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I.  An Overview of Japan’s Economic Growth 

ÅThe Post-Warand Post-Reconstruction Annual Growth Rates:

1. The High Growth Era (1954-73): Average Growth Rates = 9.1% 

2. The Medium Growth Era (1974-90): Average Growth Rates = 4.2%

3. The Slow Growth Era (1991-2015): Average Growth Rates = 0.9% 

ÅThe Japanese economy recovered to the pre-war level (1954)

ÅJapan’s Post-War High Growth Era (1955-73)

ÅThe Nixon Shock (1971) and two Oil Shocks (1973 and 1979)

ÅThe Plaza Accord (1985) and Japan’s Bubble Economy(1987-90)

ÅThe Bubble Burst (1991) and Japan’s Lost Decades (1991-Present)
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Japan’s Economic Growth Rates
(Real GDP Annual Growth Rates) 
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Comparative Growth Rates

May 7, 2017 Copyright © 2017 Hiroshi ShibuyaAll Rights Reserved



2017/5/7

3

Comparative Labor Productivity Growth
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Comparative Real Wage Increases
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II.  Economic Growth and Exchange Rates

ÅThe exchange rateis an important factor for determining the 
aggregate demand and therefore for affecting the Y(GDP) 
and its growth rate (if not in the long run):  

Y = C + I + G + (EX - IM)

ÅWhat is the relationship between economic growthand the 
exchange rate? Is the exchange rate a causeor an effect of 
economic growth — in the short-run andthe long-run?

ÅIt is important to recognize the difference between the 
nominaland real exchange rate
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Nominal and Real Exchange Rates
ÅA nominal exchange rate(NER) is determined by a 
difference in price levels between two countries in the 
long runif productivities are constant (cf. the 
Purchasing Power Parity theorem)

ÅA real exchange rate(RER) is determined by a 
difference in the productivity of tradable goods 
(relative to the productivity of non-tradable goods) 
between two countries in the long run

ÅRER≡ NER (P*/P) = (relative productivities) in the 
long run (cf. the Balassa-Samuelson theorem)
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How is the Nominal Exchange Rate Determined?

ÅRER≡ NER (P*/P) = (relative productivities) in the 
long run (cf. the Balassa-Samuelson theorem)

ÅNER= RER (P/P*) = (relative productivities) (relative 
price levels) in the long run 

ÅThat is to say, NERis determined by the differences 
between two countries in  Technological Innovation 
and Monetary Policyin the long run
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The Real Effective Exchange Rate REER

ÅThe real effective exchange rate(REER) is a weighted 
averageof the real exchange rates (RER) with respect 
to all trading partners (a weight = a trade share)

ÅIn the short run,  the REER moves with the nominal 
effective exchange rate (NEER) and thus indicates the 
international “pricecompetitiveness”

ÅIn the longrun,  the REER moves with the relative  
productivityof tradable goods and thus indicates the 
international “productivitycompetitiveness”

May 7, 2017 Copyright © 2017 Hiroshi ShibuyaAll Rights Reserved



2017/5/7

6

The Yen/Dollar (Nominal) Exchange Rate (1950-2015)
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The Real Effective Exchange Rate (REER) of Japan
An International Competitiveness Index  (2010=100)

Stronger Yen
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Comparative Labor Productivity
GDP per employee at current and prices and exchange rates for USA, FRG, and Japan (USA=100)
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The Characteristics of Japan’s Exchange Rates

ÅThe yen/dollar nominal exchange ratehas a long-run trend of 
appreciation(a stronger yen) 

ÅJapan’s real effective exchange rate(REER) has peaked out 
around 1995: Japan’s REER had appreciated in 1960-95 but 
started to depreciate after 1995

ÅIt suggests that Japan’s productivity growth (of tradable goods) 
relative to those of trading partners has started to decline after 
1995 (see the comparative labor productivity chart and the 
Balassa-Samuelson theorem)

ÅQuestion: Why did NER(yen/dollar) and REER diverge after 
1995? (Hint: Japan’s “deflation” ormonetary policydifference? )
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Yen/Dollar NER versus Japan’s REER
NER(red) and REER(blue) 
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III.  Japan in the Context of World Events (1)

ÅAmerican Occupation of Japan (1945-51) : American policy was initially to 
keep Japan an underdeveloped country (that is, as a non-threat to USA )

https://en.wikipedia.org/wiki/Occupation_of_Japan

ÅCold War (1948): America changed its policy to rebuilding the Japanese 
economy so as to make Japan as the Asian barrier to the expansion of 
communism.

https://en.wikipedia.org/wiki/Cold_War

ÅHyperinflation(1940-49) and Dodge Line (1949): Contractionary fiscal and 
monetary policy was implemented to stop the hyperinflation (1940-49), 
resulting in a recession. 

https://en.wikipedia.org/wiki/Hyperinflation, https://en.wikipedia.org/wiki/Dodge_Line

ÅKorean War (1950-53): The war brought an export and investment demand-
pull economic boom, which triggered the modernization of the Japanese 
industry.

https://en.wikipedia.org/wiki/Korean_War
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Japan in the Context of World Events (2)

ÅBretton Woods System (1945-71): Under the Bretton Woods system, each country 
has an obligation to adopt a monetary policy that maintained the fixed exchange 
rate by tying its currency to the US dollar (convertible to gold) and the IMF plays the 
role of bridging temporary imbalances of payments.

https://en.wikipedia.org/wiki/Bretton_Woods_system

ÅNixon Shock (1971): President Richard Nixon announced the unilateral cancellation 
of the direct convertibility of the United States dollar to gold, which ended the 
Bretton Wood System of international financial system established after the WWII. 

https://en.wikipedia.org/wiki/Nixon_Shock

ÅFirst Oil Shock(1973):  The 1973 oil crisis began in October 1973 when the OPEC 
proclaimed an oil embargo. By the end of the embargo in March 1974, the price of 
oil had risen from US$3 per barrel to nearly $12. The embargo caused an oil crisis or 
“shock” with many negative short- and long-term effects on the global economy.

https://en.wikipedia.org/wiki/1973_oil_crisis
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Japan in the Context of World Events (3)

ÅCarterShock(1978): President Jimmy Carter announced a very restrictive 
economic policy to raise the interest rate and tighten the government 
budget in order to fight inflation and the rapid weakening of the dollar.

ÅPlaza Accord(1985):  The Plaza Accord was an agreement between France, 
West Germany, Japan, the United States, and the United Kingdom, to 
depreciate the U.S. dollar in relation to the Japanese yen and German 
Deutsche Mark by intervening in currency markets.

https://en.wikipedia.org/wiki/Plaza_Accord

ÅThe Japanese Bubble economy (1986-90): In response to the sharp 
appreciation of the yen after the Plaza Accord in 1985, an expansionary 
monetary policy was introduced in 1986. As a result, the Japanese asset 
price bubble emerged from 1986 to 1990, during which real estate and 
stock market prices were greatly inflated.

https://en.wikipedia.org/wiki/Japanese_asset_price_bubble
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Japan in the Context of World Events (4)
ÅAsian Financial Crisis (1997-8):  The Asian financial crisis was a period of 

financial crisis that gripped much of East Asia beginning in July 1997 and 
raised fears of a worldwide economic meltdown due to financial contagion.

https://en.wikipedia.org/wiki/1997_Asian_financial_crisis

ÅGlobal Financial Crisis (2008):  The global financial crisis played a 
significant role in the failure of key businesses, declines in consumer wealth, 
and a downturn in economic activity leading to the 2008–2012 global 
recession and contributing to the European sovereign-debt crisis.

https://en.wikipedia.org/wiki/Financial_crisis_of_2007%E2%80%9308

ÅEuropean Debt Crisis(after 2009): Several eurozone member states 
(Greece, Portugal, Ireland, Spain and Cyprus) were unable to repay or 
refinance their government debt or to bail out over-indebted banks.

https://en.wikipedia.org/wiki/European_debt_crisis

May 7, 2017 Copyright © 2017 Hiroshi ShibuyaAll Rights Reserved

https://en.wikipedia.org/wiki/1997_Asian_financial_crisis
https://en.wikipedia.org/wiki/Financial_crisis_of_2007%E2%80%9308
https://en.wikipedia.org/wiki/European_debt_crisis

