air transport are explicitly excluded. In ecom-
merce, both sides were able to largely agree on uni-
form standards, but could not bridge the differences 
in data protection. The issuance of visas for Japa- 
nese businesspeople and their relatives will be 
facilitated.

Public Procurement

Beyond the WTO procurement agreement signed by 
both sides, the EU and Japan commit themselves to 
transparent, electronically supported tender texts, 
mutual recognition of test results and selection cri-
teria, and a further opening of procurement markets 
through the inclusion of hospitals, universities, and 
all municipalities with more than 300,000 inhabitants. 
In the construction industry, Japan has assured a fair 
tendering practice. The national railway procure-
ment markets are to be opened up on both sides. The 
privatized railway companies of Japan (JR Central, 
JR East, JR West) will be explicitly included. Japan’s 
Operation Safety Clause, whose deliberately broad 
interpretation regularly led to European tenders not 
being considered, is to be lifted one year after the 
agreement enters into force.

OPPORTUNITIES AND PITFALLS

There is a good chance that JEEPA will prompt con-
siderable trade-creating effects. Even though it will 
remove only some of Japan’s market-access barriers 
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and will not meet all the liberalization demands of 
business, the agreement should increase intra-in-
dustrial trade in goods and create new opportunities 
for cooperation between European and Japanese 
companies. The exchange of bilateral services and 
investment is likely to become broader and deeper. 
As a result, JEEPA may reverse the trend of declining 
mutual trade dependency.

Japan and Europe are regions with a high per 
capita income, highly developed industrial and ser-
vice industries, and sophisticated consumer markets. 
Both parties are strongly committed to similar future 
areas such as digitization, interconnectivity robot-
ics, mobility, life science, and energy efficiency. The 
potential for positive synergies and network effects 
is therefore significant. The dynamic development 
of trade between Korea and Europe after the Kore-
an-European Free Trade Agreement came into force 
illustrates how lifting trade barriers between two 
developed industrial regions can stimulate bilateral 
exchanges far beyond what is expected.

The expected positive effects of JEEPA cannot 
and should not obscure the limitations and risks of 
the intended trade integration, however. It is worth 
noting three critical points: first, JEEPA will produce 
losers as well as winners. This is because liberaliza-
tion will lead to displacement effects on both sides. 
In Europe, the automotive industry will have to deal 
with tougher import competition from Japan as a 
result of removing the 10%-tariff. In Japan, the dis-
mantling of agricultural tariffs will affect agriculture, 
which is not a particularly competitive industry. The 
dairy industry, in particular, will face difficult struc-
tural adjustments.

Second, JEEPA contains plenty of fuel for polit-
ical and societal conflict. The free trade agreement 
could face opposition from civil society, if it includes 
a kind of regulatory cooperation that might jeop-
ardize the precautionary principle. It is feared that 
multinational corporations will benefit from special 
rights that would undermine consumer protection 
and could lead to a loss of national regulatory sov-
ereignty. Another criticism of the agreement is the 
low level of liability in its sustainability chapter, for 
example with regards to illegal logging imports from 
third countries.

Third, JEEPA can be only a first step towards 
achieving better market access in Japan. Politics and 
business must also ensure that its implementation is 
in line with the content and spirit of the agreement 
and that no new, currently unforeseen barriers to 
trade are created. A great deal of stamina will be 
needed to overcome opposition to Japan’s liberaliz-
ing of its industry and agriculture, since those lobby-
ists are well-connected in civil society, the governing 
party LDP, and the ministries.
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Julia Grübler, Oliver Reiter and  
Robert Stehrer
The EU-Japan EPA: A Case for 
Non-tariff Measures1

INTRODUCTION: THE GLOBAL TRADE ORDER IN 
TRANSITION

Global trade has seen major backlashes, both in eco-
nomic as well as in political terms. The process of 
recovery of trade volumes after the global economic 
and financial crisis varied considerably by world 
regions. Trade flows of the European Union had 
recovered by 2011, but weakened again after 2014. 
Japan’s trade volumes even dropped to almost crisis 
levels in 2015. Policy discussions have consequently 
focused on deep and comprehensive free trade agree-
ments. However, the context for international trade 
policy changed in early 2017, when the US adminis-
tration withdrew from the Trans-Pacific Partnership 
(TPP) agreement and put the Transatlantic Trade 
and Investment Partnership (TTIP) negotiations on 
ice. The EU (as part of TTIP) and Japan (as part of 
TPP) are negotiating parties affronted by the United 
States, whose trade negotiations for a bilateral trade 
deal seem to have revived with the increased unpre-
dictability of the US external policy (Frenkel and Wal-
ter 2017).

One and a half years after reaching an agree-
ment in principle on the main elements of the Eco-
nomic Partnership Agreement (EPA), the agreement 
entered into force. The text was finalized in December 
2017, signed at the EU-Japan summit in Tokyo in July 
2018, and entered into force on the 1 February 2019. 
The benchmark for the analysis of the EU-Japan EPA 
is the Free Trade Agreement (FTA) established with 
South Korea in 2011 (EU 2011) due to its geographical 
proximity to Japan and a comparable economic level 
of development.2 Some comparisons are also drawn 
with the Comprehensive Economic and Trade Agree-
ment (CETA) between the EU and Canada, which pro-
visionally entered into force in September 2017.

In this study, we review EU-Japan trade struc-
tures and components of the EPA, and subsequently 
employ a structural gravity model including a proxy 
for non-tariff measures (NTMs) to estimate potential 

1 The paper is based on the report The EU-Japan Economic Partner-
ship Agreement and Its Relevance for the Austrian Economy, commis-
sioned by the Austrian Ministry of Digital and Economic Affairs. The 
authors thank Alexandra Bykova, Mahdi Ghodsi, and David Zenz for 
valuable statistical support. 
2 GDP per capita at purchasing power parities in 2016 was 
USD 37,740 for South Korea and USD 41,275 for Japan. Both coun-
tries feature among the top 20 countries of the world according to 
the Human Development Index of the United Nations, which consid-
ers the level of education and health in an economy in addition to 
GDP, with an index of 0.901 for South Korea and 0.903 for Japan.

Julia  Grübler
The Vienna Institute 
for International  
Economic Studies

gains from the EU-Japan EPA. The overall effects for 
a scenario including tariff cuts and improvements 
in non-tariff measures are positive albeit small. For 
Japan, the effect on real value added is estimated 
at 0.009 percent, while within the EU it ranges from 
0.003 percent to 0.028 percent.

The paper is structured as follows. The follow-
ing section is dedicated to the components of the 
EPA. The third section presents descriptive statistics 
of trade relations and policies between the EU and 
Japan. In the fourth section we present estimates 
of medium-term effects on the real gross domestic 
product for EU member states and Japan based on a 
structural gravity model. The final section concludes.

THE DESIGN OF THE EU-JAPAN EPA

What makes the EU-Japan EPA stand out is the par-
ticular focus on agriculture, which is often exempted 
from negotiations and an area where tariffs still play 
a crucial role in international trade. The European 
Commission states that by implementing the EPA over 
time3 85 percent of EU agri-food products will be able 
to enter Japan entirely duty-free (see also below). 
The EPA with Japan is also the first trade agreement 
of the European Union that explicitly includes the 
commitment to the Paris climate agreement and a 
chapter on ‘Corporate governance’, highlighting the 
importance of well-functioning markets and sound 
financial systems. Table1 compares the 23 chapters 
of the EU-Japan EPA with the EU-South Korea FTA, 
which was provisionally applied starting from 2011 
and fully entered into force in 2015, and with the CETA 
agreement between the EU and Canada, which provi-
sionally entered into force in September 2017.

Most of the world’s deepest agreements have 
been established by the EU on one part. Out of 
296 agreements covered by the Trade Agreement 
Heterogeneity Database (TAHD) set up by Kohl et al. 
(2017), only 188 agreements cover the agricultural 
sector, 163 include sanitary and phytosanitary mea-
sures (SPS), and 138 discuss technical barriers to 
trade (TBTs). Much less frequently, trade agreements 
deal with services trade (86), investment (85), envi-
ronmental (66) and labor issues (43). The EU agree-
ment with Japan covers these sensitive policy areas:

i. Environment and labor: Chapter 16 of the EU-Ja-
pan EPA is dedicated to trade and sustainable 
development, emphasizing that environmental 
and labor standards should not be implemented 
in a discriminatory manner and never be low-
ered to increase competitiveness. It reaffirms the 
importance of standards put forth by the Interna-
tional Labor Organization (ILO) and the commit-
ment to multilateral environmental agreements 
such as the UN Framework Convention on Climate 

3 Schedules for tariff line reductions published by the European 
Commission are outlined for a period of 21 years.
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Change (1992) and – for the first time in an EU 
trade agreement – the Paris Agreement (2015).4 

ii. Services trade: specific sub-sections of the EU-Ja-
pan EPA deal with the regulatory framework of 
postal and courier services, telecommunication, 
financial and maritime transport services as well 
as ecommerce. 

iii. Investment: the agreements with Japan and South 
Korea both incorporate services and investment 
liberalization in one chapter, aiming at increas-
ing investment without including investment 
protection mechanisms. Negotiations with Japan 

4 The latter is in contrast to the United States, with President 
Trump announcing the US withdrawal from the agreement in June 
2017.

on these matters take place in parallel. In this 
respect, CETA is deeper, though more resource-in-
tensive to implement as the inclusion of invest-
ment protection changes the type of agreement 
to a mixed agreement requiring the ratification 
by all national parliaments in the EU before it can 
fully enter into force. However, reviewing the evo-
lution of EU foreign direct investment (FDI) sug-
gests that the FTA with South Korea was having a 
great impact on investment stocks and incomes 
generated (EC 2017), even without having an 
investment protection regulation in place.5 

5 An illustrative example of Austria’s FDI outward stocks and FDI 
income generated in Japan and South Korea for the period 2000-
2017 is available in Grübler et al. (2018).

 
Table 1 

Topics Covered by EU Trade Agreements with Japan, Canada and South Korea 

 Chapters in the EPA with Japan CETA with 
Canada 

FTA with 
South Korea 

Chapter 1: General provisions Ch. 1 Ch. 1 
Chapter 2: Trade in goods Ch. 2 Ch. 2 
Chapter 3: Rules of origin and origin procedures + + 
Chapter 4: Customs matters and trade facilitation Ch. 6 Ch. 6 
Chapter 5: Trade remedies Ch. 3 Ch. 3 
Chapter 6: Sanitary and phytosanitary measures Ch. 5 Ch. 5 
Chapter 7: Technical barriers to trade Ch. 4 Ch. 4 
Chapter 8: Trade in services, investment liberalization and e-commerce Ch. 9, 16 Ch. 7 
Chapter 9: Capital movements, payments and transfers and temporary safeguard 

measures + Ch. 8 

Chapter 10: Government procurement Ch. 19 Ch. 9 
Chapter 11: Competition policy + Ch. 11 
Chapter 12: Subsidies Ch. 7 Ch. 11 
Chapter 13: State-owned enterprises, enterprises granted special rights or privileges 

and designated monopolies Ch. 18 Ch. 11 

Chapter 14: Intellectual property Ch. 20 Ch. 10 
Chapter 15: Corporate governance + + 
Chapter 16: Trade and sustainable development Ch. 22, 24 Ch. 13 
Chapter 17: Transparency Ch. 27 Ch. 12 
Chapter 18: Good regulatory practices and regulatory cooperation Ch. 21 + 
Chapter 19: Cooperation in the field of agriculture + + 
Chapter 20: Small and medium-sized enterprises + + 
Chapter 21: Dispute settlement Ch. 29 Ch. 14 
Chapter 22: Institutional provisions Ch. 26 Ch. 15 
Chapter 23: Final provisions Ch. 30 Ch. 15 
Note: Information collected based on texts of the agreements. A ‘+’ indicates that this chapter is new in the EPA with Japan compared to the respective trade agreements 
with Canada and South Korea. 

Source: FTA with South Korea: Official Journal of the European Union, L 127, 14 May 2011; EPA with Japan: http://trade.ec.europa.eu/doclib/press/index.cfm?id=1684; CETA 
with Canada: http://ec.europa.eu/trade/policy/in-focus/ceta/ceta-chapter-by-chapter/.  

Table 1

Network of Trade Agreements of the EU and Japan

Note: Parties of trade agreements in red, WTO members in blue, neither members of a regional trade agreement nor WTO 
members in grey. Each dot represents a partner country or region (such as the EU), accentuating agreements  with small (island) economies.
Source: WTO Regional Trade Agreements Database. © ifo Institute 

EU
JP EU RTA with WTO member RTA with non-WTO member WTO

Japan

Figure 1
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The size of the effects of trade agreements depends 
on the content and scope of the agreements, but also 
on how many trade agreements with other partners 
have been previously established (Figure 1). The num-
ber of newly established trade agreements strongly 
increased after the establishment of the WTO in 1995, 
mainly being bilateral, intercontinental agreements 
(Dür et al. 2014). 

South Korea and the EU established a vast net-
work of trade agreements globally. The number of 
agreements of South Korea is even exceeding the 
amount of EU trade agreements. However, none of 
them comes close in depth to the common market 
of the European Union. Hence trade diversion effects 
resulting from the bilateral agreement with South 
Korea were less likely to negatively affect EU markets, 
while other countries, including Japan, might have 
experienced losses after the deal. 

Canada and Japan, in comparison, formalized 
their trade ties only very locally. Canada focuses 
on the American continent and has only recently 
es  tablished stronger transatlantic relations, while 
Japan mainly established trade agreements with 
countries in South Asia and Oceania. In the case of 
the EUJapan EPA, trade diversion effects with gains 
for the EU and Japan, and potential trade losses for 
the United States and South Korea are a realistic 
scenario.

EU-JAPAN TRADE RELATIONS AND POLICY

Japan ranks second after China among the EU’s trad-
ing partners in Asia. The EU’s balance of trade in goods 
with Japan is negative, but the positive balance of 
trade in services exceeds the deficit in goods trade. 
There are indications of a trade diversion effect of the 
EU FTA with South Korea, as trade flows with South 
Korea recovered strongly after 2010, while trade with 
Japan, in particular imports from Japan, decreased 
(Figure 2). However, trade flows between the EU and 
South Korea – the EU’s ninth largest export destina-
tion for goods – amount to only about two thirds of 
flows between the EU and Japan. 

EU exports to Japan are more diversified than 
imports (Figure 3). The three biggest sectors are 
transportation (18 percent), machinery and elec-
tronic equipment (18 percent) and chemicals (23 per-
cent). Compared to other trading partners, export 
shares of machinery are lower (Canada 24 percent, 
South Korea 26 percent, total 23 percent) but higher 
for chemicals (Canada 17 percent, South Korea 
13 percent, total 13 percent). The sectors transport 
(26 percent) and machinery and electronics (39 per-
cent) also dominate EU imports from Japan. 

Vehicles received much attention in FTA nego-
tiations. When the FTA with South Korea entered 
into force, tariffs were eliminated by both parties 
for vehicle parts; after three years for medium-sized 
and large cars; and finally, after five years for small 
cars. Negotiations on vehicles with Japan focused on 
non-tariff measures. The parties agreed to apply the 
same international standards on product safety and 
environmental sustainability, rendering extra test-
ing procedures unnecessary and pushing EU-Japan 
cooperation in international standard-setting fora. In 
case one of the parties does not adhere to the agreed 
standards, the EPA includes a separate dispute settle-
ment mechanism for vehicles and a safeguard clause 
allowing for the reintroduction of tariffs.

The greatest potential for tariff cuts on both sides 
is in the agricultural sector (Figure 4). South Korean 
tariffs on agricultural products originating from the 
EU dropped from around 30 percent before the FTA 
to roughly 5 percent in 2014. The initial South Korean 
tariff rates were about five times higher than those 
imposed by Japan on EU products, which stand at 
about 6 percent today. 

South Korea seems to be particularly protective 
of vegetable products, with various different treat-
ments in the FTA: 

‒ Zero tariffs + NTMs: for many vegetable products 
high tariff rates, e.g., egg-plant (HS 0709300000) 
at 27 percent were set to zero on the day of the 
entry into force of the FTA. In order to achieve 
tariff reductions, the parties also agreed on NTMs, 
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e.g. for specific ginseng root extract powder (HS 
1211202210) the tariff of 754.3 percent should be 
eliminated within 15 years, with Annex 3 specify-
ing levels of import volumes, which – if exceeded 
– trigger higher tariffs. Starting with a tariff of 
176 percent for milk powder, tariff measures 
have been replaced by NTMs through tariff-rate 
quotas.6 

‒ Tariff reduction schedules:7 some of the highest 
tariffs can be found for vegetable roots (887.4 per-
cent; HS 0714101000), which should be eliminated 
within 15 years. Tariffs on particular species of 

6 Paragraph 6 of Annex 2-A-1 of the FTA outlines the time schedule 
over 16 years for increases in the quantity of milk products (in metric 
tonnes) originating from the EU that shall enter South Korea du-
ty-free.
7 For the full schedule of tariff reductions - see EU (2011).

beans were eliminated within five years starting 
at a level of 607.5 percent. 

‒ Some tariffs remain high, e.g., for peeled garlic (HS 
0703201000) with a rate of 360 percent or WON 
1,800/kg (whichever is greater). 

Tariffs imposed by Japan on EU products are already 
in the range of South Korean tariffs after the imple-
mentation of the FTA. Exceptions are footwear and 
headgear, with an average tariff of around 50 per-
cent, and animals and animal products with roughly 
35 percent. Some examples with currently high tar-
iffs include margarine (excluding liquid margarine; 
HS 1517100000) with a tariff of 29.8 percent, which 
should be eliminated stepwise over five years from 

the 6th year onwards. Some 
of the highest tariffs concern 
products containing sugar: 
Caramel (HS 170290300) 
is currently taxed with a 
50 percent-tariff or 25 yen/
kg, but shall enter the Japa-
nese market duty-free start-
ing from the 11th year of the 
EPA’s application. For glucose 
syrup (HS 1702302100), cur-
rently targeted with a tariff of 
85.7 percent or 60.90 yen/kg 
(whichever is greater), a tariff 
rate quota was agreed upon, 
increasing the aggregate 
quota quantity from 1,780 
metric tons in the first year to 
5,340 metric tons for the 12th 
year and thereafter. 

EU tariffs on imports from 
South Korea are at a very low 
level. For imports from Japan, 
however, the potential for 
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tariff reductions is still given for animals and animal 
products, foodstuffs, timber and wood products and 
products of the transportation sector. For all other 
product categories, tariffs are lower than 5 percent 
(Figure 4). Very few products imported from Japan 
face tariffs higher than 20 percent. These include 
some types of vehicles for the transport of goods,8 
starting with a tariff of 22 percent, which should be 
eliminated within seven years. Together with the 
agreement on international car safety standards, 
facilitating vehicle approval, these tariff cuts might 
have a strong impact on trade between the EU and 
Japan in vehicles and car parts. Likewise, some fish 
are facing a 22 percent-tariff,9 which should be abol-
ished after 15 years. For many edible vegetables, 
roots, fruits and nuts, the EU agreed to eliminate all 
ad valorem components of the customs duties on the 
day of entry into force of the EPA, while keeping spe-
cific duty components in place. For other products, 
mixed duties stay in place but are reduced over time. 
For instance, the base rate for cocoa powder con-
taining 5–65 percent by weight of sucrose or glucose 
currently is 8.0 percent plus EUR 25.20/100 kg. Over a 
period of 15 years, it shall be reduced to 6.0 percent, 
plus EUR 18.90/100 kg.

The discussion on tariff reductions is in line with 
the general trend that non-tar-
iff measures (NTMs) tend to 
replace tariffs at the heart of 
trade negotiations. These are 
more difficult to grasp due 
to their diverse nature and 
complex impacts on quanti-
ties, prices and the quality of 
traded goods. In particular, 
NTMs should not be consid-
ered as pure ‘trade costs’ 
like tariffs. Some NTMs actu-
ally boost trade, e.g., due to 
harmonization of standards, 
increased product quality or 
consumer trust (Bratt 2014; 
Ghodsi et al. 2016; Grübler and 
Stehrer 2018). 

The two most important 
categories of NTMs10 in the 
context of the EU-Japan EPA 
are technical barriers to trade 
(TBTs) and sanitary and phy-
tosanitary measures (SPS), for 

8 HS codes 87043291, 87043299, 
87043131, 87043139, 87042391, 
87042399, 87042291, 87042299, 
87042131, 87042139.
9 For example, albacore or long-
finned tuna (HS 03023190), skipjack or 
stripe-bellied bonito (HS 03023390), 
southern bluefin tuna (HS 03023690) 
and Pacific bluefin tuna (HS 03034599).
10 There are many different types of 
NTMs; for a detailed discussion - see 
Ghodsi et al. (2017).

which we draw information from the Integrated Trade 
Intelligence Portal (I-TIP).11 SPS and TBTs account 
for about 45 percent and 35 percent, respectively, of 
Japanese notifications and for 24 percent and 64 per-
cent, respectively, of notifications by the EU. Both 
primarily concern goods of the agricultural and food 
industries, as well as chemical products (Figure 5).

SPS aim at protecting human, animal and plant 
life. Two bilateral SPS measures of the EU against 
Japan were notified to the WTO, requiring test-
ing of food and feed imports originating from cer-
tain regions of Japan following the accident at the 
Fukushima nuclear power station.12 No bilateral 
measures were imposed by Japan against the EU. 
Technical barriers to trade relate to product stan-
dards, such as requirements for product safety, 
packaging, or labelling. They primarily concern 
manufactured goods. While SPS may be emergency 
measures targeting specific trading partners, TBTs 
are regulations applying to all trading partners. The 
effects may, however, differ depending on the simi-
larity of regulations between trading partners. 
11 I-TIP Goods Database of the WTO: http://i-tip.wto.org/goods/de-
fault.aspx?language=en.
12 WTO documents G/SPS/N/EEC/397 (1 April 2011) and G/SPS/N/
EU/15 (11 April 2012). Official Journal of the European Union OJ L80, 
26 March 2011.
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ASSESSING THE IMPACT OF THE EPA

In an earlier study on the EU-South Korea FTA, 
Decreux et al. (2010) estimated a GDP effect for 
the EU of 0.08 percent and for South Korea of up 
to 0.84 percent, using estimated ad valorem equiv-
alents of NTMs. They find that trade protection by 
NTMs exceeded tariff protection and that NTM pro-
tection by South Korea was higher than in the EU, 
particularly for textiles, machinery and foremost 
cars. In fact, exports of motor vehicles to South Korea 
increased by more than 200 percent and imports by 
about 50 percent within the first four years of the 
FTA’s implementation, with the preference utiliza-
tion rate within the EU ranging between 6 percent 
and 91 percent (EC 2016a). However, some negative 
effects of NTMs persist, e.g., SPS measures related 
to authorization procedures impeding EU beef and 
pork exports.

An assessment of barriers to trade between the 
EU and Japan carried out by Sunesen et al. (2009) 
found by means of surveys that NTMs increased the 
cost of exporting to Japan by 10 percent to 30 per-
cent. A follow-up study by Francois et al. (2011) 
formed the basis for NTM-reducing scenarios in the 
European Commission’s impact assessment report 
on EU-Japan trade relations (2012). It strongly  
argues for a reduction of NTMs. In an ambitious 
scenario of a 50 percent-NTM reduction the Com-
mission expected GDP gains by the year 2020 of 
0.8– 1.9 percent for the EU and of 0.7 percent for 
Japan. The trade sustainability impact assessment 
of the EU-Japan EPA (EC 2016b) concludes that the 
economic effects of the agreement with Japan might 
be of similar magnitude as the TTIP agreement with 
the United States, given Japan’s higher complemen-
tarity to the EU economy and higher levels of tariff 
and NTM protection. 

The Structural Gravity Model

With the introduction of multilateral resistance 
terms, accounting for the fact that trade flows 
between two countries do also depend on their trade 
networks with other economies (Anderson and van 
Wincoop 2003), the gravity model has advanced 
to the workhorse for international trade analysis. 
Recent methodological advances have been sum-
marized by Yotov et al. (2016). Following their recom-
mendations, we employ a Poisson pseudo-maximum 
likelihood (PPML) estimation procedure, include 
intranational trade flows and use heteroskedastici-
ty-robust standard errors. 

Our approach adds to the existing literature 
in two respects: first, it uses a unique input-output 
database, incorporating Western Balkan economies 
(Reiter and Stehrer 2018). Second, non-tariff mea-
sures (NTMs) are modelled based on rich NTM noti-
fications data (Ghodsi et al. 2017). The specification 

of the gravity equation we apply takes the following 
form:

(1)  𝑋𝑋𝑋𝑋𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖 = exp[𝜋𝜋𝜋𝜋𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖 + 𝜒𝜒𝜒𝜒𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖 + 𝜇𝜇𝜇𝜇𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖 + 𝛽𝛽𝛽𝛽1FTA𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖 + 𝛽𝛽𝛽𝛽2NTM𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖 + 𝛽𝛽𝛽𝛽𝜏𝜏𝜏𝜏 𝜏𝜏𝜏𝜏𝜏𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖]×𝜖𝜖𝜖𝜖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖 

𝑋𝑋𝑋𝑋𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖 = exp[𝜋𝜋𝜋𝜋𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖 + 𝜒𝜒𝜒𝜒𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖 + 𝜇𝜇𝜇𝜇𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖 + 𝛽𝛽𝛽𝛽1FTA𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖 + 𝛽𝛽𝛽𝛽2NTM𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖 + 𝛽𝛽𝛽𝛽𝜏𝜏𝜏𝜏 𝜏𝜏𝜏𝜏𝜏𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖]×𝜖𝜖𝜖𝜖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖 

Xijt are bilateral gross exports from exporter i to 
importer j at time t. pit, Xjt are exporter- and import-
er-time fixed effects accounting for multilateral 
resistances. mij constitute country-pair fixed effects 
controlling for possible endogeneity in trade policy 
(Baier and Bergstrand 2007). FTA ijt captures four dif-
ferent types of free trade agreements, while NTMijt 

covers different NTM types. 
The ‘wiiw Integrated Europe Input-Output Data-

base’ is an input-output database that comprises 
trade flows (including value added exports) of 
50 countries13 and 32 industries for the years 2005 
to 2014 (Reiter and Stehrer 2018) and is constructed 
following the methodology of the World Input-Out-
put Database WIOD (Timmer et al. 2016). It provides 
consistent information on intra-country flows, allows 
for estimation by industry, as well as for final demand 
and intermediate input trade flows, distinguishing 
effects on gross aggregate trade flows as well as trade 
in value added. 

The ‘wiiw NTM Database’ draws on NTM data col-
lected by the WTO, and provided via the Integrated 
Trade Intelligence Portal (I-TIP). It has been enhanced 
by using several computational techniques to fill in 
missing product codes of the Harmonised System (HS) 
to make the information usable for econometric anal-
ysis (Ghodsi et al. 2017). In addition to the two most 
frequently applied NTMs (SPS and TBTs) we include 
antidumping measures (ADP) and other NTMs (such 
as quantitative restrictions) as control variables. In 
this contribution, we use the trade coverage ratio of 
NTMs as defined in Bora et al. (2002) to aggregate the 
NTM data up to national (or industry) level:

(2)  Covijt =
∑ DijktVijktk

∑ Vijktk
 

where Dijkt is a dummy indicating that there is an NTM 
imposed by importing country j on exports of coun-
try i at time t, affecting product k. Similarly, Vijkt is the 
corresponding trade flow. 

Trade agreement data are provided by Egger and 
Larch (2008), which allow distinguishing between 
four types of regional trade agreements: Free trade 
agreements (FTA) follow GATT Article XXIV. Stabili-
zation and Association Agreements (SAA) capture 
the effect of trade integration of the Western Balkan 
countries with the EU. Similarly, the ‘EFTA’ dummy 
represents agreements that the Western Balkan 
economies adopted with the countries of the Euro-
pean Free Trade Association. Finally, customs unions 
are controlled for with the ‘CU’ dummy. 
13 All European countries except Kosovo, Belarus and Moldova, plus 
several major non-European economies.
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Tariff rates obtained from UNCTAD’s Trade Anal-
ysis Information System (TRAINS) are aggregated 
from the HS 6-digit level to the 32 industries level 
by weighting the tariff line with the corresponding 
trade flow, well aware of the issue that high tariffs 
may result in low trade-weighted tariff measures. 
However, as the trade economics literature still lacks 
a first-best method for aggregating tariffs and the 
resulting estimates for the three methods proposed 
in Bouët et al. (2004) are very close to each other, we 
stick to trade-weighted aggregates.

Estimation Results

First, the model is estimated at the national level 
(Table 2), returning positive effects of all trade inte-
gration variables.14 Furthermore, the tariff variable 
shows a strong significant and, as expected, nega-
tive impact. NTMs, however, exhibit a mixed picture. 
We find on average negative effects for SPS and the 
group of other NTMs, but positive effects for TBTs.15 

14 A coefficient of 0.085 for an FTA means that bilateral trade flows 
with an FTA are about (e^0,085-1)*100≈ 9 percent higher than with-
out one.
15 The coefficient on the control variable for antidumping measures 
is also positive, though counterintuitive given the nature of the 
policy tool. As Japan is using ADP exceptionally seldom for an indus-
trialised economy, and furthermore SPS and TBTs are at the core of 

Our country sample consists mainly of industrialized 
economies with a large share of trade in higher-tech 
products. Firms in these countries find it probably 
easier to comply with foreign standards and quality 
requirements than firms of developing economies. It 
is thus not unlikely that TBTs on average favor trade 
between industrialized countries, while penalizing 
firms from countries applying other standards, or fac-
ing higher adaptation costs. In the case of the EU-Ja-
pan EPA, positive TBT effects should, for example, be 
expected from establishing the same international 
standards on product safety for motor vehicles, 
applying the international textiles labelling system 
or the international standard on quality management 
systems for medical devices. 

The regression has been performed for three 
industry aggregates: (i) agriculture and mining; (ii) 
total manufacturing; and (iii) services; further, man-
ufacturing trade has been split into low-technology, 
medium-low-technology, medium-high-technology 
and high-technology products.16

A ‘shallow’ agreement scenario between EU 
countries and Japan is modelled as an FTA, where 
tariffs are set to zero. In line with the results of Fel-
bermayr et al. (2017a) the estimates indicate that 
Japan and non-European countries would slightly 

lose from such an agreement, 
while small gains are obtained 
for European countries. 

A ‘deep’ agreement sce-
nario additionally considers 

the EPA with the EU, we do not bother 
too much about the economic interpre-
tation of the coefficient. Nevertheless, 
we want to point out the probable en-
dogeneity bias resulting in the positive 
coefficient, as high exports trigger ADP 
investigations, which cannot be easily 
overcome by using time-lags.
16 According to the OECD Structural 
Analysis Database (STAN): oe.cd/stan.

Table 2 
 
 
Regression Results (Total Economy Level) 

Variables affecting bilateral exports Coefficient Std. error Pr(> |z|) 
FTA 0.085*** 0.0010 0.000 
SAA 0.229*** 0.0050 0.000 
EFTA 0.214*** 0.0170 0.000 
CU 0.053*** 0.0030 0.000 
Weighted tariff – 0.003*** 0.0000 0.000 
log(SPS coverage) – 0.253*** 0.0040 0.000 
log(TBT coverage) 0.135*** 0.0020 0.000 
log(ADP coverage) 0.150*** 0.0090 0.000 
log(Other NTM coverage) – 0.016*** 0.0010 0.000 

Source: wiiw calculations. 

Table 2

Real GDP Impact of the EU-Japan EPA

Notes: Countries (ISO-2 codes) shaded in dark blue are EU 28 Member States, countries in light blue are European non-EU countries included in the database, red and grey 
countries are non-European countries in Asia, Oceania and America, respectively.
Source: wiiw calculation. © ifo Institute 
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NTMs in two ways: NTMs with negative impacts (from 
the regressions above) are being brought down to 
0. In addition, a positive effect of technical barriers 
to trade is boosted by doubling the NTM coverage 
rates of the bilateral trade flows. In this case Japan is 
expected to gain from the EU-Japan EPA, whereas the 
remaining non-European countries still face some, 
albeit small, losses. The positive effects for the Euro-
pean countries on average double compared to the 
tariffs-only scenario (Figure 6).17 

Note that these structural gravity models do 
not take into account quality changes in the traded 
products, which could further increase the gains 
from trade. Furthermore, these effects do not 
materialize immediately as (i) tariff reductions and 
changes in NTMs are scheduled over a long period 
of up to 20 years; and (ii) it takes time for the struc-
tural changes and adjustments to take place in the 
affected economies, which is estimated to stretch 
over a period of 10–12 years (Head and Mayer 2014).

17   Compared to Felbermayr et al. (2017a), effects implied by our 
estimation results are significantly lower, which can be attributed 
to methodological differences, in particular, how NTMs enter the 
estimation procedure. Whereas we use NTM proxies in the form of 
coverage ratios, Felbermayr et al. (2017a) assume a large reduction 
in trade costs (Felbermayr et al. 2017b). In Felbermayr et al. (2017a) 
the effect of the tariff only scenario is 0.01 percent and for tariffs 
plus NTMs 0.05 percent (Table 4). Assuming that trade costs fall as 
observed in average trade agreements (Head and Mayer 2014) the 
effects are substantially larger. 

Effects in the agricultural industries on real 
value added are generally small for the EU28 coun-
tries, though relatively large for Japan with 0.015 per-
cent (Table 3), mostly resulting from a strong export 
growth effect. Gains from the EPA in manufactur-
ing mostly occur in the medium-high and high-tech 
industries, which also account for the bulk of trade 
between the EU and Japan. Japan wins the most (0.62 
percent of real value added in medium-high-tech 
manufacturing and 0.10 percent in medium-low-tech 
manufacturing), compared to EU countries such as 
Germany, Britain, or the Netherlands with gains of 
around 0.10 percent in the medium-high-tech indus-
tries. However, a number of countries might face 
losses in the medium-high-tech industries; these are 
mostly Central and Eastern European economies of 
the EU due to relatively strong price pressure and low 
increases in exports. 

CONCLUSIONS

The EU-Japan Economic Partnership Agreement 
(EPA) is relevant for at least two reasons: first, it is 
strategically and politically important in times of 
rising protectionism (accelerated by the US admin-
istration) as a signal sent by the EU and Japan to 
support rule-based trading principles. In addition, it 
strengthens internationally approved standards and 

Table 3 

 

 

Industry-specific Effects on Real Value Added (FTA, Tariff and NTM Scenario) 

Source: wiiw calculations. 

 

ISO 2 Country Agriculture 
Manufacturing 

Total 
manufacturing Low-tech 

Medium-
low-tech 

Medium-
high-tech High-tech 

JP Japan 0.015 0.296 – 0.016 0.102 0.623 – 0.024 
AT Austria 0.000 0.053 0.004 0.005 0.016 0.011 
BE Belgium – 0.003 0.082 0.003 0.035 0.105 – 0.014 
BG Bulgaria 0.000 0.000 0.005 –0.010 – 0.049 0.010 
CY Cyprus 0.000 0.010 0.004 0.000 – 0.053 0.005 
CZ Czech Rep. 0.008 0.050 0.004 0.036 – 0.028 0.027 
DE Germany 0.004 0.115 0.005 0.023 0.130 0.020 
DK Denmark 0.010 0.112 0.001 0.036 0.017 – 0.001 
ES Spain – 0.002 0.026 0.005 – 0.002 – 0.007 0.000 
EE Estonia – 0.001 0.112 0.005 0.007 0.129 0.016 
FI Finland – 0.002 0.079 0.001 0.001 0.074 0.008 
FR France 0.003 0.062 0.006 0.022 0.071 – 0.010 
GB|UK Britain 0.002 0.083 0.003 0.021 0.101 0.009 
GR|EL Greece 0.000 0.011 0.004 – 0.009 – 0.067 0.002 
HR Croatia 0.001 0.019 0.003 – 0.008 – 0.066 – 0.003 
HU Hungary 0.003 0.090 0.005 0.066 0.066 0.026 
IE Ireland 0.001 0.215 0.004 0.076 0.179 0.009 
IT Italy 0.001 0.040 0.006 0.001 0.020 – 0.009 
LT Lithuania 0.000 – 0.007 0.001 – 0.005 – 0.064 0.007 
LU Luxembourg 0.000 0.013 0.002 0.019 – 0.052 0.009 
LV Latvia –0.002 0.034 0.005 – 0.024 – 0.037 0.005 
MT Malta 0.190 0.329 – 0.025 0.082 0.153 0.042 
NL Netherlands 0.007 0.087 0.003 0.036 0.118 – 0.051 
PL Poland 0.000 0.013 0.003 – 0.005 – 0.033 0.012 
PT Portugal – 0.001 0.011 0.006 0.000 – 0.037 0.008 
RO Romania – 0.003 – 0.012 0.002 – 0.012 – 0.078 0.003 
SK Slovakia 0.000 0.014 0.003 – 0.002 – 0.030 0.014 
SI Slovenia 0.001 0.000 0.005 – 0.017 – 0.063 0.002 
SE Sweden – 0.002 0.100 0.004 0.022 0.073 0.017 

Table 3
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goals such as the Paris climate agreement. Second, it 
is important as a comprehensive trade deal with the 
EU’s second largest trading partner in Asia. 

Current Japanese tariffs are already comparable 
to tariff levels of South Korea after the implementa-
tion of the EU FTA with South Korea. However, gains 
from tariff cuts are still to be expected, particularly 
for agricultural products. Non-tariff measures might 
play an even greater role. The existing literature 
points towards both trade-hampering and trade-pro-
moting effects. 

We apply a structural gravity model incorpo-
rating general equilibrium effects, using a proxy for 
NTMs calculated from the WTO I-TIP database. Allow-
ing for positive NTM effects (e.g., resulting from lower 
compliance costs by applying the same international 
standard) positive effects for EU member states range 
between 0.003 percent for Denmark and 0.028 per-
cent for the Netherlands, and suggests a welfare gain 
for Japan of about 0.009 percent of GDP, materializing 
over time subject to the schedules of changes in tar-
iffs and non-tariff measures. 

Within the manufacturing sector, the largest 
gains are expected in the medium-high and high-
tech industries. However, these positive effects are 
not observable for all countries. The model results 
suggest small losses in terms of real value added in 
these industries for some EU member states of Cen-
tral and Eastern Europe. Somewhat surprisingly, the 
effects on the agricultural industries are rather mod-
est despite the larger tariff reductions in this area. 
Some tariffs, e.g., as high as 114.2 percent for sugar 
products, or milk products with tariffs of more than 
25 percent plus additional tariffs per kilogram, might 
be considered prohibitive. Empirical models do not 
allow to estimate or underestimate effects for prod-
ucts for which no or only very low levels of previous 
trade flows were observed.

The agricultural sector is illustrative of the inter-
play between tariffs and non-tariff measures, which is 
as of today only little understood and not yet imple-
mented in empirical models: in order to achieve tar-
iff cuts, negotiating parties often agree on non-tariff 
measures such as safeguard clauses, or tariff-rate 
quotas. These measures, though trade-restricting in 
nature, therefore allow for tariff reductions, or agree-
ments on common standards, and hence are ulti-
mately trade-promoting. Understanding, modelling 
and quantifying these in fact trade-promoting effects 
of apparently trade-restricting non-tariff measures 
will be an important task for future research.
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Marina Steininger
Quantification of the  
EU-Japan Economic Partner-
ship Agreement

INTRODUCTION

As of February 2019, the new economic partnership 
agreement (EPA) between the EU and Japan has 
entered into force. It is the largest free trade agree-
ment (FTA) that the EU and Japan have concluded so 
far. In times of growing protectionism, its conclusion 
is of strategic importance for both the EU and Japan, 
and it will most likely be of systemic relevance. What 
are the economic implications of this new trade deal, 
and how will it affect both regions? This report sum-
marizes a recently published paper by Felbermayr et 
al. (2019), which quantifies the welfare, trade, and 
sectoral value-added effects of the EU-Japan EPA for 
the EU, Japan, and third countries (i.e., China).

The EU-Japan EPA is the culmination of a long 
history of cooperation between Japan and the EU. 
Measured at current market prices, the Japanese and 
EU economies combined account for USD 22.15 tril-
lion of GDP and 640 million consumers. In 2017, the 
EU’s GNI per capita was USD 32,778 and Japan’s was 
UDS 38,550 (measured in current USD). 

Both economies have experienced a decline in 
their relative importance since the early 1990s. The 
EPA potentially provides new opportunities for both 
to get better access to each other’s markets. For 
example, the EU is interesting and relevant for Japan 
because of its sheer market size. Before the imple-
mentation of the EPA, tariffs in the EU and Japan were 
protective and non-tariff barriers, such as bureau-
cratic hurdles in trade, existed. 

QUANTIFICATION OF THE EPA – 
BRIEFLY EXPLAINED

Felbermayr et al. (2019) provide a quantitative anal-
ysis of the trade and welfare effects of the EU-Japan 
EPA, taking a generalized version of the Eaton-Kor-
tum (2002) model featuring multiple sectors, 
input-output linkages, services trade, and non-tariff 
barriers (NTBs) as the theoretical framework. Such 
an ex ante quantification of the Economic Partner-
ship Agreement should depict the reality as precisely 
as possible. This calls for indicators for possible 
trade cost changes arising under the new EPA. Trade 
cost changes can arise due to a reduction of tariff 
lines and due to a lowering of non-tariff barriers (i.e., 
bureaucracy, standardization). The reduction of tar-
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iff lines is observable in the text of the EPA. The EU 
and Japan agreed to gradually phase out all tariffs 
over time and to increase certain quotas in agricul-
ture. According to the EPA text, Japan will eliminate 
97 percent of tariffs within the next 15 years and 
the EU will liberalize 99 percent of its tariff lines for 
Japanese goods by the end of the phasing-in period. 
It is therefore plausible to assume complete tariff 
elimination between the two trading regions for the 
conducted counterfactual scenarios. Compared to 
the change in tariff lines, the change in non-tariff 
barriers is more difficult to approximate. The EU-Ja-
pan EPA is not yet observable in the data. Therefore, 
a sector-level gravity model is used to estimate ex 
post the trade cost changes of a similar free trade 
agreement, which is observable in the data. This 
estimation strategy circumvents the need to make 
educated guesses about the extent and distribution 
of non-tariff trade cost changes across and within EU 
member states and Japan. The EU-South Korea FTA 
was implemented in 2011, so it is already observable 
in the data and can therefore serve as a fitting proxy 
to estimate non-tariff trade cost changes. For exam-
ple, we can assume that the FTA between the EU and 
South Korea leads to a reduction of bureaucratic 
hurdles for trading products and hence to fewer 
trade barriers. The authors take these derived trade 
cost reductions as a proxy for the decrease in NTBs 
between Japan and the EU. According to a study by 
Chowdhry et al. (2018), the EU-Japan EPA can be 
categorized into the group of next-generation free 
trade agreements because it covers additional pol-
icy areas (i.e., trade related investment measures, 
barriers in services trade, technical barriers, public 
procurement, or intellectual property). Dreyer (2018) 
states that there are important parallels between 
the EU-Japan agreement and the FTA that the EU has 
negotiated with South Korea and has been in force 
since 2011. The EU-Japan and the EU-South Korea 
agreements share a common structure, and their 
provisions are often similar; sometimes, the wording 
is even identical.

Together with the tariff changes between the 
EU and Japan, these estimated non-tariff trade cost 
changes are then reduced between the two regions 
and imputed into the general equilibrium model to 
quantify the EU-Japan EPA, which provides a data-
driven ex ante analysis of the potential effects of the 
EU-Japan EPA. Felbermayr et al. (2019) describe the 
theoretical framework in more detail.

THE COUNTERFACTUAL EU-JAPAN EPA SCENARIOS

As explained before, the authors eliminate tariffs and 
the non-tariff barriers are reduced in similar fashion 
as for South Korea and the EU. The estimated trade 
cost changes can be found in Felbermayr et al. (2019). 
The study conducts three counterfactual scenarios, 
which are explained below: 
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‒ Scenario 1: The first counterfactual scenario 
replicates an economic partnership agreement 
with complete tariff elimination in all sectors bet-
ween the EU and Japan. Non-tariff measures, 
modeled on the example of the EU-South Korea 
agreement of 2011, are reduced to the respective 
amount for the EU-Japan EPA trade partners. In 
contrast, NTBs are not directly reduced for third 
countries but will affect them via spillover effects. 
The baseline of this counterfactual scenario assu-
mes a world as of 1 January 2018. Rising protectio-
nist measures, such as Brexit or ongoing trade war 
measures (e.g., tariff increases between the United 
States and China) are not considered.

‒ Scenario 2: Additionally, the study includes a 
scenario that accounts for the exit of the UK from 
the EU. The baseline anticipates a hard Brexit (i.e., 
the EU and the UK reintroduce tariff barriers and 
non-tariff barriers reemerge to the level obser-
ved with other WTO members). Brexit implies that 
the EU-Japan EPA does not apply to the UK. The 
actual counterfactual scenario then introduces 
the EU-Japan EPA between the EU27 and Japan 
with the baseline reflecting Brexit. Tariffs are eli-
minated in all sectors, just as applied in scenario 1. 
The change in non-tariff barriers stems from the ex 
post trade cost estimation of the EU-South Korea 
FTA of 2011. They are reduced to the respective 
amount for the EU27 and Japan.

‒ Scenario 3: In the baseline of the third scenario, 
the Transpacific Partnership (TPP) agreement of 
Japan with ten other Pacific nations (TPP-11) is 
already in place. On such a modified baseline, a 
counterfactual scenario similar to scenario 1 is 
applied.

QUANTIFICATION OF THE EU-JAPAN EPA – 
A SYMMETRICAL GAIN FOR EVERYBODY?

Change in Real Income: Quantification of the EU-Ja-
pan EPA shows the trade and welfare effects for 
the EU member states and Japan across different 

agricultural, manufacturing, and service sectors. 
Table 1 shows how the EU-Japan EPA affects real 
income: it increases for both trading partners across 
all scenarios. The welfare effects are quite balanced 
in ab  solute size (between USD 15.2 billion and USD 
18.2 billion), but three times larger in relative terms 
in Japan (0.31 percent) than in the EU (0.10 percent). 
The gains for Japan are larger if the UK’s member-
ship in the EU remains unchanged (scenarios 1 
and 3). Japan will have access to a European market 
with fewer consumers and potential buyers of Japa-
nese products if the UK is no longer an EU member 
(scenario 2). All EU countries can expect benefits 
because Japan is one of Europe’s most important 
trading partners. For Germany, the fourth largest 
economy in the world (measured at current market 
prices), the effect of the EPA is the largest under 
Brexit because Germany will be able to substitute 
large parts of the UK’s initial trade with Japan. Third 
countries lose out slightly. The conclusion of the  
TPP-11 agreement has little importance for the 
effects of the EU-Japan EPA (scenario 3). The UK’s 
exit from the EU, in contrast, slightly reduces gains for 
Japan. In general, third-country welfare effects are 
small as input-output linkages contribute towards a 
diffusion of the gains from trade; some ASEAN coun-
tries benefit, while the US, Canada, and Africa have 
small negative effects.

Change in Sectoral Value Added: Table 2 demon-
strates the changes of sectoral value added in the 
EU and in Japan of the first counterfactual scenario. 
The results for the EU and Japan are quite comple-
mentary in the manufacturing and agri-food sectors. 
Japanese sectors that can generate gains in terms 
of value added lose out in the EU and vice versa. 
The EU has high value-added gains in the electronic 
equipment sector, which shrink in Japan. In contrast, 
Japan gains in automotive and chemicals sectors. 
Both the EU and Japan experience value-added gains 
in services and machinery. The services sectors can 
generate positive value-added effects in both regions 
(except in the EU finance sector). The value added 

Table 1 
 
 

Change in Real Income (%) 

 Real income changes in %  Real income changes in % 
 S1 S2 S3  S1 S2 S3 

Japan 0.31 0.27 0.31 Europe, n.e.c. 0 0 0 
UK 0.11 0.01 0.11 India 0 0 0 
Rest of EU 0.1 0.1 0.1 Middle East 0 0 0 
Germany 0.08 0.08 0.07 Africa 0 0 0 
France 0.07 0.07 0.07 Latin America 0 0 0 
Italy 0.06 0.06 0.07 ASEAN, n.e.c. 0 0 – 0.01 
Vietnam 0.01 0.01 0 Malaysia – 0.01 – 0.01 – 0.01 
Rest of world 0.01 0.01 0.01 China – 0.01 – 0.01 – 0.01 
Oceania 0.01 0 0 Singapore – 0.01 0 – 0.01 
Philippines 0 0 0 South Korea – 0.01 – 0.01 – 0.01 
USA and Canada 0 0.01 0 Thailand – 0.02 – 0.02 – 0.02 
Indonesia 0 0 0 Taiwan – 0.03 – 0.02 – 0.03 
World 0.05 0.04 0.05     

Source: Felbermayr et al. (2019). 

Table 1



28

FOCUS

CESifo Forum 2 / 2019 June Volume 20

in the service industries increases by a total of USD 
13.5 billion in the EU and by USD 9.2 billion in Japan.

Change in Trade: Table 3 shows the change in 
Japan’s exports and imports to and from the EU 
and all countries (‘Total’) in relative and absolutes 
changes (in USD millions). Felbermayr et al. (2019) 
provide more details about the bilateral trade flow 
changes between Japan, the EU, and the trading part-
ners (i.e., China, ASEAN, Rest of the world, and USA/
Canada). Japan increases its exports to all countries. 
The EPA provides a basis not only for trade creation 
between the EU and Japan, but also for increases in 
trade with third countries such as China. The bilateral 
trade relationships that are directly affected by the 
EPA see the strongest increases. Japanese exports to 
the EU increase by USD 79 billion (64 percent), while 
Japanese imports from the EU increase by USD 83 bil-
lion (74 percent). The simulation exercise reveals that 
Japan’s imports from third parties are substituted by 
European products and services. Japanese exports 

Table 2 
 
 
Change of Sectoral Value Added (%) 

 

EU28 Japan 
Sectoral value added Sectoral value added 
Initial  

Billion USD 
Change 

% 
Initial 

Billion USD 
Change 

% 
Agri-food 848 0.82 206 – 1.5 
Automotive 289 – 1.59 93 6.55 
Chemicals 602 – 0.54 134 3.73 
Electronic equipment 143 1.07 98 – 0.22 
Energy 82 – 1.41 0 – 2.07 
Financial and business services 3,148 0.03 925 0.2 
Machinery and equipment 808 0.41 193 0.1 
Metals 463 – 0.22 146 1.64 
Other manufacturing 133 0.05 29 0.4 
Other services 6,817 0.11 2,478 0.26 
Raw materials 856 0.17 191 0.76 
Textiles and apparel  230 0.37 21 0.51 
Trade and transportation 1,751 0.29 1,139 0.08 
Total 16,172 0.11 5,654 0.38 

Source: Felbermayr et al. (2019). 

Table 2 in the automotive sector to 
EU member states increase by 
USD 20.8 billion. An increase of 
USD 14 billion can be expected 
in the chemical sector. Prod-
ucts of the machinery and 
equipment, raw materials, 
and metal industries worth 
a total of USD 25.3 billion are 
exported to the EU. Impli citly, 
the new trade agreement bal-
ances former asymmetries 
across the different service 
sectors. Japan and the EU can 
increase bilateral trade in the 
service sectors by eliminating 
non-tariff barriers and mar-
ket access regulations, which 
are the only trade-restricting 
measures in services com-
pared to the primary and sec-
ondary industries.

CONCLUSION

On 17 July 2018 the EU-Japan 
Economic Partnership Agree-
ment was formally signed. It 
constitutes the largest FTA 
that both the EU and Japan 
have concluded so far, and the 
results of this study show that 
it is likely to be of systemic 
relevance. Especially in times 
of growing protectionism and 
unilateralism, the EU-Japan 
Economic Partnership Agree-
ment is of strategic impor-
tance for the EU and Japan.
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Table 3 
 
 
 

Change in Japanese Trade with the EU and in Total (Billion USD) 

 

Change of Japanese  
imports from 

Change of Japanese  
exports to 

EU28 Total EU28 Total 
Billion USD Billion USD 

Agri-food 11,51 -5,45 0,39 0,41 
Automotive 2,83 3,13 20,76 21,29 
Chemicals 3,91 4,16 14,93 15 
Electronic equipment 4,41 3,77 0,71 0,91 
Energy 0 2,71 0 0 
Financial and business services 7,29 7,56 7,11 6,96 
Machinery and equipment 14,62 11,22 9,18 10,66 
Metals 1,15 1,62 5,48 5,39 
Other manufacturing 0,18 0,13 0,11 0,11 
Other services 7,19 7,38 2,29 2,18 
Raw materials 10,46 9,99 10,61 10,53 
Textiles and apparel  2,2 -2,62 0,94 0,98 
Trade and transportation 17,36 14,91 6,71 6,66 
Total per region 83,1 76,63 79,21 81,09 

Source: Felbermayr et al. (2019). 

Table 3
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Stefan Sauer and Klaus Wohlrabe

CEO or Intern − 
Who Actually  
Answers the Ques-
tionnaires in the ifo 
Business Survey?
As the most important indicator for the German 
economy, the ifo Business Climate Index attracts 
considerable attention in the press every month 
and even moves the stock markets (Mittnik et al. 
2013). The results of the ifo Business Survey are also 
ex amined in numerous research studies. Abberger 
and Wohlrabe (2006), Seiler and Wohlrabe (2013), 
and Lehmann (2019) provide comprehensive litera-
ture reviews. In order to calculate the ifo Business 
Climate Index for Germany and numerous other 
important economic indicators, the ifo Business Sur-
vey collects and evaluates monthly questionnaires 
from around 9,000 companies in manufacturing, 
services, trade, and construction. When composing 
a panel of companies for a business survey, a num-
ber of essential points must be taken into account 
in order to obtain meaningful and valid indicators. 
In particular, it is important to avoid so-called selec-
tion effects, which could lead to systematic bias in 
the results due to over- or under-representation of 
certain company characteristics. For this reason, it 
is essential to ensure that the regional composition 
of the companies in the panel, as well as their dis-
tribution according to company size and economic 
sectors, more or less reflect reality (Sauer and Wohl-
rabe 2019).

Of course, the people responding to the survey 
within the participating companies are also of fun-
damental importance for the quality of the survey 
results. They should have a good overview of all rele-
vant areas in the company so they can provide com-
petent answers to questions concerning topics such 
as production, employee developments, or pricing 
policy. As a result, it is important to the ifo Institute 
that the questionnaires are filled in by people who 
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are at the top of the companies’ hierarchy and there-
fore have all the information they need to answer the 
questions anytime.

A previous study of the ifo Business Survey in the 
trade sector already showed that this requirement is 
met by the majority of the survey participants in this 
sector (Abberger et al. 2011). A special question in 
all sectors of the ifo Business Survey in November 
(construction, manufacturing, trade) and December 
(service sector) 2018 should now provide even more 
precise information on which part of each company 
responds to the questionnaire and who gives the 
answers. The wording of the question, which was 
divided into two parts, was as follows:1

1. In which part of your company is the questionnaire 
for the ifo Business Survey usually filled in?
‒	 Management / executive board
‒	 Finance / controlling / accounting
‒	 Sales/marketing
‒	 Production2

‒	 Other, namely: ________________

2. Which position best describes the person who usu-
ally fills in the questionnaire?
‒	 Owner/CEO/authorized representative/member 

of the executive board
‒	 Head of department
‒	 Team leader
‒	 Clerk
‒	 Other, namely: ________________

In both questions, it was possible to mark more than 
one answer for cases in which the questionnaire is 
filled in by more than one person. The first result of 
the almost 7,000 responses to these special ques-
tions was that, for the vast majority of survey partic-
ipants, a single person is responsible for answering 
the questionnaires. Only 1.3 percent of the com-
panies stated that two or more people share the 
responsibility.

Table 1 shows the departments responsible for 
responding to the questionnaires of the ifo Business 
Survey. At 77.3 percent, the greatest proportion of 
reports came directly from the management of the 
participating companies. 16.8 percent of the ques-

1 The original wording can be found in Sauer and Wohlrabe (2018).
2 The ‘production’ category was provided only in the manufactur-
ing and construction sectors.
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Table 1  
 
 
Departments in Which the Questionnaires Are Filled in (by Sector, Percentages) 

 Manufacturing Trade Construction Services Total 
Management 
Finance 
Production 
Sales, marketing 
Other 

65.3 
23.0 

1.3 
8.4 
2.0 

85.9 
11.3 

0.0 
2.2 
0.6 

71.2 
25.6 

0.1 
1.2 
1.9 

83.7 
12.7 

0.0 
1.7 
1.9 

77.3 
16.8 

0.4 
3.9 
1.6 

Source: ifo Business Survey. 

 

Table 1
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tionnaires are filled in by the finance/controlling/
accounting division. Sales/marketing (3.9 percent), 
production (0.4 percent), and other units (1.6 per-
cent) accounted only for a small proportion of the 
total reports. In all sectors of the ifo Business Sur-
vey, the majority of the answers come from the man-
agement, with the highest shares in the trade sector 
(85.9 percent) and the service sector (83.7 percent). 
In construction (71.2 percent) and in manufactur-
ing (65.3 percent), the share is somewhat lower, as 
the people filling in the questionnaires are more 
frequently located in the finance, controlling, or 
accounting departments and in manufacturing also 
in sales or marketing.

With regard to the position of the people filling 
in the questionnaires, the results of the special ques-
tion are shown in Figure 1. Over 80 percent of the 
people responding to the questionnaires are owners, 
CEOs, authorized representatives, or members of the 
executive	board.	However,	there	are	differences	with	
regard to company size:3 in the case of large enter-
prises,	the	questionnaires	are	more	often	filled	in	by	
department heads than in the case of small or medi-
um-sized enterprises. This can be explained, among 
other things, by the fact that the ifo Business Survey 
3 The participating companies were divided into the size classes 
‘large enterprises’ and ‘small and medium-sized enterprises’ by 
characteristics surveyed once a year in the ifo Business Survey. The 
definition for large enterprises differs by sector: > 500 employees in 
manufacturing; > 200 employees in construction; > EUR 25 million 
annual turnover for trade and service providers.

is conducted at product or 
company level. This means 
that a large enterprise with 
several important compa-
nies, locations, or branches 
can also submit several 
questionnaires.

Looking at the sectors, 
Table 2 shows that the pat-
tern in Figure 1 also applies 
to the different sectors. In 
manufacturing and construc-
tion, approximately 85 per-
cent of the questionnaires 
are completed by manag-
ers or department heads. In 
the other sectors, this share 
exceeds 90 percent. In cons-
truction (14.4 percent) and 

manufacturing (7.6 percent), clerks play a certain 
role in answering the questionnaires, whereas in  
the other sectors they take part in the survey only 
rarely.

As a conclusion of these results, it can be stated 
that the questionnaires of the monthly ifo Business 
Survey are mostly answered by people in mana-
gement positions within the participating com-
panies. This means the requirements for reliable 
reporting and therefore also for valid business cycle 
indicators are fulfilled. As is the case for all micro-
data from the ifo Business Survey and other surveys 
conducted by the ifo Institute, the detailed answers 
on the special questions are available free of charge 
to researchers for in-depth analyses in the LMU-ifo 
Economics & Business Data Center (EBDC) at the  
ifo Institute (Becker and Wohlrabe 2008; Seiler 2012).
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Table 2  
 
 
Position of the Person Answering the Questionnaires (by Sector, Percentages)  

 Manufacturing Trade Construction Services Total 
Owner, CEO 
Head of department 
Team leader 
Clerk 
Other 

72.9 
12.7 

3.8 
7.6 
3.0 

89.3 
5.8 
0.8 
2.7 
1.4 

72.8 
9.8 
1.2 

14.4 
1.8 

86.5 
8.0 
0.9 
2.9 
1.7 

77.3 
16.8 

0.5 
3.8 
1.6 

Source: ifo Business Survey. 
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Meinhard Knoche

Ludwig Erhard and 
the ifo Institute:  
In the Service of 
German Recons
truction1

The ifo Institute, unlike any other German economic 
research institute, stands in the tradition of Ludwig 
Erhard, remembered in history as the architect of 
German reconstruction after the Second World War, 
as Economics Minister in the first government of the 
Federal Republic of Germany and then as Federal 
Chancellor. He was the founder and chairman of the 
board of the South German Institute for Economic 
Research (Süddeutsches Institut für Wirtschaftsfor-
schung), which on 24 January 1949 merged with 
the Information and Research Center for Economic 
Observation (Informations- und Forschungsstelle für 
Wirtschaftsbeobachtung), which had recently been 
set up under the auspices of the Bavarian Statistical 
Office, to form the Institute for Economic Research 
e.V. Munich (Institut für Wirtschaftsforschung e.V. 
München) – today’s ifo Institute. Erhard saw his voca-
tion in leading Germany into a better future and 
founded ‘his’ institute as a scientific partner of state 
institutions in shaping the new economic order. As 
Director of the Administration of the Bi-zone and 
Federal Minister of Economics, he established the 
independent economic policy-advice services in Ger-
many, which has been a characteristic feature of the 
ifo Institute over the past 70 years.

LUDWIG ERHARD’S PATH TO ECONOMIC RESEARCH

Ludwig Erhard was born on 4 February 1897 in Fürth, 
the son of businessman Wilhelm Philipp Erhard, who 
ran a textile shop in Fürth, and his wife Augusta. After 
attending elementary and secondary school and 
completing his apprenticeship as a draper in 1916, 
he seemed destined to move into his father’s textile 
business, but this was not meant to be. Despite a foot 
severely deformed by polio, Erhard took part in World 
War I from 1916, initially as a gunner and at the end 
of the war as a sergeant in the 22nd Royal Bavarian 
Field Artillery Regiment. He was seriously wounded 
near Ypres in September 1918 and retired from mil-
itary service in 1919. His injury required a total of 

1 This article is largely based on documents that were accessed 
in 2018, primarily in the Bavarian State Archives and the University 
Archives of the Ludwig Maximilian University in Munich. Detailed 
references can be found in Knoche (2018).
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seven operations. Erhard’s poor health impeded his 
original plan of joining his father’s business. 

His service as a front-line soldier afforded Erhard 
the opportunity of completing a course of studies at 
the recently established Commercial College (Han-
delshochschule) in Nuremberg even though his lacked 
the necessary university-entrance qualifications 
(Abitur). He finished in 1922 as a business graduate 
(Diplom-Kaufmann) with a thesis on the economic 
significance of cashless payment transactions. Wil-
helm Rieger, Professor of Business Administration 
and Economic Theory at the Nuremberg Commercial 
College, was Erhard’s primary academic mentor. He 
persuaded Erhard’s father to enable his son to con-
tinue his studies in economics and used his close con-
nections with the Frankfurt economist Franz Oppen-
heimer to help admit Erhard to a study of business 
administration, economics and sociology at the Uni-
versity of Frankfurt. In Erhard’s own words, he was a 
student “who wanted to learn business administra-
tion but was obsessed with a passion for econom-
ics”. He received his doctorate (Dr. rer. pol.) in 1925 
under Franz Oppenheimer with a dissertation on the 
‘Nature and Content of Units of Value’ (Wert und Inhalt 
der Werteinheit). 

How Ludwig Erhard supported his young family 
from 1925 to 1928 is uncertain. His doctorate was 
no guarantee of employment. His father Wilhelm 
Erhard’s business did not survive German hyper-in-
flation. He authorized his son Ludwig to file for bank-
ruptcy and retired in 1928. The same year Ludwig 
Erhard found employment as lecturer at the Nurem-
berg Commercial College. He also worked at the Insti-
tute for the Economic Monitoring of German Finished 
Goods (IfWdF –Institut für Wirtschaftsbe obachtung der 
deutschen Fertigware), which the economist Wilhelm 
Vershofen founded in 1925 to conduct industry mar-
ket research. The IfWdF did pioneering work in this 
area, largely due to Ludwig Erhard. He was co-founder 
and editor of the journal Der Markt der Fertigware and 
from 1933 editor-in-chief of the journal Wirtschafts-
politische Blätter der deutschen Fertigwarenindustrie. 
In 1934 the IfWdF was authorized to compile market 
statistics and conduct market analyses of individual 
branches of the German consumer goods industry. In 
the same year, Vershofen also founded the Consumer 
Research Association (GfK – Gesellschaft für Konsum-
forschung), whose founding board, in addition to Ver-
shofen, included Ludwig Erhard and Erich Schäfer. 
The GfK was closely linked to the IfWdF. Erhard soon 
joined Vershofen and Schäfer in the managing board 
of the Institute, and under his guidance the IfWdF 
was so successful that it became an independent 
foundation in 1938. The IfWdF received commissions 
from large companies, trade associations and high 
government offices in Berlin and Bavaria. From 1935 
Erhard helped develop and implement seminars on 
aspects of the consumer economy at the IfWdF. The 
first guest speaker Erhard invited was his acquain-
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tance Carl Goerdeler, who held the office of Reich 
Price Commissioner that year. One of the focuses of 
Erhard’s work was foreign trade research and con-
sultancy, particularly regarding the economies of 
Austria, Lorraine, Bohemia and Moravia. In a study 
entitled an ‘Examination of the Structure and Design 
of Industry in the Adjoining Eastern Territories’ for 
the Main Trusteeship Office for the East (1940), Erhard 
and his collaborators took a positive stance towards 
the Polish population, which received criticism from 
the National Socialist authorities.

In this phase, a proposal by the rector of the 
Nuremberg Commercial College to appoint Ludwig 
Erhard as honorary professor was unsuccessful. 
An external expert, Professor Karl Rößle, spoke out 
against the appointment because Erhard lacked suffi-
cient publications in the relevant business economics 
journals. Thereupon the Reich Ministry for Education, 
Science and National Education rejected Erhard’s 
appointment as honorary professor and recom-
mended that he strive for the venia legendi. Erhard 
took up this recommendation. His dissertation on 
‘Overcoming the Economic Crisis through Economic 
Policy Influence’ at the Nuremberg Commercial Col-
lege was unsuccessful, however. Whether the failure 
was for quality or ideological reasons is a matter of 
controversy among Erhard biographers. Erhard him-
self was convinced that the failure was due to the 
insurmountable political hurdles he faced during the 
Nazi era.

Somewhat later a conflict arose in the manage-
ment of the IfWdF when Vershofen went into retire-
ment and chose his student Erich Schäfer as his 
successor. Erhard, who viewed himself as potential 
successor, wrote an unfriendly letter to Erich Schäfer, 
and the situation escalated when it became public. 
The administration of the Commercial College under-
took legal action against Erhard, and he agreed to 
leave the IfWdF in October 1942. 

AUTUMN 1942: FOUNDATION OF THE INSTITUTE 
FOR INDUSTRY RESEARCH

As Vice Managing Director of the IfWdF, Ludwig Erhard 
carried out economic and political advisory tasks 
that brought him into close contact with represen- 
tatives of the German economy and in particular 
via the Reich Group for Industry (RGI – Reichsgruppe 
Industrie), the umbrella organization of German 
industry during the Nazi era in which Erhard’s broth-
er-in-law Karl Guth was managing director. With the 
support of well-known RGI businessmen, Ludwig 
Erhard founded the Institute for Industry Research 
(Institut für Industrieforschung) in Nuremberg in the 
second half of 1942, which later was to form the 
nucleus of the ifo Institute. As Erhard later told the 
military government in Bavaria, after his departure 
from the IfWdF, the workforce split up: some employ-
ees remained at the IfWdF under the direction of 

Erich Schäffer, others joined the Institute for Indus-
try Research, the institute founded and directed by 
Ludwig Erhard.

In autumn 1942, Erhard began to examine issues 
of post-war reconstruction, and was supported in 
these efforts by leading industrialists in the RGI. On 
18 November 1942, at the suggestion of Hermann von 
Siemens, a German Industry Promotion Association 
(Fördergemeinschaft der Deutschen Industrie) was 
founded under the umbrella of the RGI. Its aim was 
to avert dangers to the German economy that would 
arise ‘in the event of a downfall’, and as of 20 May 1943 
this association agreed to finance the Institute for 
Industry Research for a period of three years. 

The four sections of the work plan that the Insti-
tute for Industry Research presented to the RGI dealt 
exclusively with the post-war order. The third section 
examined the domestic German economy and which 
dealt with questions “arising from the conversion of 
the material and formal order to a peace-time econ-
omy and in particular from the necessity of material 
and financial compensation for war damages”. On 
the basis of this plan, Erhard’s institute prepared 
several studies for the RGI. The most important of 
these studies was a comprehensive analysis of the 
steps necessary to restore the German economy to 
peacetime production. In his March 1944 memoran-
dum, ‘War Financing and Debt Consolidation’ (Kriegs-
finanzierung und Schuldenkonsolidierung), Erhard 
assumed that Germany would lose the war, which 
itself was tantamount to high treason. At least in the 
initial phase, work on this study was subversive, since 
a Hitler decree had prohibited any planning for a post-
war period. Erhard focused on rebuilding the econ-
omy after the war and recommended, among other 
things, a currency reform. At the request of his client, 
Erhard presented a revised and shortened version of 
his study in summer 1944, which was discussed with 
RGI representatives in autumn 1944.

Ludwig Erhard sent a copy of this memorandum 
to Carl Goerdeler, a member of the German resistance 
who was executed in Berlin-Plötzensee on 2 Feb-
ruary 1945, after the failed Stauffenberg assassina-
tion attempt on Hitler. When Erhard sent his study 
to Goerdeler, the latter was already hiding from the 
Gestapo. He read the study and, in a memorandum 
that he wrote at the beginning of August 1944 and 
sent to members of the resistance, referred to it as 
follows: “Dr. Erhard of the Institute for German Indus-
try Research in Nuremberg has written a very good 
study on how to treat these debts, which I essentially 
agree with. He will advise you well”.

LUDWIG ERHARD: HIS PATH INTO POLITICS

The assertion is false that Erhard’s study on war 
financing and debt consolidation written in the last 
two years of the war as well as Carl Goerdeler’s rec-
ommendation fell into the hands of the Allies thus 
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making Erhard an ‘American discovery’ and easing 
his way into politics. It was Erhard himself who made 
himself known to the Allies. Immediately after the 
war, he contacted the military administration, since 
financing for the Institute for Industry Research had 
dried up and Erhard needed to generate income for 
himself and his institute. On the day after American 
troops marched into his hometown of Fürth (18 April 
1945), he introduced himself to the American military 
authorities as an economist, offering his services as 
an expert on the consumer goods industry. The mili-
tary administration commissioned him to draw up a 
report on the state of industry in Fürth. Erhard seized 
the opportunity and already in May 1945 presented 
the US authorities a memorandum with recommen-
dations on the measures needed to restart the Ger-
man economy. Having fulfilled his initial task to the 
satisfaction of the military administration, Erhard 
asked the military commander in Fürth to give him 
greater responsibilities, at the same time informing 
him of his connection to Goerdeler and the exchange 
of publications. Erhard made such a convincing 
impression that he was appointed Economic Advi-
sor to the Military Government for Middle and Upper 
Franconia. But even before this came to fruition, 
the American military governor appointed Erhard, 
effective 22 October 1945, as Minister for Trade and 
Commerce (Economics Minister) in the Bavarian State 
Government, which at the time was led by the Prime 
Minister Wilhelm Hoegner of the SPD. Since Erhard 
had no political affiliation, he was named in the cabi-
net listing as a ‘left-leaning democrat’.

Ludwig Erhard’s term as Bavarian Minister of 
Economics was not marked by good fortune. Build-
ing on his 1944 study on debt consolidation and war 
financing, he drafted an additional memorandum in 
1945, which dealt with economic reconstruction. In 
it he questioned the options of the Bavarian govern-
ment in the reconstruction of Germany. His assertion 
that the problems could only be solved within a Ger-
man framework and beyond Germany’s borders was 
perceived as hostile by some Bavarian politicians 
and contributed to Ludwig Erhard’s increasing iso-
lation from Bavarian politics. His activity as Bavar-
ian Minister of Economics ended with the first post- 
war elections to the Bavarian Parliament on 21 De -
cember 1946.

In preparation for his senior political tasks, Erhard 
exchanged views in Munich with leading economists 
and finance experts on the urgent economic and 
financial problems facing German reconstruction. 
To this end, he had joined the Economics Working 
Group for Bavaria, founded and led by the renowned 
Munich economist Adolf Weber (1876–1963), in which 
Weber’s former student and faculty colleague Fritz 
Terhalle was also active. Adolf Weber had the Chair 
of Economics and Finance, a chair previously held by 
Max Weber and Lujo Brentano. After the collapse of 
the Third Reich, Adolf Weber went public with an eco-

nomic policy program that he had conceived during 
the war. As early as June 1945, he included Ludwig 
Erhard in the Economics Working Group’s activities. 
Erhard was initially involved in the committee on 
‘Capital and Loans’ headed by Weber, in which a ‘Plan 
for the Reorganization of the German Monetary Sys-
tem’ was drawn up. On behalf of the Working Group, 
Erhard presented this plan to the American military 
administration in Frankfurt in July 1945. Among his 
other tasks in the Economics Working Group was 
the leadership of the Committee for Industry, which 
worked out proposals for industrial reconstruction. 
Ludwig Erhard also collaborated with Adolf Weber 
and Fritz Terhalle on monetary policy issues. In July 
1947, they presented the Bi-zone Economic Council 
with a jointly prepared treatise on monetary reform.

His contact to Adolf Weber and Fritz Terhalle also 
paved the way to Erhard’s long-desired honorary 
professorship. On 2 February 1946, the Economics 
Faculty of the University of Munich unanimously pe -
titioned the Bavarian government to appoint Ludwig 
Erhard as honorary professor, and in March 1946 the 
faculty gave him a contract to teach contemporary 
economic policy issues. Since basic questions re- 
garding the appointment of leading politicians to  
honorary professorships needed to be clarified, it  
was not until 7 November 1947 that the Bavarian Min-
istry of Culture appointed Erhard honorary professor 
of the University of Munich. With the title ‘Professor 
Erhard’ he had achieved an important personal goal, 
and he made it part of his official name (Hentschel 
1996). Although he withdrew from teaching shortly 
after his appointment as honorary professor, he 
remained in close contact with his faculty colleagues 
Adolf Weber and Fritz Terhalle and continued to 
integrate the faculty in the work of ‘his’ economic 
research institute.

LUDWIG ERHARD AS PIONEER OF EMPIRICAL 
ECONOMIC RESEARCH IN MUNICH

Soon after his appointment as Bavarian Minister of 
Economic Affairs, Ludwig Erhard helped found the 
Institute for Economic Observation and Policy Advice 
(Institut für Wirtschaftsbeobachtung und Wirtschafts-
beratung) in Munich, killing two birds with one stone: 
with this new economic research institute, he filled 
the gap left by the demise of empirical economic 
research in Nazi Germany and at the same time he 
found a new home for his Nuremberg Institute. The 
statutes of association were completed in mid-1946, 
and Erhard called the founding members to the first 
general meeting in the rooms of the Bavarian Ministry 
of Economics on 10 September 1946. Ludwig Erhard 
gave the following reasons for establishing a new eco-
nomic research institute: “since 1933 and to a greater 
extent during the war, Germany has lost its connec-
tion to the economic and technical developments 
in the world. … In Germany itself … huge problems 
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that threaten the peoples’ physical existence … are 
being accepted almost passively at present, although 
opportunities for active cooperation and influencing 
via negotiations exist. The authorities have neither 
the time nor the organizational and factual prerequi-
sites to systematically work through these problems, 
even though our fate and future depend on actively 
and correctly solving them. … A dedicated research 
organization is needed to bundle these various tasks 
both in terms of personnel and economic expertise, 
not to mention the material resources”.

The general meeting formally established the 
Institute for Economic Observation and Policy Advice 
on the basis of the statutes on 15 July 1946 and 
appointed the Institute’s founding board. In addition 
to Ludwig Erhard as Chairman of the Executive Board, 
it was composed of Anton Reithinger, Rolf Waldmann 
and Gerhard Holthaus as members of the Executive 
Board, all of whom Erhard had incorporated into 
the Bavarian Ministry of Economics with managerial 
functions. The association had its seat in Munich and 
according to Section 3 of the statutes was to be reg-
istered as an association at the Munich district court, 
which in fact was never done. 

According to Section 2 of the statutes of the 
association, the Institute was to lend research sup-
port to the reconstruction of Germany: the purpose 
of the association is the establishment and main- 
tenance of a research institute working on a scien- 
tific basis which collects and evaluates public and 
private sector economic data as well as data and 
findings on the technical conditions in the economy 
required for reconstruction and which communi-
cates its results by means of reporting, consulting 
and assessment activities to the economic adminis-
tration and businesses as well as to all persons and 
bodies interested in a peaceful development of the 
German economy.

To ensure scientific quality, Ludwig Erhard 
attached great importance to linking the Institute 
to the Economics Faculty (Staatswirtschaftliche 
Fakultät) at the University of Munich. In a detailed 
letter of 13 December 1946 to his cabinet and fac-
ulty colleague Fritz Terhalle, Erhard described the 
close connection of the Institute with the university 
as ‘highly desirable’. In this letter he emphasized the 
close connection of the new Institute to the Bavar-
ian Ministry of Economics and the bi-zonal economic 
administrative offices as well as the possibility of 
involving the faculty in the economic policy advice 
given to government authorities “which will then pri-
marily make use of the work of this Institute”. Erhard 
also emphasized the positive effects of the cooper-
ation between the university and the Institute with 
regard to the recruitment and promotion of young 
academics and the integration of the Institute’s econ-
omists in teaching activities at the university. At its 
meetings of 17 January 1947 and 7 February 1947, the 
Economics Faculty unanimously welcomed Erhard’s 

initiative and expressed its will to strive for close 
cooperation with his Institute.

In a letter of 21 September 1946, Ludwig Erhard 
informed the military government of Bavaria of the 
founding of the Institute for Economic Observation 
and Policy Advice and the merging of the Institute 
for Industry Research with the newly founded insti-
tute. The incorporation of the experienced staff of 
the Nuremberg institute enabled the newly founded 
institute to start work immediately upon its founda-
tion. As early as November 1946, it delivered its first 
results by initially providing figures on the economic 
situation in Bavaria and the US zone. Later, it pro-
vided in  formation on the other occupation zones and 
the most important foreign countries, as well as brief 
overviews of the status and prospects of industrial 
production in Bavaria. The Institute for Economic 
Observation and Policy Advice was financed by funds 
from the private sector. 

After leaving the Bavarian Cabinet at the end of 
1946, Erhard was now free to work towards building 
up his institute and publicly promoting the need for 
economic and monetary reform. He turned the man-
agement of the institute over to his ambitious board 
colleague Anton Reithinger, whereas Erhard himself 
dealt with more fundamental matters such as the 
networking of the institute with well-known person-
alities from business, government and academia. 
Despite the loss of his ministerial office, Erhard had 
retained his popularity and his connections to busi-
nessmen and politicians. For example, he had found 
supporters for his economic policy ideas and for the 
establishment of an economic research institute at 
the Bavarian Economic Council, an advisory body of 
the Bavarian State Government made up of import-
ant figures from business and industry. 

Erhard used his good standing with business 
leaders to place his institute on a broader footing. 
Nine months after the founding meeting of the Insti-
tute for Economic Observation and Policy Advice, 
with the active support of the Bavarian Economic 
Advisory Council, he reorganized it, renaming it 
the South German Institute for Economic Research 
(Süddeutsches Institut für Wirtschaftsforschung). In 
legal and actual terms, the ‘re-founding’ decided 
at the general meeting on 9 June 1947 was nothing 
but a change of name of the original institute that 
was not registered in the Register of Associations. 
There was hardly any change in the structure of the 
initial association, the planned range of tasks or 
the operational organization. The most significant 
conceptual change consisted in the expansion of 
the radius of action. The initial institute was to pri-
marily serve Bavarian interests; the South German 
Institute saw as its prime area of responsibility the 
southern German states of Bavaria, Hesse and Würt-
temberg-Baden, all within the American occupation 
zone, and its research results were to be applicable 
to all German states and, from the perspective of 
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the German economy, to the most important foreign 
countries. 

In a public statement at the founding meeting of 
the South German Institute on 9 June 1947, Ludwig 
Erhard described his understanding of a modern eco-
nomic research institute: “its work is fundamentally 
non-partisan, with strict scientific objectivity, based 
on economic fundamentals, cosmopolitan, with the 
aim of promoting both domestic economic welfare 
and that of all countries with linked economies, 
thus helping to promote the common welfare of the  
peoples involved. It does not itself pursue economic 
policies, handing them over to political parties and 
their representatives in the governments, but it pro-
vides economic policy makers with material that is 
indispensable for a modern economy”.

With the clever move of a ‘re-founding’ with the 
help of the Bavarian Economic Council, Erhard suc-
ceeded in providing his institute with a broader mem-
bership base and in gaining leading personalities to 
support the institute, letting them see themselves 
as its co-founders. These included Privy Councilor 
Ludwig Kastl (1878–1969), who was President of the 
Bavarian Economic Council from 1946 to 1947 and 
was elected Chairman of the Board of Trustees of the 
South German Institute. After the National Social-
ists seized power, Ludwig Kastl was forced out of his 
office as managing member of the presidency of the 
Reich Association of German Industry. As a lawyer 
critical of the regime, Kastl kept a low profile after 
1933 as a lawyer in Berlin. Shortly before the end of 
the Second World War, he was appointed to manage-
ment functions in business (including the Executive 
Board of the MAN Group) and became one of Germa-
ny’s most prominent corporate leaders. In the follow-
ing years, Ludwig Kastl became the ‘grey eminence’ 
that assisted in the transition from the South German 
Institute to the ifo Institute and helped shape its ini-
tial phase.

Ludwig Erhard, Anton Reithinger and Rolf Wald-
mann remained unsalaried Executive Board mem-
bers; Gerhard Holthaus left to join the bi-zonal admin-
istration. The initial aim of forming three departments 
at the South German Institute (Economics, Business 
and Market Economics, Industrial and Process Engi-
neering) exceeded the institute’s financial resources. 
Since economic affairs were of prime importance to 
Erhard, he postponed the establishment of a depart-
ment for business economics, which he had wanted 
to head, and continued to devote his attention to the 
fundamental questions of reconstruction. To gain 
public support for a market economy, which many 
Germans viewed skeptically, as well as understanding 
for the necessary reforms, Erhard launched an exten-
sive journalistic campaign, especially in the national 
daily newspaper Die Neue Zeitung published by the 
American authorities. Between September 1946 and 
March 1948, the newspaper published twelve longer 
essays on fundamental economic and monetary pol-

icy topics written by Erhard. The establishment at the 
South German Institute of an industrial and process 
engineering department, which was to be headed by 
board member Rolf Waldmann, was also postponed, 
whereupon Waldmann withdrew from the board of 
the institute.

The work of the institute was thus centered on the 
Economics Department headed by Anton Reithinger, 
which comprised six divisions for the domestic econ-
omy and one for the monitoring of the international 
economy and was supported by a small economics 
archive and a library. For its work, the institute had a 
staff of a dozen employees, consisting of experienced 
economists and technical staff, with occasional con-
tributions from freelancers.

The South German Institute’s financial diffi-
culties were also due to Erhard’s initial reliance on 
private-sector revenue as the main source of financ-
ing. This was because in the initial post-war years 
there was only a small amount of state funding for 
the promotion of economic research; in addition, 
Erhard regarded state funding for non-university 
research institutions as a gateway to government 
influence over the orientation of research activities. 
This, as well as the influence of political parties, 
Erhard sought to avoid. Erhard’s reluctance to accept 
state funding weakened, however, when in the first 
few months after the re-founding of the institute it 
became apparent that the involvement of industry in 
the new institute had not strengthened its finances to 
the extent Erhard had hoped.

For this reason, Erhard invited the South German 
Institute’s Board of Trustees to a meeting on 29 Sep-
tember 1947 to discuss the Institute’s future and its 
financing. Senior representatives of the Ministry of 
Economics and the Ministry of Finance took part in 
this meeting in addition to important business per-
sonalities such as Ludwig Kastl and Ernst von Siemens. 
Erhard lamented the unwillingness of the institutions 
represented in the Board of Trustees to participate 
in the financing of the Institute and insisted that 
the future financing be clarified. He emphasized the 
potential of the South German Institute especially in 
light of his experience with the bi-zonal administra-
tion, “if the Institute did not already exist, it would 
definitely be needed”. The participants gave Erhard 
their full support and unanimously adopted the fol-
lowing resolution: “the attending members of the 
Board of Trustees unanimously declare that they 
consider the further development of the South Ger-
man Institute to be indispensable. Even if we agree on 
the principle that the financing of the institute must 
come from the private sector, the Board believes that 
the funding for the building and initial phase of the 
institute also requires substantial support from gov-
ernment authorities”.

That Ludwig Erhard was destined for a new polit-
ically influential function was becoming increasingly 
clear. In mid-1947, the Bi-zone Economic Council 
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decided to appoint a group of experts called the Spe-
cial Group for Capital and Loans (Sonderstelle Geld 
und Kredit) to advise the Economic Council on the 
forthcoming currency reform. The Economic Council 
appointed Ludwig Erhard as a member of this advi-
sory body, which was made up of renowned experts. 
In its first meeting on 10 October 1947, Ludwig Erhard 
was appointed chairman of the Special Group for 
Capital and Loans.

Despite this new position, Ludwig Erhard con-
tinued his efforts at achieving a government subsidy, 
building on the support he received at the meeting of 
the South German Institute’s Board of Trustees from 
representatives of the Bavarian State Government. 
On 27 October 1947, he met with the Bavarian Minister 
of Economics, Hanns Seidel (CSU), to introduce him to 
the plans for the South German Institute and to con-
vince him of ‘the importance of a quick financing and 
budget assurance’ (of the South German Institute). 
Hanns Seidel, who had assumed the office of Econom-
ics Minister from Rudolf Zorn just over a month before 
the meeting with Erhard, declared himself willing to 
make a larger contribution (RM 70,000–80,000) from 
the funds available to the Economics Ministry for the 
development of the Institute. In his subsequent letter 
to Minister Seidel of 3 November 1947, Ludwig Erhard 
asked the Minister to take the initiative “regardless of 
the clarification still needed with respect to with the 
parallel plans of Dr. Wagner in order to avoid further 
delay”.

THE ‘PLANS OF DR. WAGNER’: COMPETITION FOR 
GOVERNMENT FUNDING

A struggle behind the scenes had broken out over the 
scarce government funding for economic research. 
The ‘parallel plans of Dr. Wagner’ regarded the cre-
ation of a ‘Central Archive for European Economics’. 
The initiators of this project were Ludwig Erhard’s 
successor in the office of the Bavarian Ministry of 
Economics, Rudolf Zorn (SPD), and Karl Wagner, Pres-
ident of the Bavarian Statistical Office. 

After the collapse of the Third Reich, the Bavar-
ian Statistical Office quickly resumed it services of 
statistical information on a regional basis. The eco-
nomist and statistician Karl Wagner (1893–1963) 
headed the Statistical Office as of February 1946, 
initially on a provisional basis, and as of 1947 as its 
president. Prior to this, he had worked from 1923 to 
1941 at the Reich Statistical Office in Berlin and from 
1942 to 1945 at the Bavarian Chamber of Commerce. 
Wagner was striving to establish an all-German eco-
nomic monitoring system in the Bavarian Statistical 
Office which would transcend the borders of Bavaria 
to provide business and policy-makers with the eco-
nomic information they needed. One of the experts 
employed at the Statistical Office in 1947 was Hans 
Langelütke (1892–1972), who like Wagner had a doc-
torate in economics and who had years of experience 

at the Reich Statistical Office and at the Berlin Insti-
tute for Economic Research (later DIW). At the Bavar-
ian Statistical Office, Langelütke was department 
head with the ranking of a senior government official 
(Regierungsdirektor) and responsible for economic 
statistics.

The activities initiated by Karl Wagner in the field 
of economic monitoring were outside the statutory 
responsibilities of the Bavarian Statistical Office. With 
the planned Central Archive for European Economics, 
Zorn and Wagner were looking for a way to formally 
separate economic monitoring from the Bavarian 
Statistical Office and at the same time ensuring that 
the Office and they themselves secure influence on 
economic monitoring and economic policy advice for 
the government authorities. The foundation of this 
institution was to be an ‘archival central collection 
point for all socio-economic material’ for all of Ger-
many and abroad. With the help of ongoing economic 
monitoring, the necessary ‘factual knowledge’ was to 
be gathered on which research work was to be based. 
For this activity, a ‘research staff of well-trained stat-
isticians and economists’ was to be set up within the 
Central Archive, “which, on the basis of the material 
it has, is in a position to draft studies and memoranda 
and to compile material as an aid for economic pol-
icy decisions”. In addition, Zorn and Wagner wanted 
to build up the Central Archive as a business cycle 
research institute. In doing so, they followed the 
example of Ernst Wagemann, who established the 
Berlin Institute for Economic Research and headed it 
as well as the Reich Statistical Office. Their plan was 
to bring the Central Archive ‘into close contact with 
the Bavarian Statistical Office both in terms of space 
and personnel’. The Central Archive was to have a 
semi-official character “without being an actual pub-
lic agency by being a foundation or association under 
the president of the Bavarian Statistical Office and 
being linked to him in a personal union”. 

The President of the Bavarian Statistical Office, 
Wagner, sent a petition for the establishment of a cen-
tral archive to the Bavarian Minister of the Interior, 
Josef Seifried (SPD), who, in a letter dated 1 July 1947, 
requested statements of the Minister of Economics 
(Rudolf Zorn, SPD) and the Minister of Finance (Hans 
Kraus, CSU) regarding this proposal. Rudolf Zorn 
immediately approved the proposal without admit-
ting his part in the plan. Not so Finance Minister Hans 
Kraus: in his reply of 8 September 1947, he acknowl-
edged that “an archival collection of valuable data 
for economic and social policy and their evaluation 
by researchers is fundamentally desirable”. Never-
theless, Kraus did not support the establishment 
and state funding of such a central archive, because 
“there are already several public, private and 
semi-public institutions that are active in this area”. 
Funding would be conceivable at best if it were pos-
sible to combine several of the existing institutions. 
But even then, the central institution would have to 
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be financed to a significant extent by the circles that 
benefit from it. Minister Kraus again mentioned the 
South German Institute as a role model.

In October 1947, after a change of ministers, the 
Ministry of Economics also changed its position with 
regard to the Central Archive. It regarded as worthy 
of support both the present and future activities of 
the South German Institute as well as plans for a Cen-
tral Archive. However, the Ministry rejected a parallel 
funding of two institutions because of too great an 
overlap in their activities. A major hurdle in coupling 
the plans was that the President of the Bavarian Sta-
tistical Office, Wagner, and the South German Insti-
tute board member Reithinger “may not be willing to 
cooperate for personal reasons”. The basic approach 
approved by Minister Seidel was fleshed out in the 
second week of November 1947 in a coordination 
meeting between representatives of the Bavarian 
ministries involved (Economics, Finance and the 
Interior). They agreed that only one institute should 
receive financial support, which was to be indepen-
dent and supported and promoted by the state, 
industry (including trade unions) and academia, in 
addition to cooperating with the Bavarian Statistical 
Office. The institute should have ‘a full-time, salaried 
leader’ supported by an honorary board of directors 
or a committee of the board of trustees consisting 
of two representatives each from the two organiza-
tions, from business and from academia. The details 
were to be worked out in a discussion between rep-
resentatives of the participating organizations, the 
South German Institute and the Bavarian Statistical 
Office as well as members of the Faculty of Econom-
ics. To put pressure on those involved, the Ministry 
of Finance decided not to pay the promised amount 
of RM 50,000 to the South German Institute until the 
desired meeting had taken place.

The Bavarian Ministry of Economics was now in 
charge of joining the two organizations in one insti-
tute and for providing state funding. The Ministry was 
of the opinion that “it is no longer a question of found-
ing the institute first and selecting a director, but only 
of whether the authorities wish to financially support 
the (South German) Institute”. However, the granting 
of state funds to the South German Institute was only 
justified “if the influence of the state on the manage-
ment of the institute is secured”, which meant the 
presence of a representative of the state government 
in the supervisory body of the institute that was still 
to be established. Anton Reithinger, South German 
Institute board member, was the Ministry’s preferred 
candidate for the position of chairman of the board, 
after he had declared his willingness to ‘be employed 
as full-time director’ several days after the coordinat-
ing meeting of the three Bavarian ministries. 

Instead of the larger meeting proposed by the 
ministries, a discussion between President Wag-
ner and board member Reithinger took place at the 
beginning of December 1947. This, however, did not 

lead to a coupling of the two plans. After Wagner 
and Zorn realized that they could not eliminate the 
South German Institute and that the proposed foun-
dation of the Central Archive for European Econom-
ics was therefore pointless, they pursued a smaller 
plan. In talks with representatives of the Bavarian 
Ministry of Economics in the first quarter of 1948, 
the idea emerged that the Bavarian Statistical Office 
should apply for a grant of RM 50,000 for ‘scientific 
research purposes’. This was for the ‘establishment 
of an economic statistical information and export 
service’ with the purpose of making material from 
the statistical data accessible to as many users as 
possible. This particularly applied to the short-term 
economic monitoring, which was a perfect fit for the 
service portfolio of the South German Institute. Min-
ister Seidel approved the amount of RM 50,000 for the 
establishment of an economic statistical information 
and export service for the Bavarian Statistical Office, 
but made this subject to the proviso that “this should 
not prejudice the establishment of a special institute 
at the Statistical Office”. It is obvious that the Ministry 
provided the Bavarian Statistical Office with funding 
to set up an information and export service in the 
expectation that it would merge with the South Ger-
man Institute in the near future.

With the help of the subsidy granted by the Min-
istry of Economics, the information services of the 
Bavarian Statistical Office in the area of short-term 
economic monitoring were expanded under the 
direction of Hans Langelütke and combined in April 
1948 as the ‘Information and Research Center for Eco-
nomic Monitoring’ (in the following, ‘Information and 
Research Center’). Immediately after the currency 
reform on 20 June 1948, it conducted interviews 
with several hundred businesses in order to assess 
the impact of the currency changeover on produc-
tion and investment behavior, thus establishing the 
ifo tradition of using company surveys for economic 
monitoring. And on 20 July 1948, the first issue of 
the periodical Ifo-Schnelldienst appeared, which has 
remained the most important publication of the ifo 
Institute to this day. 

The separation of this information center, staffed 
with two economists, from the Bavarian Statistical 
Office began on 29 September 1948. Bavarian Sta-
tistical Office President Karl Wagner invited a small 
circle of supporters to his office on extremely short 
notice of five days with the purpose of founding a sup-
porting association for the Information and Research 
Center. The managing board of the association was 
to consist of a single person – the president of the 
Bavarian Statistical Office – endowed with virtu-
ally all-encompassing responsibilities and powers. 
The statutes also provided for the establishment of 
a board of trustees to which at least seven elected 
persons were to belong in addition to the associa-
tion’s head (Wagner) and his deputy (Langelütke). 
The former Minister of Economics, Rudolf Zorn, was 
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elected Chairman of the Board of Trustees, and State 
Secretary Hugo Geiger from the Bavarian Ministry of 
Economics as his deputy.

What Wagner and Zorn really wanted to achieve 
with the hasty founding of the association is uncer-
tain. According to a report of the representative of 
the Bavarian Ministry of Finance to his minister, Wag-
ner justified the establishment of the association by 
claiming that the personnel used for the Information 
and Research Center “was to be predominantly at 
the expense of the budget of the Bavarian Statistical 
Office, … this should be remedied by the foundation 
of the association”, whereby Wagner hoped that the 
association could support itself financially, i.e., with-
out state aid. This reasoning is erroneous, since the 
Information and Research Center could only take up 
its work thanks to extensive access to the resources 
of the Bavarian Statistical Office and it would have 
required very great financing efforts for it to develop 
into a viable independent institution. Finding suffi-
cient funding for this was illusory, especially since the 
Bavarian Minister of Finance, Hans Kraus, doubted 
that the Information and Research Centre “had any 
right to exist alongside the South German Institute. 
Obviously, Dr. Wagner’s ambition lies behind all this” 
(Minister Kraus, memo of 20 November 1948).

The real purpose of the founding of the associa-
tion can be deduced from the leading role played by 
State Secretary Geiger in the merger of the plans for 
the institute. At the meeting of the Board of Trustees 
of the South German Institute on 26 June 1948, he 
expressed his enthusiasm for the South German Insti-
tute’s achievements and prospects and assured its 
basic financing with state funding. When he founded 
the supporting association of the Information and 
Research Center, he knew full well that this associ-
ation had no chance of being supported by Bavarian 
funds in addition to the South German Institute. The 
fact that, as a clever politician, he nevertheless was 
one of the founders of the supporting association and 
was elected deputy chairman of the board of trust-
ees can only be explained by his having a concrete 
plan on how the activities of the association could be 
permanently financed. This is where the State Treaty 
on joint research funding for non-university research 
institutions by the German federal states comes into 
play, which was about to be concluded in the autumn 
of 1948. It was impossible for the Information and 
Research Center to become the second Bavarian eco-
nomic research institute alongside the South Ger-
man Institute and to be eligible for state funding, but 
it was possible to merge its activities with those of 
the South German Institute into the forthcoming joint 
research funding by the German federal states. It is 
obvious that State Secretary Geiger had initiated the 
establishment of the Information and Research Cen-
ter in order to find a way to save face for Wagner and 
Zorn in particular, to merge their association with the 
South German Institute in a timely manner and thus 

to be able to include both organizations’ activities 
in the joint research funding of the German federal 
states.

CREATING A ‘REPRESENTATIVE INSTITUTE FOR 
ECONOMIC RESEARCH’

A few weeks after payment of the subsidy for the 
establishment of the ‘Information and Export Ser-
vice’ to the Bavarian Statistical Office, the Ministry 
of Economics approved the overdue subsidy of RM 
50,000 for the South German Institute, which the min-
istries had made dependent on a clarification of the 
plans of both institutes, but not only that. On 17 June 
1948, the Ministry of Economics granted the South 
German Institute an additional grant of RM 100,000 
for research purposes. Thus, the South German Insti-
tute’s financial situation was considerably improved 
before the currency reform took effect on 20 June 
1948. On the day before the currency reform, the 
institute had a credit balance of RM 203,000, which, 
had it not been for the currency changeover, would 
have financed the institute for one to two years.

Good progress in terms of the South German 
Institute’s output was also evident by June 1948. 
Although the institute’s development was still ham-
pered by insufficient staffing levels, it had been able 
to expand its services and consolidate its position in 
Bavaria and the American occupation zone. In partic-
ular, the monthly reports on current global economic, 
cyclical, financial and labor market policy develop-
ments met with great interest in the business com-
munity, in government agencies and above all in the 
press. The number of association members rose to 
97 paying members, and a growing number of busi-
ness leaders and senior members of the ministries 
were prepared to support the institute and joined the 
Board of Trustees, which grew to 35 members up to 
the middle of 1948. 

Two events which took place in the second quar-
ter of 1948 changed the framework conditions for 
the South German Institute’s activities and prepared 
the ground for the later fusion with the Information 
and Research Center. One event took place on 3 April 
1948, when Ludwig Erhard became Director of the 
Economic Administration of the Bi-zone, which forced 
him to withdraw from his position as South German 
Institute Chairman of the Board. Instead of abandon-
ing the institute, in the remaining months of 1948 he 
intensified his commitment to providing ‘his’ insti-
tute with a secure foundation for the future. 

With his appointment as the Bi-zone Director of 
the Administration of the Economy – a virtual ‘eco-
nomics minister’ – Ludwig Erhard gained access to 
the levers of power. He was well aware that in order 
to translate his ambitious ideas on the reconstruction 
of Germany into concrete economic policy he needed 
a powerful apparatus. Already in the first months of 
his tenure, he pushed ahead with the restructuring 
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of the economic administration. As he reported on 
26 July 1948 at a meeting of the Board of Trustees of 
the Southern German Institute, the reorganization of 
the office he headed was aimed at “pursuing a stron-
ger economic policy ... instead of economic admin-
istration”. This could make it “much smaller, but the 
quality of work would have to be improved”. In this 
he was guided by the principles he had previously fol-
lowed as economic researcher and institute director 
for the support to government agencies provided by 
economic research. Under his leadership, the three 
modules of independent consulting for economic and 
financial policy were established in the Administra-
tion of the Economy and subsequently in the Federal 
Ministry of Economics, as are still successfully prac-
ticed today. These are the Ministry’s Scientific Advi-
sory Board, the ongoing consultation of the Federal 
Government by the economic research institutes, in 
particular in the form of the Joint Economic Fore-
casts and the German Council of Economic Experts 
(Sachverständigenrat zur Begutachtung der gesa-
mtwirtschaftlichen Entwicklung), which, however, only 
was set up in 1963 after several years of discussion. 

On the day Ludwig Erhard took office in the 
Administration for Economic Affairs, the Scientific 
Advisory Board, which had just been founded, pre-
sented its first report (‘Measures of Consumption 
Regulation, Management and Price Policy Following 
the Currency Reform’). In the Erhard era, the Board 
developed into a respected economic initiator and 
issued seven expert opinions in the following months 
before becoming coming attached to the Federal 
Ministry of Economics after the founding of the Fed-
eral Republic of Germany. Even more relevant for 
Erhard’s ongoing work was the support provided by 
the economic research institutes, because unlike the 
university professors that comprised the Advisory 
Board, the institutes were also able to compensate 
for the deficits in the official statistics and provide the 
urgently needed economic data. As he explained at 
the meeting of the Board of Trustees on 28 June 1948, 
this could make his office “much smaller, but the qual-
ity of our work must be improved”. Erhard went on to 
say: “the operation of the ministries is too preoccu-
pied with current issues to be able to carry out real 
research work. ... In particular the special tasks for 
which one cannot create a large apparatus in a min-
istry should be shifted to an institute”. He saw this as 
the future task of the Southern German Institute in 
particular but also of the other economic research 
institutes (more on this below).

While Ludwig Erhard emphasized the growing 
importance of the economic support for the govern-
ment agencies responsible for economic policy, he 
was also interested in strengthening empirical eco-
nomic research in the institutes, and he insisted that 
also a concentration of the economic research agen-
cies must also take place. With this goal in mind, and 
at Ludwig Erhard’s initiative, the Administration for 

Economic Affairs began in 1948 to group the German 
economic research institutes into a single umbrella 
organization. For this purpose, Erhard appointed 
Günther Keiser, the head of the planning department 
at the Administration for Economic Affairs, as coor-
dinator and future board member Eduard Werlé as 
coordinator at the Southern German Institute.

The second event that strongly influenced the 
activity of the Southern German Institute was the cur-
rency reform of 20 June 1948, which put the Institute 
– like many other non-university research institutions 
– under enormous financial pressure. The conversion 
of the South German Institute’s Reichsmark credit 
balance (RM 203,000) led to a balance of DM 9,363, 
which had fallen to DM 1,188 by the beginning of July 
due to current liabilities. Swift assistance was not 
in sight, as the members of the association and the 
public authorities themselves were overstrained and 
unable to help the institute.

The first major decisions on bridging the current 
financial gap and on the further development of the 
institute were taken at the meeting of the Board of 
Trustees on 26 July 1948. The meeting, which lasted 
several hours and was attended by 25 trustees and 
guests, including high-ranking representatives of 
the Bavarian Ministry of Economics, the Ministry of 
Finance and Adolf Weber for the Economics Faculty, 
set the course for developing the South German Insti-
tute into a ‘representative’ economic research insti-
tute for West Germany. Erhard opened the meeting 
with the assertion that “he still felt connected to the 
South German Institute for Economic Research and 
that he felt strongly about its fate and development. 
Whatever position he now occupies in economic pol-
icy, he still remains strongly committed to economic 
research. Today more than ever he is convinced of 
how important it is for public administrations to have 
economic research at their disposal. ... Between eco-
nomic research, practical application and the public 
administration a bridge should be built, and real-
world experience and research should be combined 
so as to stimulate both. The work of the institute 
should pave the way for a modern approach to the 
economy and for reality-based economic research”.

State Secretary Geiger concurred with all points 
of Erhard’s argument and stressed “that the institute’s 
work to date has been a great success and gives rise 
to further hopes”. The Ministry of Economics will do 
everything to help the institute. The representative 
of the Bavarian Ministry of Finance expressed him-
self in a similar way: the Ministry of Finance is “quite 
aware of the importance of economic research” and 
also “wishes to make extensive use of the institute’s 
expertise”. The lack of financial support in the cur-
rent situation he explained by saying that “the state 
was facing a critical situation”, but he announced that 
he would be able to provide DM 50,000 in operating 
funds for the fourth quarter of 1948 and the first quar-
ter of 1949.
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The discussion led to the unanimous decision, 
also supported by the representatives of the Bavar-
ian government, ‘to maintain and further develop the 
institute’. It was agreed that a ‘leap’ was necessary in 
order for the institute to meet the future challenges 
and develop into a ‘truly workable and representa-
tive institute for West Germany’. ‘Representative’ was 
from now on the key word for the planned further 
development of the institute, which was understood 
in three ways: firstly, in view of the regional exten-
sion of its mission and sphere of activity to all West 
German states (combined with cross-national fund-
ing of the Institute); secondly in terms of research 
content (expansion of the areas of activity to be able 
to offer to government and business comprehensive 
research and advisory services from a single source); 
and thirdly with regard to social and political open-
ness and non-partisanship.

At this meeting Erhard announced a close coop-
eration between the Bi-zone’s Economic Adminis-
tration, which he headed, and the South German 
Institute. The latter had ‘made such a name for itself 
in the short time of its existence’ that there was no 
doubt that the institute would be supported by the 
Bi-zone’s Economic Administration. In this connec-
tion, it was planned that the institute would send a 
task force to Frankfurt which, as an economic clear-
ing center, would cooperate directly with the eco-
nomic policy offices of the Economic Administration. 
For reasons from which the institute would later ben-
efit considerably, the Frankfurt plans did not come 
to fruition: the commission appointed by the federal 
states to prepare the State Treaty for the joint promo-
tion of non-university research institutions assumed 
responsibility for the cooperation of the Bi-zone 
Administration with the economic research institutes 
and halted the implementation of the already far-ad-
vanced plans.

Other decisions taken at this meeting of the 
Board of Trustees had a decisive influence on the 
further development of the institute. With regard to 
future financing, State Secretary Geiger made a clear 
statement that it would continue to be necessary 
to receive funding from the private sector, but that 
the basic budget would have to be provided by the 
state. In order to solve the current liquidity problem, 
however, the businesses and associations connected 
with the institute would have to step up in the short 
term, as the first disbursements of state funds were 
not expected until the end of 1948 at the earliest. 
With regard to the future orientation of the South 
German Institute, it was decided that the institute’s 
headquarters should remain in Munich but that there 
should be a stronger extension to the entire southern 
and western German (tri-zonal) area. 

Further elemental decisions for the future orien-
tation of the institute related to the speedy activation 
of the Department of Business Economics, the devel-
opment of which had been postponed for financial 

reasons. This met with the approval of the Board of 
Trustees as did the joint petition of Ludwig Erhard 
and Adolf Weber to attach great importance to the 
institute maintaining close ties to scientific research, 
universities and colleges. This meant above all scien-
tific cooperation with other economic research insti-
tutes in Germany, the Economic Working Group for 
Bavaria coordinated by Adolf Weber and with univer-
sity institutes, in particular with the Economics Fac-
ulty of the University of Munich. The call for a further 
deepening of scientific cooperation did not only refer 
to the strengthening of the scientific foundations of 
the institute but was also aimed at the general ‘prin-
ciple of economy’ in dealing with scarce resources. A 
higher degree of efficiency in economic research was 
to be achieved both by bundling economic and statis-
tical tasks at individual institutes and by cooperation 
between the research institutions themselves. The 
central leitmotif for the further development of the 
Institute was to make Munich a center of economic 
research in the Tri-zone by a bundling and more effi-
cient use of the research capacities in economics and 
economic statistics. The participants at the meeting 
certainly also had in mind the expansion of the South 
German Institute to include the Information and 
Research Center for Economic Observation, even if 
this was not recorded in the minutes.

In light of the development of the institute, the 
Board of Trustees agreed that managing director 
Anton Reithinger should now receive remuneration 
for this responsible activity. In view of the major 
changes that had been initiated, the annual general 
meeting was postponed until autumn 1948. In the 
following three months, a series of events followed 
in quick succession. Reithinger devoted his efforts 
to implementing the decisions of the Board of Trust-
ees until, quite unexpectedly, in the second half of 
September 1948, he announced his resignation from 
the board of the South German Institute effective 
1 November 1948. He gave no official reason for his 
sudden resignation. In light of the concurrence with 
the establishment of a supporting association for the 
Information and Research Center, it is likely that the 
Bavarian Ministry of Economics dropped Reithinger 
in order to satisfy ‘Dr. Wagner’s ambitions’ of becom-
ing chairman of the board of the merged institute 
after Ludwig Erhard’s imminent departure. Reithinger 
was a pawn who was sacrificed so that the merger of 
the Information and Research Center with the South 
German Institute could take place.

At the end of September Anton Reithinger 
retired with some ill feeling from management and 
appointed the researcher Eduard Werlé as deputy 
managing director, but he still attended the meeting 
of the Board of Trustees on 1 November 1948. At this 
meeting Reithinger officially retired from the South 
German Institute Executive Board and was elected to 
its Board of Trustees. Reithinger’s unexpected with-
drawal intensified the pressure on Ludwig Erhard 
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to conclude his activities in Munich and prepare the 
institute for a new era. Erhard put together a package 
of measures to implement the development of the 
institute to a ‘representative’ institute for economic 
research as had been decided at the meeting of the 
Board of Trustees on 26 July 1948. The first compo-
nent of this package consisted in the spatial expansion 
of the institute’s mission to all western zones, which 
was also to be reflected in the deletion of the word 
‘South German’ from the institute’s name, as well as 
in the expansion of the areas of activity, including in 
particular the immediate activation of the Depart-
ment of Business Economics. As department head, 
Erhard selected Emil Fratz, an economist with a doc-
torate in business economics and experience in the 
Institute’s work, who had been one of Erhard’s clos-
est confidants during his time at the Nuremberg Insti-
tute for Economic Observation of German Finished 
Goods. Eduard Werlé was to continue as head of the 
institute’s Economics Department. Furthermore, the 
institute was to be extended to include the Informa-
tion and Research Centre for Economic Observation. 
The second component of the package concerned the 
establishment of cooperation with other economic 
research institutions, which was also discussed at 
the meeting of the Board of Trustees on 26 July 1948: 
the establishment of a Munich Research Association, 
in which the institute was to cooperate with the Eco-
nomic Working Group for Bavaria headed by Adolf 
Weber and other non-university institutions based 
in Munich, the cooperation with the Faculty of Eco-
nomics of the University of Munich and cooperation 
with the other German economic research institutes 
in the Association of German Economic Research 
Institutions still to be founded. The third compo-
nent dealt with the future management structure of 
the institute. The vacant board positions were to be 
filled by the department heads Emil Fratz and Edu-
ard Werlé. Erhard decided to resign from his position 
as Chairman of the Board after the upcoming Board 
of Trustees meeting and was prepared to become a 
member to the Board of Trustees. 

The now vacant position of Chairman of the 
Board remained vacant in view of the planned merger 
with the Information and Research Center for Eco-
nomic Observation. Instead, Ludwig Kastl, who until 
then had only worked in the background as a trustee, 
was strengthened in his position as Chairman of the 
Board of Trustees. Erhard and Kastl agreed to pres-
ent these plans to the Board of Trustees at the begin-
ning of November and to involve Eduard Werlé in the 
planning and preparation of the Board of Trustees 
meeting. The preliminary coordination of this pack-
age with those involved was so promising that Lud-
wig Kastl, in a letter dated 25 October 1948, called 
an extraordinary meeting of the Board of Trustees 
on 1 November 1948 in the Small Meeting Room of 
the Bavarian Ministry of Economics. The reason for 
the extraordinary meeting of the Board of Trustees, 

and the only item on the agenda, was the ‘neces-
sary reorganization of the institute’. This meeting 
was both the last meeting of the Board of Trustees 
chaired by Ludwig Erhard and the very last meeting 
of this board. The minutes of this meeting have not 
been preserved, but subsequent developments con-
firm that the package of measures presented by Lud-
wig Erhard met with the full approval of the Board 
of Trustees: Erhard and Reithinger moved from the 
Executive Board to the Board of Trustees; approval 
for the activation of the Business Economics Depart-
ment under the leadership of Emil Fratz was given; 
and Eduard Werlé and Emil Fratz were elected full-
time members of the Executive Board, while the posi-
tion of chairman of the board was not filled. Also the 
green light was given to the new name: Institute for 
Economic Research (Institut für Wirtschaftsforschung 
e.V.) omitting the prefix ‘South German’. 

The Board of Trustees authorized the Executive 
Board to advance the merger of the two unregistered 
associations, the South German Institute for Eco-
nomic Research and the Information and Research 
Center for Economic Observation to form the new 
Institute for Economic Research e.V. The target date 
for completion was the end of 1948. The chairman 
of the Board of Trustees, Kastl, appointed the newly 
elected board member Eduard Werlé as his agent for 
conducting the merger talks with the representatives 
of the Information and Research Centre for Economic 
Observation and the participating Bavarian minis-
tries. On 6 November 1948, the Ministry of Economics 
proposed to the Ministry of Finance that a subsidy 
be granted to the institute to eliminate the financ-
ing bottlenecks. But the Ministry of Finance played 
it safe and pressured the merger partners to achieve 
results: the subsidy was to be “postponed until the 
planned merger of the Economic Statistics Informa-
tion and Research Service at the Bavarian Statistical 
Office with the South German Institute for Economic 
Research had been completed”.

THE HOME STRETCH: A FUSION WITH 
COMPLICATIONS

The departure of the politically experienced and 
tenacious founders Ludwig Erhard and Anton Reit-
hinger from the institute’s Board seriously weakened 
the South German Institute in the decisive phase of 
the merger, but at the same time it simplified com-
munication with the negotiators of the Informa-
tion and Research Center. As Werlé later reported, 
an agreement on the planned merger was reached 
“very quickly with President Wagner, Dr. Zorn and 
Dr. Langelütke”.

Just one month after the meeting of the Board 
of Trustees on 1 November 1948, the two chairmen 
of the boards of trustees, Ludwig Kastl and Rudolf 
Zorn, informed the members of the boards of trustees 
and members of the South German Institute as well 
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as those of the Information and Research Center of 
the planned merger and invited them to a joint mem-
bers’ and founding meeting on 18 December 1948. 
The information provided with the invitation, how-
ever, was brief: “in order to achieve a rational use of 
public and private funds and more efficient economic 
research through closer cooperation of the existing 
economic research institutions”, those responsible 
at the South German Institute and the Information 
and Research Center had agreed to propose to the 
members of the two associations a merger of the two 
institutes at the joint general meeting on 18 Decem-
ber 1948. With regard to the management of the 
new institute, Kastl and Zorn reported that they had 
agreed to chair the new joint board of trustees. “At the 
same time, the membership meeting will be asked to 
confirm the members of the Executive Board of the 
newly established Institute for Economic Research 
e.V. Munich, nominated by the previous chairmen of 
the boards of trustees”. Kastl and Zorn had already 
agreed that Karl Wagner should become chairman of 
the board, Hans Langelütke his deputy, and Eduard 
Werlé and Emil Fratz ordinary (full-time) board mem-
bers, although they had not informed the members 
of the boards of trustees and the associations of this 
in the invitation letter. The documents necessary for 
the decision were only sent to the participants imme-
diately prior to the planned foundation meeting.

The South German Institute’s members and 
Board of Trustees did not agree with key passages of 
the draft statutes and refused to approve the merger 
in the meeting of 18 December. The representative of 
the Bavarian Ministry of Finance reported to his min-
ister: the general meeting on 18 December was “not 
sufficiently prepared. Neither the planned merger of 
the two ... associations nor the appointment of mem-
bers of the board of trustees of the administrative 
council and the scientific advisory board took place. 
At the very beginning of the meeting, Privy Councilor 
Prof. Dr. Weber (South German Institute) described 
the draft statutes as undemocratic and largely based 
on the ‘Führer’ principle. In particular, he objected to 
the far-reaching powers of the executive board and 
insisted on a guarantee that the new institute’s work 
would be strictly neutral and would under no circum-
stances be placed in the service of an interest group. 
The recent past has shown that statistics can also 
be based on ideology. In the discussion, the statutes 
were also criticized by members of the South German 
Institute. ... I had the impression that some members 
of the South German Institute showed some reluc-
tance towards President Dr. Wagner or towards for-
mer minister, Dr. Zorn”.

Criticism at the founding meeting arose because 
the Executive Board of the South German Institute had 
agreed to use the association statutes of the Informa-
tion and Research Centre for Economic Observation 
adopted at the end of September 1948 as a blueprint 
for the statutes of the new institute. It would have 

amounted to what Karl Wagner and Rudolf Zorn had 
already pursued in 1947 with their plan to establish a 
Central Archive for European Economics, i.e., to cre-
ate in Munich a research institution primarily devoted 
to economic monitoring over which the Bavarian Sta-
tistical Office could exert decisive influence through 
its institutional and personnel connections. As stated 
in the draft statutes, the institute should fulfill its 
tasks “in cooperation with the Bavarian Statistical 
Office”. The Chairman of the Executive Board of the 
new institute should be the President of the Statis-
tical Office by virtue of his office, who should appoint 
his own deputy. The original draft of the statutes did 
not stipulate that the purpose of the institute should 
be research or that it should cooperate with the Uni-
versity of Munich. This was contrary to the principles 
that the South German Institute had followed, and it 
provoked the vehement opposition of Adolf Weber 
and other participants in the meeting of 18 Decem-
ber 1948, leading to the establishment of a statutory 
commission. In addition to the two chairmen of the 
boards of trustees and the men who were to become 
members of new Institute’s the Executive Board, two 
professors from the Economics Faculty of the Uni-
versity of Munich (Adolf Weber and Fritz Terhalle, the 
dean of the faculty) as well as one representative each 
from business and the trade unions participated. At 
the same time, the trustees and members of the two 
associations were invited to take part in the discus-
sion of the statutes. Ludwig Erhard and his wayfarer 
Gerhard Holthaus, who held a leading position in the 
Bi-zone Administration for Economics led by Erhard, 
took up the invitation. Both of them suggested a 
number of changes to the statutes, primarily with 
regard to the non-partisanship of the new institute 
and its links to the University of Munich, the accep-
tance of the new institute by the business world and 
its supra-regional orientation. The discussion of the 
statutes lasted until the founding meeting on 24 Jan-
uary 1949. Since it was not possible for Ludwig Erhard 
to come to Munich on this day, he gave his reaction 
to the revised statutes drafted by the commission in 
writing. 

Before the founding meeting could take place, 
the direct transfer of the assets of the South German 
Institute and the Information and Research Center to 
the new institute by way of legal succession had to 
be ensured. In a letter dated 16 December 1948, the 
Bavarian Ministry of Finance informed the boards of 
the two institutes that it agreed “that the assets of 
the two associations ... be transferred to the newly 
founded Institute for Economic Research e.V. Munich”. 
However, it linked its agreement to both associations’ 
amending their statutes before their dissolution to 
the effect that “the assets would be transferred to 
the new institute upon dissolution”.

In a letter dated 10 January 1949, Ludwig Kastl, 
Chairman of the Board of Trustees, invited the mem-
bers and curators of the South German Institute to 
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three meetings on 24 January 1949 in the Small Meet-
ing Room of the Munich City Hall: (a) for a preliminary 
discussion, (b) for the founding meeting of the new 
Institute for Economic Research and (c) for the sub-
sequent general meeting regarding the dissolution of 
the South German Institute for Economic Research. 
Rudolf Zorn, Chairman of the Board of Trustees, sent 
out invitations to the members of the Association 
and the Board of Trustees of the Information and 
Research Centre.

At the founding meeting of the new institute 
on 24 January 1949, there was complete agreement 
that the statutes were to provide the legal basis for a 
‘representative economic institute’. In spatial terms, 
‘representative’ was expressed by the fact that the 
South German Institute, which had been extended 
to include the Information and Research Centre for 
Economic Observation, should in future, according to 
the minutes of the founding meeting, be called the 
Institute for Economic Research e.V. Munich without 
the designation ‘South German’. The spatial exten-
sion of the institute’s scope of activity (and financ-
ing) was made clear by the fact that representatives 
of the state governments of Württemberg-Baden and 
Hesse also took part in the founding meeting. They 
welcomed this multi-state approach and confirmed 
their intention to participate in the sponsorship of 
the institute. Regarding the comprehensive nature of 
the institute’s scientific orientation, the new statutes 
include a reference that the association is to promote 
‘economic and social science research’. The originally 
planned emphasis on cooperation with the Bavar-
ian Statistical Office was removed. The social and 
political openness and non-partisanship, which was 
particularly important for Ludwig Erhard, was to be 
ensured by a close connection and orientation to the 
Economics Faculty of the University of Munich. 

The distribution of tasks and responsibilities 
between the organs or the new institute was signifi-
cantly altered vis-à-vis the original draft statutes to 
strengthen the academic influence on the election 
of board members, on board decisions and on the 
scientific orientation of the work of the institute. 
Although the (non-mandatory) provision of Section 5 
that the chairmanship of the board of the new insti-
tute should be held by the president of the Bavarian 
Statistical Office in personal union remained intact, 
as a corrective the number of board members was 
increased to a total of five. The fifth seat on the board 
was reserved for a member of the Research Advisory 
Board, which meant de facto that a member of the 
Economics Faculty of the University of Munich would 
be on the Executive Board of the new institute and 
would help determine its destiny. The institutional 
link between the institute and the Economics Faculty 
of the University of Munich was also expressed in the 
fact that a Research Advisory Board was anchored 
in the statutes, the composition of which was deci-
sively influenced by the faculty. In Section 13 Para. 2 

of the statutes, it was granted the right to nominate 
the professors to be included in the Research Advi-
sory Board. The task of the Research Advisory Board 
was to advise the Board of Trustees and the Execu-
tive Board on the definition and implementation of 
the institute’s tasks in its scientific orientation. And 
the Research Advisory Board, as mentioned, had one 
of its members on the Executive Board.

After extensive discussion, the General Assembly 
unanimously approved the statutes of the Institute 
for Economic Research in Munich. The elections of 
the members of the Board of Trustees and the Admin-
istrative Council, which included representatives of 
the state governments of Bavaria, Hesse and Würt-
temberg-Baden, as well as the election of the Chair-
man of the Board of Trustees (Ludwig Kastl) and his 
deputy (Rudolf Zorn) were also unanimous. In addi-
tion, a total of ten members from the public adminis-
tration and the private sector were appointed to the 
Research Advisory Board. Ludwig Erhard was elected 
to both the Board of Trustees and the Research Advi-
sory Board. The Economics Faculty was to submit the 
list of its proposals of the professors to be included 
in the Research Advisory Board, with the General 
Assembly approving the proposals of the Faculty in 
advance. The final resolution of the founding meeting 
concerned the election of the members of the board. 
Karl Wagner (non-salaried Chairman of the Board), 
Hans Langelütke (non-salaried Deputy Chairman of 
the Board), Emil Fratz and Eduard Werlé (salaried 
Board Members) as well as Adolf Weber (non-salaried 
Board Member and representative of the Research 
Advisory Board) were elected unanimously. 

Following the founding meeting of the institute, 
the members and curators of the South German Insti-
tute and the Information and Research Center met 
in separate meetings. The general meetings of both 
associations decided to change their respective stat-
utes, as required by the Ministry of Finance, that the 
assets of the associations should be transferred to 
the newly founded association without liquidation in 
the course of the merger. Subsequently, both general 
meetings decided unanimously to dissolve the South 
German Institute and the Information and Research 
Center for the purpose of the merger on 30 April 1949. 
The newly founded Institute for Economic Research 
e.V. Munich became the legal successor of the two dis-
solved associations and entered into all their rights 
and obligations.

One week after the founding meeting, the Dean 
of the Faculty of Economics informed the Institute’s 
Executive Board that the Faculty had carried out 
the task stipulated in Section 13 (2) of the institute’s 
statutes regarding participation in the election of 
the Research Advisory Board of the Institute for Eco-
nomic Research. This marked the completion of the 
institutional connection of the merged institute with 
the Faculty Economics of the University of Munich, 
and the statutes could enter into force. 
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The two merged associations were dissolved 
already on 28 February 1949, and not on 30 April 
1949 as stated in the resolutions passed by the Gen-
eral Assemblies on 24 January 1949. The liquidation 
balance sheets of the two dissolved associations 
showed a small surplus of assets over liabilities. The 
new association, the Institute for Economic Research 
e.V. Munich, was entered in the register of associa-
tions on 16 March 1949, thus receiving the status of 
a legal entity.

DYNAMIC START ON 1 MARCH 1949

The earlier dissolution enabled the Institute for Eco-
nomic Research e.V. Munich to commence its work 
on 1 March 1949 under the direction of the new Exec-
utive Board and to continue the work of the South 
German Institute and the Information and Research 
Center. Karl Wagner functioned as Chairman of the 
Executive Board, without salary, in personal union 
with his position as President of the Bavarian Statis-
tical Office, without being in charge of the new insti-
tute’s research. During the start-up phase, this was 
the responsibility of Adolf Weber. After Weber retired 
from the Executive Board in 1950, Deputy Chairman 
Hans Langelütke assumed management of research. 
Langelütke retained his position as Director at the 
Bavarian Statistical Office until he replaced Karl 
Wagner as Chairman of the Executive Board in 1955; 
Wagner remained President of the Bavarian Statisti-
cal Office until 1959.

With the completed merger, the framework 
conditions of the institute improved abruptly, and 
it was able to develop dynamically into a ‘represen-
tative’ economic research institute, as called for in 
the meetings of the Board of Trustees of the South 
German Institute in July and November 1948. The 
Bavarian State Government laid the foundations for 
the basic state funding announced by State Secre-
tary Geiger in July 1948 and, by decision of 9 March 
1949, granted a start-up funding of 80,000 deutsch-
mark. Only three weeks later, the legal basis for joint 
research funding by the German federal states was 
established: on 31 March 1949, the federal states 
signed the Königstein ‘State Treaty on the Financing 
of Scientific Research Institutions’, which – according 
to Article 1 (1) of the Treaty – was to serve the ‘cultural 
and economic reconstruction’ in West Germany. With 
this Treaty, the federal states agreed to jointly finance 
larger research institutions which were not part of a 
university and which were of trans-regional impor-
tance. When this Treaty took effect in 1949, there 
were 23 of these ‘Königstein Institutes’, one of which 
was the Munich Institute for Economic Research. 

In the course of 1949, the first grants from the 
Treaty were disbursed to the host federal states of the 
funded institutions, so that the Bavarian State Gov-
ernment was able to increase the grants to the new 
institute for 1949 to a total of 180,000 deutschmark, of 

which the institute only used 120,000 deutschmark in 
the year of its foundation. In total, the income in that 
year amounted to 219,204 deutschmark. However, 
when the Königstein Treaty took effect, it changed 
the inclusion of Württemberg-Baden and Hesse in 
the funding of the Munich Institute as envisioned at 
the founding meeting. Since these two federal states 
were already involved in the financing of the Institute 
via the Königstein Treaty, they withdrew from the 
funding arrangement.

The size of the institute’s workforce immediately 
after the merger is not known exactly. There are indi-
cations that the institute began its work “with about 
a dozen permanent employees” supported “by an 
almost equal number of external staff, the majority 
of whom were employed at the Bavarian Statistical 
Office” (Marquardt 1979, 211). From the staff of the 
South German Institute for Economic Research, in 
addition to the two Executive Board members Werlé 
and Fratz, eight employees agreed to work for the 
new Institute “at a reduced salary in accordance 
with the available funds”. Joining the new institute 
were also at least two employees who had previously 
worked full-time for the Information and Research 
Centre for Economic Observation. By the turn of the 
year 1949/1950, the Institute had expanded its staff 
to 35 full-time employees. They were supported by 
13 research staff from the Bavarian Statistical Office 
who worked part-time for the new institute.

This expansion of its resources enabled the insti-
tute to establish three departments – one for mac-
roeconomics, one for industry sectors and one for 
business economics – as well as two branch offices 
in Hamburg and Stuttgart, which were suspended 
already in 1950 on the recommendation of the Bavar-
ian General Accounting Office. In a short period of 
time and with significant effort, the industry sectors 
department developed the business surveys still 
practiced today by the ifo Institute as a new method of 
economic and business cycle observation. In Novem-
ber 1949, the first questionnaires were sent out on a 
trial basis to approximately 200 industrial companies 
under the name Business Survey (Konjunkturtest). 

Since further capacities were needed to expand 
the business surveys, the Administrative Council at 
its meeting of 16 December 1949 decided to increase 
public awareness of the institute with suitable adver-
tising measures in order to attract additional private 
and public revenue. They criticized including ‘Munich’ 
in the official name of the institute “because it mis-
leadingly gave the impression that the institute was 
mainly concerned with Bavarian issues”. To help 
publicize the institute outside of Bavaria, the Admin-
istrative Council proposed suggesting a new name 
for the institute at the next General Assembly. On 
3 February 1950 the Assembly approved the proposal 
of the Administrative Council to change the associa-
tion’s name to the Ifo Institute for Economic Research 
(Ifo-Institut für Wirtschaftsforschung e.V.). ‘Ifo’, derived 
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from Information and Forschung (research), is eas-
ily remembered and has been part of the institute’s 
name ever since.

After the merger, Ludwig Erhard and the ifo Insti-
tute went their separate ways, but both made their 
contributions to the successful reconstruction in 
West Germany: Ludwig Erhard as the designer and 
pioneer of the social market economy and father of 
the German ‘economic miracle’, the ifo Institute as 
the provider of the necessary economic analyses and 
concepts, and as the collector and supplier of eco-
nomic data that was particularly important for the 
state and the economy in the post-war period. Even 
though their paths diverged, it was Ludwig Erhard 
who helped the ifo Institute achieve an “outstanding 
position in applied economic research” (Nützenadel 
2005, 95), which it has maintained and further devel-
oped to this day. More than other economic insti-
tutes, it profited from the independent economic pol-
icy advice that Erhard had established in the Federal 
Ministry of Economics (and previously in the Bi-zone 
Economic Administration). This was achieved in two 
ways: by participating in the joint analyses of the 
leading German economic research institutes on the 
economic situation and by preparing commissioned 
economic policy reports.

One month after the merger that formed the ifo 
Institute, Ludwig Erhard’s initiative for closer cooper-
ation among the German economic research institutes 
in their economic policy activities became reality. On 
the invitation of the Planning and Policy Department 
of the Administration for Economic Affairs, the heads 
of the economic research institutes met in Königstein 
on 25 February 1949 and agreed to establish the 
Association of German Economic Research Institutes 
(ARGE – Arbeitsgemeinschaft deutscher Wirtschafts-
wissenschaftlicher Forschungsinstitute). On 15 March 
1949 ARGE was formally set up in the legal form of 
a registered association, whose founding board con-
sisted of the heads of ifo, DIW (Berlin) and IfW (Kiel). 
The goal of the ARGE Institutes, which is still anchored 
in its statutes today, is a “coordinating their activi-
ties, in particular with regard to dealing with current 
economic policy issues, and, where necessary and 
appropriate, engaging in joint efforts”. From the out-
set, their core task was joint economic analyses of the 
ARGE institutes in the context of a joint report com-
missioned by the Ministry of Economics (Joint Eco-
nomic Forecast – Gemeinschaftsdiagnose). The first 
Joint Economic Forecast was drafted in Munich under 
the aegis of DIW, ifo and RWI, with the participation of 
IfW and the Institute for Agricultural Market Research 
(Institut für landwirtschaftliche Marktforschung) in 
Braunschweig and published in July 1950 under the 
title ‘The State of the West German Economy and 
the World Economy in Mid-1950’ (Die Lage der West-
deutschen Wirtschaft und der Weltwirtschaft um die 
Jahresmitte 1950). Since then, although the proce-
dure and composition of the participating institutes 

have changed several times, the Joint Economic Fore-
cast has been prepared twice a year commissioned by 
the Federal Ministry of Economics. From the outset, 
the ifo Institute has been one of the responsible insti-
tutes for the Joint Economic Forecast. 

The second field of independent economic pol-
icy advice, from which the ifo Institute has benefited 
enormously, is the assessment of economic policy 
issues by independent research institutions for the 
Ministry of Economics. Already in the 1950s, the ifo 
Institute was regarded by the Ministry of Econom-
ics (and also by other state institutions) as a valued 
supplier of such studies, so that many commissioned 
reports were awarded to the ifo Institute and con-
tract research developed into ifo’s core business. In 
the past two decades, the ifo Institute’s academic ori-
entation has been strengthened and its research out-
put significantly expanded. Nevertheless, providing 
sound economic policy advice to the Ministry of Eco-
nomics and other national and supranational institu-
tions has remained an important and indispensable 
element of the ifo Institute, as laid down by Ludwig 
Erhard over 70 years ago.
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Michael Berlemann*, Vera Jahn** and 
Robert Lehmann***

The Regional and 
Sectoral Importan-
ce of the German 
Mittelstand
The Mittelstand model is often seen as a major suc-
cess factor, as the backbone, or as the growth engine 
of the German economy. According to the German 
Federal Ministry for Economic Affairs and Energy 
(abbreviated as BMWi in German), 99 percent of all 
German firms belong to the Mittelstand, accounting 
for more than half of Germany’s economic output 
and almost 60 percent of jobs.1 It is also argued that 
the Mittelstand is one of the main reasons why the 
German economy proved to be comparatively robust 
throughout the global economic crisis of 2008/2009 
(Audretsch and Lehmann 2016).

Against this background, one would expect a lot 
of empirical research to have been conducted on Mit-
telstand firms. Somewhat surprisingly, the empirical 
evidence on Mittelstand firms is rather scarce; this is 
primarily due to a lack of appropriate data from offi-
cial sources, which inhibits researchers in correctly 
distinguishing between Mittelstand and non-Mit-
telstand firms. In the absence of adequate data, 
the common way to identify Mittelstand firms is to 
use the definition of small and medium-sized enter-
prises (SMEs). This is, however, problematic, as this 
definition does not incorporate owner management, 
which is the most important feature of Mittelstand 
firms. As a consequence, the size of the German 
Mittelstand is seriously overestimated, resulting in 
numbers of more than 99 percent, as mentioned by 
the BMWi. Moreover, a large share of the empirical 
research officially devoted to Mittelstand firms is in 
fact not concerned with the 
Mittelstand, but with small 
and medium-sized enter-
prises instead.

In contrast to most other 
empirical studies, Berlemann 
et al. (2018 and 2019) focus 
explicitly on the German Mit-
telstand by measuring Mit-
telstand firms as owner-man-
aged SMEs.2 Our data is not 

1 https://www.bmwi.de/Redaktion/
EN/Dossier/sme-policy.html
2 Berlemann and Jahn (2016), and 

based on official statistics, as this is not possible in 
Germany, but results from a special questionnaire 
included in the ifo Business Survey in 2016.3 Overall, 
Berlemann et al. (2018) find that 70.91 percent of Ger-
man firms belong to the Mittelstand, which is far less 
than the numbers reported by the BMWi. Based on 
this finding, we can conclude that the approximation 
of the German Mittelstand via the definition of SMEs 
is inappropriate.

Studying the sectoral dimension, we find some 
variation in the relative importance of Mittelstand 
firms across the branches of the German economy for 
which the ifo Business Survey is conducted (Figure 1). 
The lowest quota of Mittelstand firms is observed in 
the trade sector (retail sales and wholesale trade, 
66.04 percent), followed by manufacturing (72.22 per-
cent) and the service sector (74.05 percent). For the 
construction sector, we find the largest Mittelstand 
quota in the sample (77.18 percent).

The ifo Business Survey also contains informa-
tion on the German state in which the surveyed firm 
operates. This allows us to take a closer look at the 
spatial distribution of the Mittelstand. Figure 2 shows 
Mittelstand quotas for all German states except the 
city states, as the number of surveyed firms here is too 
small. Compared to the sectoral dimension, the varia-
tion across the states is quite large. The difference in 
Mittelstand quotas between the state with the larg-
est and the state with the smallest quota amounts of 
almost 28 percentage points. For Schleswig-Holstein 
(60.97 percent), Saxony (61.61 percent), and Thuringia 
(62.65 percent), we observe the smallest quotas in 
the sample of German states. The opposite holds for 
Baden-Wurttemberg (76.07 percent), Saxony-Anhalt 
(82.17 percent), and Mecklenburg-West Pomerania 
(88.82 percent), which exhibit the largest Mittelstand 
quotas across the German states.

Two conclusions can be drawn from our investi-
gation. First, it seems unreasonable to approximate 

Jahn (2018) measure Mittelstand firms as owner-managed SMEs 
as well, but use a different dataset than the one we employ in this 
article.
3 For more details on the methodology and the data − see Berle-
mann et al. (2018 and 2019).
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*** ifo Institute.
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the German Mittelstand to small and medium-sized 
enterprises. While it is currently impossible to con-
struct reasonable Mittelstand measures from offi-
cial data sources, other data sources such as the ifo 
Business Survey (based on our set of Mittelstand 
questions) or the Creditreform Firm Database allow 
us to identify Mittelstand firms in an adequate man-
ner. Second, there is quite some variation in Mittel-
stand quotas across sectors and space; this can be 
exploited to study the relative performance of Mittel-
stand firms even on the macro level, as it is done in 
Berlemann and Jahn (2016) and in Jahn (2018).

REFERENCES 

Audretsch, D. B. and E. E. Lehmann (2016), The Seven Secrets of Germany: 
Economic Resilience in an Era of Global Turbulence, Oxford University 
Press, New York.

Berlemann, M., V. Jahn and R. Lehmann (2018), “Auswege aus dem 
Dilemma der empirischen Mittelstandsforschung”, ifo Schnelldienst 71(23), 
22–28.

Schleswig-Holstein:
60.97%

Mecklenburg-West 
Pomerania:
88.82%

Brandenburg:
73.32%Lower Saxony: 64.18%

Saxony-Anhalt:
82.17%

Saxony:
61.61%

Thuringia:
62.65%

Hesse:
65.53%

Rhineland-
Palatinate:
73.79%

Baden-Wurttemberg:
76.07%

Bavaria: 67.74%
Saarland: 71.85%

North Rhine-Westphalia:
74.91%

Mittelstand-Quotas by German States

Source: ifo Business Survey, calculations by the authors. © ifo Institute

Figure 2 Berlemann, M., V. Jahn and R. Leh-
mann (2019), “Wie ist der Mittelstand in 
Deutschland verteilt? Eine Analyse mit 
Befragungsdaten”, ifo Dresden berichtet 
26(1), 23–28.

Berlemann, M. and V. Jahn (2016), 
“Regional Importance of Mittelstand Firms 
and Innovation Performance”, Regional 
Studies 50, 1819–1833.

Jahn, V. (2018), “The Importance of Own-
er-managed SMEs and Regional Appren-
ticeship Activity – Evidence from the 
German Mittelstand”, Empirical Research 
in Vocational Education and Training 10(8), 
1–21.



49

TRENDS

CESifo Forum 2/ 2019 June Volume 19

Financial Conditions in the Euro Area
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In comparison the ten-year bond yields declined from 0.95% in February 2019 to 0.78% in 
April 2019, while the yield spread also decreased from 1.26% to 1.09% in the same period 
of time.
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EU Survey Results
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In April 2019, the industrial confidence indicator decreased by 2.3 in the EU28 and by 2.5 in 
the euro area (EA19). The consumer confidence indicator decreased by 0.6 in the EU28 and 
by 0.7 in the EA19 in April 2019.

a	 The	industrial	confidence	indicator	is	an	average	of	responses	(balances)	to	
the questions on production expectations, order-books and stocks (the latter 
with inverted sign).

b	 New	consumer	confidence	indicators,	calculated	as	an	arithmetic	average	of	
the	following	questions:	financial	and	general	economic	situation	(over	the	
next 12 months), unemployment expectations (over the next 12 months) and 
savings (over the next 12 months). Seasonally adjusted data.
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EU28 Capacity Utilisation and Order Books in the Manufacturing Industry

Balance %
Assessment of order books

Managers’ assessment of order books reached – 7.7 in April 2019, compared to – 7.1 in 
March 2019. In February 2019 the indicator had amounted to – 7.2. Capacity utilization 
amounted to 82.5 in the second quarter of 2019, down from 83.2 in the first quarter of 
2019.
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Gross Domestic Product in Constant 2010 Prices
Percentage change over previous year

© ifo Institute

%

According to the Eurostat estimates, GDP grew by 0.4% in the euro area (EA19) and by 
0.5% in the EU28 during the first quarter of 2019, compared to the previous quarter. In 
the fourth quarter of 2018 the GDP had grown by 0.2% in the euro area and by 0.3% in the 
EU28. Compared to the first quarter of 2018, i.e., year over year, seasonally adjusted GDP 
rose by 1.2% in the EA19 and by 1.5% in the EU28 in the first quarter of 2019.
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EU28 Economic Sentiment Indicator
Seasonally adjusted

1990–2012 = 100

In April 2019 the Economic Sentiment Indicator (ESI) decreased in both the euro area (by 
1.6 points to 104.0) and the EU28 (by 1.5 points to 103.7). In both zones the ESI stands 
above its long-term average.
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6

7

8

9

10

11

12

13

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

  EA19
  EU28

Source: Eurostat. © ifo Institute

Unemployment Rate

%

Euro area (EA19) unemployment (seasonally adjusted) amounted to 7.7% in March 2019, 
down from 7.8% in February 2019. EU28 unemployment rate was 6.4% in March 2019, 
down from 6.5% in February 2019. In March 2019 the lowest unemployment rate was 
recorded in the Czech Republic (1.9%), Germany (3.2%) and the Netherlands (3.3%), while 
the rate was highest in Greece (18.5%), Spain (14.0%) and Italy (10.2%).
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Inflation rate (HICP)
Percentage change over previous year

%

Euro area annual inflation (HICP) was 1.7% in April 2019, up from 1.4% in March 2019. 
Year-on-year EA19 core inflation (excluding energy and unprocessed foods) amounted to 
1.4% in April 2019, remained stable compared to March 2019.
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ifo Economic Climate for the Euro Area

Balance

Long-term average  
(1999–2018)

The ifo Economic Climate for the euro area (EA19) has recovered somewhat. The indicator 
rose from -11.1 points in the first quarter of 2019 to -6.3 points in the second quarter of 
2019. This improvement was driven purely by less pessimistic expectations. In contrast, 
the assessment of the current situation has deteriorated again.
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Exchange Rate of the Euro and Purchasing Power Parity
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The exchange rate of the euro against the US dollar averaged approximately 1.13 $/€ 
between February 2019 and April 2019. (In January 2019 the rate had amounted to around 
1.14 $/€.)
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