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{Summary)

The GDP Gap and Deflation in Japan:

A new GDP gap estimation based on the Okun’s law

USHIJIMA Shunichiro

In Japan, the GDP gap has been estimated by the production function. This approach reveals
a long-term trend of Japanese economy, in which the GDP gap fluctuates within a narrow range,
and shows the GDP gap does not closely correlate with price development. The aim of this paper
is to estimate the GDP gap based on the Okun’s law and show that deflation in Japan has a close
relation with the GDP gap development in the long stagnation after the asset bubble burst.
Unlike existing studies based on the Okun’s law, this paper uses potential growth rates, a bypro-
duct of the Okun’s law coefficient instead of coefficient itself, to estimate the GDP gap due to the
fact that the Okun’s law coefficient is not stable over time in Japan and varies according to the
estimation period. A new GDP gap estimation tested in this paper clearly shows that the Japa-
nese economy has been suffered from a large GDP gap after the asset bubble burst and deflation
is closely related to the GDP gap development.
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AR EEHIRIEOBIEKER &4 — 7 U REOkHE

. TEAERE R D HEGH i *— 7 VR OHEEHE |
e PRERREL
(%) A A
1981-91 453 20.45 6.39 5.16 0.754
82-92 4.18 11.32 7.37 3.57 0.586
83-93 4.03 10.71 8.56 4.62 0.703
84-94 3.88 11.46 9.53 5.91 0.795
85-95 3.83 11.64 9.34 6.35 0.818
86-96 3.72 11.90 8.73 6.36 0.818
87-97 3.55 10.73 8.95 6.03 0.802
88-98 3.46 10.47 8.70 7.79 0.871
89-99 3.26 8.13 7.15 6.05 0.802
90-2000 3.21 7.14 6.99 5.13 0.745
91-2001 2.68 6.42 5.84 4.80 0.718
92-2002 2.52 5.32 5.44 4.20 0.662
93-2003 2.18 4.80 4.44 3.61 0.591
94-2004 1.87 5.14 3.46 3.60 0.589
95-2005 1.76 5.18 3.28 3.56 0.584
96-2006 1.59 5.15 3.14 3.80 0.617
97-2007 1.46 5.99 3.29 5.07 0.740
98-2008 1.21 3.67 3.32 3.78 0.614
99-2009 1.15 2.65 4.72 5.19 0.749
BFR2 BAERERD 3 DOROD I
%)
BIERER 1 | BERER2 | BIEREH3
(3 1E2F3) (3 4 2F4) (3 4 °F-4)

1986 4.36 5.12 5.63

1987 4.25 4.23 4.33

1988 4.03 3.34 3.28

1989 3.91 2.45 2.06

1990 3.81 2.45 1.99

1991 3.70 2.45 1.74

1992 3.58 3.34 3.02

1993 3.42 3.54 3.38

1994 3.31 3.75 3.92

1995 3.05 3.06 2.98

1996 2.80 2.80 2.80

1997 2.46 2.55 2.56

1998 2.19 2.29 2.35

1999 1.94 2.29 2.23

2000 1.74 2.29 2.15

2001 1.60 2.29 2.04

2002 1.42 1.66 1.60

2003 1.27 1.03 1.22

2004 1.18 0.40 0.81

2005 1.00 0.40 0.73

2006 0.85 0.40 0.53

2007 0.70 0.40 0.45

2008 0.60 0.40 0.37

2009 0.50 0.40 0.40
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BER 3 WlZEHBIHIE L GDP F v v 7

(%)

GDP*¥+v7 | GDP¥+v7 | GDP¥x v 7
(CPI 1% HED) | (CPI1.5%HE) | (CPI 2% HAD)
1986 1.67 —0.68 —3.05
1987 1.54 —0.81 —3.18
1988 445 2.10 —0.27
1989 5.85 3.50 113
1990 757 5.22 2.85
1991 7.20 485 248
1992 446 2.11 —0.26
1993 1.32 —1.03 —3.40
1994 —0.98 —3.33 —5.70
1995 —2.05 —4.40 —6.77
1996 —2.20 —455 —6.92
1997 —3.02 —5.37 —17.74
1998 —6.86 —9.21 —11.58
1999 —8.66 —11.01 —13.38
2000 -711 —10.06 —1243
2001 —893 —11.28 —13.65
2002 —9.92 —1227 —14.64
2003 —9.80 —1215 —1452
2004 —8.48 —10.83 —13.20
2005 —767 —10.02 —12.39
2006 —6.64 —8.99 —11.36
2007 —5.17 —17.52 —9.89
2008 —6.75 —9.10 —11.47
2009 —12.75 —15.10 —1747






