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{Summary)

The Usefulness of the Okun’s Law in the Japanese Economy
in the Context of Overcoming Deflation

USHIJIMA Shunichiro

While over the past several decades the Okun’s law has been applied to the Japanese econ-
omy in various ways, a few attempts had been made to create time series of potential output and
GDP gap by utilizing the Okun’s law. One reason behind this may be a seeming instability of the
Okun’s law coefficient in Japan. Furthermore there are many economics professors and research-
ers who regard the Okun’s law as too volatile to get reliable evidence for analyzing important
topics like GDP gap, potential output, and unemployment. However, the seeming instability of
the Okun’s coefficient can be removed by appropriately taking into account a change in potential
growth and important structural changes during the estimation period. This paper aims at show-
ing the usefulness of the Okun’s law in the Japanese economy for analyzing price development
and considering ways to overcome deflation by demonstrating how accurately can Okun’s-law-
based GDP gap follow inflation/deflation development in the past 30 years.
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