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Elucidation of Deflationary Economy in Japan

— From the Viewpoint in Criticism of Quantity Theory of Money —

Yuichi Takashima 13 March 2019

What characterizes the current Japanese economy are the ”decreasing population” and the ”de-
flationary economy.” In other words, the Japanese economy is dominated by a remarkable concern
about the shortage of working age population and sustained decline in the price index. No economic
theoretical solution has been made for both phenomenon, and these problems have still been equally
enigma for theorists of any economic schools.

This paper focus on how the deflationary economy should be understood, presenting some issues
based on the criticism of the quantity theory of money (QTM). The main conclusion of this paper are
as follows. 1)The ”Reflationist” falsely recognizes that the situation of the ”deflationary economy”
has been brought about by the actions of the government / BOJ who are bound by the ideology
of the ”structural reformer.” They naively believe that things will improve if the BOJ’s actions are
revised. The ”"Reflationist” relies on a new form of QTM, which differs from the classical one in
that ”Neutrality of money” is broken in the short term. 2)Marx’s critique of QTM is equally valid
for whether classical or new form. At the basis of the criticism by Marx is the understanding of
money based on ”the theory of value-form”. The criticism for new form of QTM is made more clear
by looking back at the Bauer-Valga controversy. 3)In understanding inflation at the imperialism, it
can be pointed out that Hilfadding’s monetary theory is virtually depressed to the same mistake as
QTM. Tto (1966) is the credit of having correctly elucidated post-war inflation in Japan. Also, it is
the achievement of Ouchi (1970) that correctly explained the collapse of the Bretton-Woods system
from the difficulty of gold production under a fixed exchange rate. 4)Today’s deflationary economy
is a direct consequence of the collapse of the Bretton-Woods system. The old capitalist error (the
confusion between the capacity to do work:labour power and the physical act of working:labour) play
an essential role here. 5)How to understand and overcome the error of QTM is a theoretical test
stone. To get rid of QTM errors completely, we need a proper understanding of the ”transformation

problem”, land rent theory and the theory of interest-bearing capital in ”Das Kapital”.
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