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{ Summary )

Input-Output Decomposition Analysis of
Price Gaps between Japan and South Korea 1995

LI Jie

This paper decomposes sectoral price gaps between Japan and South Korea in 1995, using the
Input-Output Tables and the Purchasing Power Parity estimated by myself from production side
by Geary-Khamis Method that satisfy base-country invariance and matrix consistency, that are
important for international Input-Output comparison. In that case, the prices of products are deter
mined by 7 or 8 factors: those are the prices of labor and capital, the productivities of labor
and capital, the efficiency of intermediate consumption (domestic products and import goods are
separated), the profit rate and the indirect tax and subsidy by the government. However, in the

Input-Output Tables, the income of employees and paid directors is corresponded to “employee
compensation”, and the income of self-employed workers and un-paid family workers is containe
d in "operating surplus.” For this reason, the composition of value added of each sector is affect
ed greatly with the composition of persons employed by employment status. So this paper deco
mposes price gaps by the different factors in the sector most employers are in, or not.

The main conclusions obtained from this analysis are the followings.

1. The price levels of all sectors in Japan are higher than those in South Korean, and the Japa
nese prices are about twice as high as the South Korean prices in average of all sectors.

2. The main causes for price level differences are higher wages, higher raw-material prices, and

higher fixed capital prices in Japan.

3. Although Labor productivity of Japan is higher than that of South Korea, that makes Japanes
e price levels lower, the effect is smaller than the effect of higher wages of Japan, that makes J
apanese price levels higher.

4. On the whole, the productivity factors of intermediate consumption make Japanese price level
s lower relatively. Since South Korea uses more import goods as intermediate consumption than
Japan, this factor has the effect of raising South Korean price levels relatively. As Japan uses m
ore domestic products as intermediate consumption than South Korea, this factor has the effect o
f raising the Japanese price levels relatively. The former effect is larger than the latter a little.

5. Japan is using more fixed capital per products than South Korea, and it makes the price lev
els of Japan higher.

6. The Japanese indirect tax is higher, and it also makes slightly the price levels of Japan high
er.

Keywords International Price Gaps by sector, Decomposition Analysis, Productivity, Input-Output

Table, Purchasing Power Parity from production side
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