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Summary

Recent appreciation of the yen, which started early in 1993, has had a
serious impact on Japanese prices; this has taken the form of disinflation at the
macroeconomic level, of changes in the relative prices of a wide range of goods
and services and even, in sonie extreme céses, of “price destruction,” arid, in
international terms, of a growing public awareness of the differentials between
Japanese domestic prices and overseas prices. This process has gone hand in
hand with changes in the structure of the Japanese economy: industry has set
about restructuring itself in a variety of ways and has expanded its global
presence by stepping up the pace of transfer of production offshore and by
increasing its overseas procurement ratio; for its part the government has,

amongst other things, taken steps to deregulate the Japanese economy.

The amount by which export prices have been raised to reflect increases in
the foreign exchange value of the yen (the pass-through ratio) has been greater
on the present occasion than it was in the previous strong yen phase. The
current high level of the pass-through ratio would appear to tie in with overseas
demand factors; the pass-through ratio has been especially high in the case of
machinery, particularly machinery exported to satisfy capital goods demand,
and this appears to indicate not only that the economic growth of the countries
of the Asian region and the buoyancy of Japanese offshore production activity
are together stimulating increased overseas demand for production machinery
but also that Japanese exports are indispensable to the satisfaction of that
demand. Results were negative on the whole with respect to what has been
referred to as the “cheap export doctrine” of Japanese industry. Unlike the

previous strong yen phase, there has on the present occasion been little




evidence of the phenomenon whereby price formation is distorted by the

adoption of trade control measures such as voluntary export restrictions.

A comparative study of features of the current and previous strong yen
phase such as the falling price of imports, the impact of this trend on domestic
prices and the “import price penetration rate” - the divergence between the
theoretical decline of domestic prices and actual domestic prices - suggests most
interestingly that industrial‘ organization related factors such as the market
concentration ratio, which were significant during the previous phase, have
been of no significance in the current phase. This in turn suggests that

Japanese industrial organization is undergoing major change.




