B
X

H AR 0> P Y Mill % 7 i i

— 1955 5 S BEE TOTF — 2 ARB T3 80D —

(LY

Revisiting Domestic and Foreign Price Differences in Japan

Yozo NISHIMURA

Abstract

In 1955, the general price level (price level of tradable and non-tradable goods and
services) in Japan were significantly lower than that in the United States. The difference
between them contracted and reversed. In 1995, the general price level in Japan became
significantly higher than that in the US. This is because Japan's non-tradable goods price
level relative to the US price level was pushed up by the appreciation of the yen exchange
rate against the US dollar led by the rapid increase in productivity in the tradable goods
sector in Japan. It was also pushed up by the slower increase in productivity in the non-
tradable goods sector than in the tradable goods sector, combined with the little wage gap
between both sectors in Japan, which is well known as Harrod-Balassa-Samuelson effect.
However, the general price level difference between both countries has contracted since then
and is now almost zero. This is likely to be the result of the decline in Japan's international
competitiveness observed in the slowdown in the productivity increase in the tradable goods
sector, which was the main driver of economic growth in the past. This experience should be
learned and reflected in the economic growth strategy of private and public sector for the

future.
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