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Why Did Only Japan Fall into Deflation?
The Impact of Stagnating Tradable Industry on the General Price Level
through the Harrod-Balassa-Samuelson Effect

Yozo NISHIMURA

Abstract

This study attempts to evidence the hypothesis that the price deflation in Japan during the period from the latter
half of 1990s to around 2013 when the so-called Abenomics started, was partly attributed to the Harrod-Balassa-
Samuelson (H-B-S) effect. Before the deflation period, the high pace of labor productivity increase in the tradable
industry gave rise to the wage increase both in the tradable industry and in the non-tradable industry, leading to the
much higher price increase in the non-tradable industry than in the tradable industry, due to the much lower
productivity increase in the non-tradable industry than in the tradable industry. This process strongly pushed up the
general price inflation through the H-B-S effect. In the deflation period, however, the pace of productivity increase in
the tradable industry significantly decelerated. Consequently, the differentials in the pace of productivity increase
between the tradable industry and the non-tradable industry drastically shrank, and the pressure that had pushed up
the general price level disappeared. Thus, Japan's economy fell into the price deflation. This hypothesis explains well
why only Japan out of developed countries fell into the deflation, due to the estimated larger impact of the H-B-S
effect than other developed countries. It is also consistent with the factors behind the deflation discussed so far, such
as the declining wages and the downward shift in the Phillips curve. This study discusses the policy measures to

preemptively prevent price deflation by revitalizing the tradable industry as well.
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