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Japan as a “Survivor of the Fittest”
A new era brought by the end of deflation



1. Fundamentals, from cost-push to demand-pull.
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Chart. Japan: Nominal GDP & GDP deflator
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Chart. Japan: Compensation employee
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(quarterly)Sources; Cabinet Office, INDB, MCPAMJ
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• Deflation is coming over, but cost-push inflation, along with worsening terms of trade, weighed on economic 
fundamentals.

• But the real compensation of an employee is picking up.



2. Households, from savings to investment.
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Chart. Japan: Financial assets held by HHs(flow)
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Chart. Japan: Official land price
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• The era when Japanese people were eager to save is 
coming to an end.

• In Japan, where the legacy of a land-based economy 
remains strong, rising land prices could potentially fuel 
leverage.



3. Government, from deterioration to consolidation.
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Chart. Japan: Net debts of GG
(as a % of nominal GDP)
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• The end of deflation is contributing to fiscal 
consolidation.

• A higher growth rate than the interest rate is expected 
to stabilize the fiscal situation.
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Chart. G3: The Domar condition for fiscal stability
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Chart. G7: The Domar condition for fiscal stability
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4. Business, from commoditization to differentiation.
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• Business previously pursued only a price-freezing 
strategy during deflation.

• But now they are adopting various strategies, including 
a markup strategy.

• These phenomena can also be seen in wage setting.
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Chart. Japan: Variation of starting wage by educational gackground

Sources; Cabinett Office, Ministry of Health, Labour and Welfare, MCPAMJ
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5. Japan, from loser to winner.
• Japan suffered from deflation during a global era of disinflation(2% vs. 0%).

⇒However, during a global era of inflation, it will likely 
benefit from the moderate inflation(3-4% vs.1-2%).

1. Households have realized that savings alone will not be enough 
for retirement and now actively invest in riskier assets.

2. Under inflation, pressure for fiscal consolidation tends to ease, 
and Japan, where the Domer condition holds, is particularly 
prone to fiscal stability.

3. Business has gained a wide range of options by easing 
deflationary pressure.
⇒There is even the option of applying experiences for business under 

a deflationary era in Japan to China.
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IMPORTANT NOTICE

This material and the information contained herein are for informational purposes only and do not constitute, and should not be construed as, an offer 
to sell, or a solicitation of an offer to buy, any securities or related financial instruments. The information contained herein is related to broad market, 
industry or sector trends, or other general economic or market conditions and is being provided on a confidential basis. It is not intended to provide an 
overview of the terms applicable to any products sponsored by MCP group entities.
This material contains information and views as of the date indicated and such information and views are subject to change without notice. Certain of 
the information provided herein has been prepared based on our internal research and certain information is based on various assumptions, any of 
which may prove to be incorrect. We may have not verified (and disclaims any obligation to verify) the accuracy or completeness of any information 
included herein including information that has been provided by third parties and you cannot rely on us as having verified such information. No part of 
this material may, without MCP’s prior written consent, be i) copied, photocopied or duplicated in any form, by any means, or ii) distributed to any 
person that is not an employee, officer, director or authorized agent of the recipient.
Credit ratings in this material provided herein is based on ratings provided by Non-Registered Agencies. Please refer to the following explanations. 
https://www.mcp-am.jp/wp-content/uploads/2021/01/cca2ae1d6e6cb6eee23ab60a91a6c4e6.pdf


