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Chart 2:  Hourly compensation cost for manufacturing workers, 2005 
(U.S. dollars) 

 
 
 

Country Cost Change from 1995 
China, People’s Rep. of   1.33 211% 
Korea, Rep. of 13.56   86% 
Mexico                                      2.63   55% 
United States 23.65   38% 
Hong Kong, China   5.65   18% 
Germany                                 33.00   10% 
Taipei,China                              6.38 

 
 
 

Note: The  cost for the PRC is  based on urban manufacturing employees,  calculated by Lett and 
Banister’s (2006) method.  The change from 1995 for the PRC is based on the average wage of urban 
manufacturing employees. 
Source: U.S. Department of Labor, Chinese Ministry of Labor and Social Security, EIU 

 
The data on which Hayashi drew from the U.S. Bureau of Labor Statistics provides another 
striking perspective on the relative stagnation of money wages in Japan, falling 7.3% from 
1995 to 2005, compared to its neighbors (Chart 2). Figure 4 shows the official Japanese CPI 
fell about 2.3% over a comparable period—implying that Japanese real take home wages 
have  been  falling  about  0.5%  per  year.  But  this  weakness  in  Japanese  wage  setting, 
including the surprising quiescence of trade unions, could be partly a statistical illusion. 

 
In a recent intriguing paper by Christian Broda and David Weinstein (2007), they show that 
Japan’s official CPI could well be overestimating Japan’s inflation, i.e., underestimating the 
rate of deflation, by 0.8 percent year. Japan’s statistical bureau still uses an old fashioned 
fixed-weight Laspeyres price index rather than the more modern cost-of-living index (COLI) 
used by the United States. The Japanese method fails to take substitution effects into 
account when relative prices in the consumer basket change, and does not allow sufficiently 
for improved product quality from technical progress. 

 
In a complex statistical exercise, Broda and Weinstein re-calculate Japan’s CPI inflation rate 
using the American COLI methodology. Their result is shown in Figure 17. From  1998 to 
2006,  the  COLI  methodology  shows  Japan’s  CPI  falling  by  8%,  whereas  the  official 
(Laspeyres) methodology shows a fall of just 3%.  Referring back to Chart 2 showing the 
7.3% fall in money wages, the COLI methodology is consistent with approximately stable 
real wages—whereas the official CPI shows them in decline. Real wage stability, rather than 
persistent decline, is easier to accept intuitively. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

26 


