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Japan’s surprisingly long deflationary hangover can be better understood by looking at 
relative wholesale (tradable goods) prices in Japan and the United States arising out of yen 
appreciation (Figure 1). By the  mid-1970s, inflation in Japan’s WPI fell below the high 
inflation rate in the U.S. but was still positive. However, when the American price level 
stabilized in the mid-1980s, Japan’s WPI inflation turned sharply negative from the massive 
appreciation  of  the  yen  over  1985-87—coming  out  of  the  1985  Plaza  Hotel  Accord  to 
depreciate  the  dollar.  Subsequently  Japan’s  WPI  drifted  down  more  slowly  until  the 
international price of oil increased  after 2002. But Japan’s WPI inflation remained (and 
remains) far below that in the U.S. 

 
Another measure of Japan’s deflationary hangover is how long land prices continue(d) to fall 
after the property bubble burst in 1991. Figure 2 shows the sharp rise in Japanese land 
prices from 1986 to 1990 when they more than doubled, and then fell by two-thirds—albeit 
more gradually—from 1990-91 through 2005. Although urban land prices turned up slightly 
in 2006, land prices continue to fall elsewhere.  Unsurprisingly, residential construction 
remained virtually dormant over this deflationary period. 

 
Figure 2: Index of Land Prices for All of Japan versus Large Urban Areas 
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Normalized 4th Quarter 
Land Prices for All of 
Japan from 1970 to 2006 
 
Normalized 3rd Quarter 
Land Prices for Large 
Urban Areas from 1986 
to 2006 
 

 
 
 
 
 
 
246.8 
 
 
 
 
 
171.0 

 

 
150 

 
125 

 
100 

 
75 

 
 

82.3 
(Q4 2006) 
 

 
 

50 63.2 
(Q3 2006) 

25 
 

0 
1970   1972   1974   1976   1978   1980   1982   1984   1986   1988   1990   1992   1994   1996   1998   2000   2002   2004   2006 

 
Source: Bank of Japan. 

 

 
 

WAGE GROWTH AND THE EXCHANGE RATE 
 
What does the historical record tell us about the link among alternative exchange rate 
arrangements and growth in nominal wages?  From 1950 to 1971, Japan provided a useful 
case study of wage behavior in a very high-growth economy with its exchange rate securely 
fixed at 360 yen per dollar—the dominant international money. 

 
First, keeping the fixed  rate anchored Japan’s price level for tradable goods as Japanese 
wholesale prices rose at about the  same speed as those in the U.S.—only 1 percent per 
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