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Discussion on the Deflation Tendency in Japan’s

Economy and its Causes
Che Weihan

Abstract; Since early 2002 there is a notable feature in Japan’s economic recovery, namely

the tendency of deflation accompanied by restoration, which is rare in the history of world

economic cycle. Due to the rigidity of nominal wage and interest rates as well as the deterio-

ration of the break-even point, the deflation will have a negative impact on the comprehen-

sive economic restoration in Japan. The slow growing of wages in Japanese companies is the

main cause for the sluggish personal consumption and low-level prices lingering on for a long

time. Besides, the situation is resulted from several other reasons

the decline of labor

distribution rate; the rise in personnel costs; the inferior position of small and medium-

sized enterprises (SME) in the division of labor in intra-industry; more informal workers

with low wages; the increase of labor supply around the world; the soaring of crude oil

prices; the loss of revenue to overseas etc. The Japanese government should maintain its re-

laxing financial policy, carry out the institutional arrangements in order to improve the sta-

bility of labor distribution and devote its effort to the transition to a domestic demand-led

growth.

Key words: deflation; consumer price; break-even point; labor supply; business profit
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