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The impact of the falling yen on U.S.
import prices

By David Mead and Sharon Royales

In the fall of 2012, Japan set forth economic policies aimed at turning around the country’s historic deflationary
slide that began in the 1990s. These policies led the Japanese yen to fall dramatically in value relative to the
U.S. dollar, reversing what was a long upward trend of strength against the dollar. From September 2012 to May
2013, the yen—dollar exchange rate plummeted 22.5 percent. Although the rate of decline decelerated
considerably over the remainder of the year, the yen fell an additional 2.4 percent against the U.S. dollar
between May and December. A falling yen means the purchasing power of the U.S. dollar increases for goods
imported from Japan. Parallel to the drop in the value of the yen, import prices of Japanese goods fell 3.5
percent from September 2012 to December 2013. The drop in the value of the yen particularly influenced prices
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in major product areas such as nonelectrical machinery, computers and electronic products, and chemicals,
which combined make up nearly 40 percent of U.S. imports from Japan. The industry that is most affected by
Japanese import prices is the transportation vehicles industry, which alone represents 42 percent of U.S.
imports from Japan.

Historical background

A deflationary cycle over much of the past two decades has led the Japanese economy to stagnate, as
domestic demand remained weak. In the short run, falling prices generally led to an increase in quantity
demanded, but long-term deflation had the opposite effect. Continued falling prices led to a drop in domestic
demand over time as consumers and businesses held off on making purchases in expectation of lower prices in
the future.l

In December 2012, Japan instituted a set of monetary and fiscal policies to reach the intended goal of a 2-
percent inflation rate within 2 years. On the monetary side, the Bank of Japan began buying government bonds
at the rate of 7 trillion yen a month to spur demand and, ultimately, prices. Fiscal policy changes centered on
corporate tax breaks for companies that increased wages.2

In terms of turning price levels around in Japan, the policies seem to be working. In July 2013, Japan’s inflation
rate rose 0.7 percent, the largest monthly advance in almost 5 years, and by November, core inflation rose 1.2
percent on a year-over-year basis, more than halfway towards the stated goal of a 2-percent inflation rate by the
beginning of 2015.2 In addition to the advance in prices, wage rates rose following 17 consecutive months of
decline, with production output and retail sales increasing as well.4

Japan’s recent economic policies have also had an impact on the value of the yen. With few interruptions, the
yen has trended upward against the U.S. dollar since 1971, when the world’s currencies began to float
(meaning that a currency's value fluctuates according to the foreign-exchange market). Historically, the yen has
been a good store of value because Japan has had low inflation relative to other countries and has maintained a
trade surplus, which creates a high demand for yen from people buying Japanese exports. More recently,
following a brief downturn, the yen rose 57.0 percent in the roughly 5-year period from June 2007 to September
2012. Japan experienced a devastating natural disaster during this time, when an earthquake and tsunami
struck the northeast section of the country in March 2011. In the days following the disaster, the yen initially fell
in value against the U.S. dollar, declining 0.8 percent between March and April. However, that proved short-lived
as the yen rebounded. This rebound resulted from a quick return to the yen by investors who anticipated
insurance companies purchasing yen to pay for damages.2 From April to October 2011, the yen jumped 8.5
percent against the U.S. dollar, putting pressure on Japanese companies trying to compete in foreign markets.

One of the consequences of the government buying bonds is the increased availability of yen for purchase in
the exchange market, making yen cheaper in the short run. Even though the value of the yen was already falling
prior to the introduction of the actual policy changes, falling 3.5 percent from September to December 2012, the
rate of decrease accelerated as the yen plunged 19.7 percent over the first 5 months of 2013.

The effect on U.S. import prices

The precipitous drop in the value of the yen relative to the U.S. dollar has affected prices for imports from Japan.
As seen in chart 1, import prices from Japan rose throughout 2011 and 2012, peaking in October 2012; one
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month after the value of the yen began to fall relative to the U.S. dollar. From the beginning of 2011 to October
2012, prices of imports from Japan rose 2.6 percent, similar to the rise in all U.S. nonfuel imports, which
advanced 3.0 percent over the same period.8 Since October 2012, the price index of imports from Japan
decreased in reaction to the drop in the value of the yen, both in absolute terms and relative to overall nonfuel
import prices. From October 2012 through December 2013, import prices from Japan fell 3.6 percent, compared
with overall nonfuel prices, which declined 1.5 percent over the same period. On a year-over-year basis, prices
for imports from Japan decreased 3.4 percent in December 2013, the largest 12-month drop in the index since a
3.8-percent decline between March 2001 and March 2002—a period largely affected by the September 11,
2001, attacks on the United States.

CHART 1

Prices indexes and exchange rates, January 2011-December 2013
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Source: Price Indexes fromthe U.5. Bureau of Labor Statistics and exchange ratesfrom the Federal Reserve Bank of St. Louis.

The fall in the value of the yen also affected import prices from Japan for specific industries. As seen in table 1,
80.4 percent of Japanese imports into the United States are in four broadly defined industries: transportation
equipment, nonelectrical machinery, computers and electrical equipment, and chemicals.

TABLE 1

Percent and dollar value of imports to the United States from Japan, by industry, 2013

2013 dollar value of trade, Percent of total imports
in billions from Japan

All commodities 138.5

Product area

See footnotes at end of table.
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Percent and dollar value of imports to the United States from Japan, by industry, 2013

Product area

Transportation equipment (NAICS 336)
Nonelectrical machinery (NAICS 333)

Computers and electrical equipment (NAICS 334)
Chemicals (NAICS 325)

All other imports from Japan

Source: U.S. Census Bureau.

2013 dollar value of trade,

in billions
58.8
234
17.5
11.6
27.2

Percent of total imports

from Japan

42.5
16.9
12.6

8.4
19.6

Beginning in June 2012, the Bureau of Labor Statistics (BLS) began publishing import price indexes by locality

of origin for select product areas. For Japan, indexes are currently published for the nonelectrical machinery,
computers and electrical equipment, and chemicals industries, as seen in chart 2. In February 2014, BLS

introduced a new index for import transportation equipment from Japan, with the series beginning in December

2013.

CHART 2
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Just as overall import prices from Japan fell, the price index for chemical imports from Japan began to fall in

October 2012, while prices for nonelectrical machinery imports and computer and electrical equipment imports
from Japan began to decline even before the drop in the value of the yen. Between October 2012 and

December 2013, import prices for nonelectrical machinery decreased 4.9 percent, compared with a 0.7-percent
drop for all import prices for nonelectrical machinery. Prices for computers and electrical machinery from Japan
declined 3.6 percent compared with a 2.2-percent drop for all computer and electrical machinery import prices.
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Chemical prices from Japan fell 3.0 percent compared to overall import chemical prices, which edged down 0.7
percent. For all three industries, import prices from Japan fell at a faster rate than import prices from the rest of
the world, putting downward pressure on overall import prices.

The yen’s impact on the automotive sector

The value of the falling yen has more influence on the automotive industry than on any other industry. Japanese
imports made up 17.6 percent of all imports, ranking third behind Mexico and Canada among U.S. trade
partners. In terms of U.S. imports of passenger cars, Japan ranks second only to Canada, as the majority of
imports from Mexico are automotive parts and engines.

TABLE 2

Percent and dollar value of total imports of automotive vehicles, parts, and engines, by country, 2013

2013 dollar value of trade, Percent of total imports
Product area

in billions by country
All commodities 311.2
Mexico 86.2 27.7
Canada 61.9 19.9
Japan 54.9 17.6
Germany 16.2 5.2
All other imports 92 29.6

Source: U.S. Census Bureau.

The overall import price index for automotive vehicles, parts, and engines, shows that prices decreased 1.5
percent between October 2012 and December 2013, the same decline as recently recorded for the year ended
in October 2013. That year-over-year decline was the largest 12-month drop for automotive vehicles, parts, and
engine prices since BLS first published the index in June 1981. In addition, other than a brief 0.1-percent uptick
in April 2009, the 0.2-percent decline for the year ended in May 2013 was the first time the index decreased on
a 12-month basis since 2002.

Even though the rate of decline of the yen relative to the U.S. dollar decreased in the second half of 2013, the
Japanese government remained committed to reaching a 2-percent level of inflation by 2015. The impact of the
changing yen will continue to be relevant, so BLS expanded its coverage in December 2013 with a price index
for transportation equipment imported from Japan. With the onset of that index, the BLS will now produce price
indexes for the four most important import industries from Japan. Going forward, this will contribute to a more
comprehensive picture of the changing value of the yen and the resulting effect on the United States.

Current price trends: 2013 highlights
Import prices

Led by lower prices for both fuel and nonfuel imports, as seen in table 3, the price index for overall imports fell
for the second consecutive year in 2013, decreasing 1.3 percent after declining 2.0 percent in 2012. The largest
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drops for overall import prices happened during the second and final quarters of 2013, falling 1.7 percent and
1.6 percent, respectively.

TABLE 3

Import and export 12-month percent changes, 2004 to 2013

Summary of December-to-December percent changes

Index 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013

All-commodity imports 67 80 25 106 -101 86 53 85 -20 -1.3
Excluding fuels 30 11 29 31 172 03 30 34 00 -12
Fuels 315 435 09 421 -470 622 142 249 -79 -17
All-commodity exports 40 28 45 60 -29 34 65 36 -1.0 11
Excluding agriculture 50 26 37 45 -22 29 51 40 -03 -05
Agricultural 59 49 135 233 -109 92 205 1.0 134 -6.3

Source: U.S. Bureau of Labor Statistics.

Fuel imports. Prices for fuel imports declined 1.7 percent in 2013, the second consecutive year the index has
decreased. In 2012, import fuel prices fell 7.9 percent, the largest calendar-year decrease since a 47.0-percent
drop in 2008. The decrease in 2013 was primarily due to a 7.1-percent decline in the last quarter.

The price index for imported petroleum declined 1.5 percent in 2013, driving the overall decrease in fuel prices.
Following an 8.7-percent decrease in 2012, petroleum prices have declined for the second consecutive year
after increasing 27.1 percent in 2011. Strong oil production in the United States contributed to a surge in the
global supply of petroleum, causing prices to fall.Z Moreover, domestic demand for petroleum has stalled as
vehicles become more efficient.8

Following a 17.6-percent upturn in 2012, the price index for natural gas fell in 2013, dropping 3.7 percent.
However, the price index for natural gas increased 35.5 percent during the final quarter of 2013, after recording
monthly advances in each of the last 3 months of the year. Colder-than-normal weather in the central and
eastern United States drove domestic demands up, causing higher prices.2

Nonfuel imports. Import prices excluding fuel also declined overall in 2013, decreasing 1.2 percent for the year
after recording no change in 2012 and a 3.4-percent increase in 2011. The 2013 decrease was the first
calendar-year drop since BLS first published the index in December 2001. As shown in chart 3, lower prices for
nonfuel industrial supplies and materials had the largest contribution to the overall decline in nonfuel prices.
Falling prices for capital goods, automotive vehicles, and consumer goods also drove the index down overall.
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CHART 3

Major contributors to the 1.2-percent decrease in import prices excluding fuel, 2013
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Prices for industrial supplies and materials excluding fuels decreased 5.0 percent in 2013, the largest calendar-
year decline since the index’s first publication in December 2001. As was the case in 2012, lower prices for
unfinished metals led to the overall decline of the index in 2013, falling 10.7 percent.

The prices for finished goods decreased in all categories in the fourth quarter, although these decreases made
much less of an impact on the overall movement of imports excluding fuel. Capital goods prices dropped 0.9
percent. The price index for automotive vehicles fell 1.4 percent. Prices for parts, engines, bodies, and chassis
drove the index down overall, declining 2.4 percent in 2013. Consumer goods prices decreased 0.4 percent in
2013.

In contrast, the price index for foods, feeds, and beverages rose 4.1 percent in 2013, after a 1.9-percent decline
the previous year. Prices for vegetables, up 10.4 percent, drove the increase in 2013.

Export prices

U.S. export prices declined 1.0 percent in 2013, after rising 1.1 percent the previous year. The decrease in 2013
was the largest calendar-year drop since a 2.9-percent decline in 2008. The decline took place between March
and August, when export prices dropped 1.9 percent. The price indexes for nonagricultural commodities and
agricultural commodities both contributed to the overall decrease in export prices for 2013, though the drop in
nonagricultural prices was more pronounced.

Agricultural exports. Prices for agricultural exports fell 6.3 percent over the past 12 months, following a 13.4-
percent increase in 2012. Lower prices for soybeans, vegetables, and wheat, down 8.9 percent, 2.7 percent,
and 19.3 percent, respectively, all contributed to the overall drop in agricultural export prices. Favorable weather
conditions throughout much of the Midwest during the second half of the year resulted in abundant crop
yields.10 Between July 2013 and December 2013, soybean prices fell 12.8 percent, compared with an 8.3-
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percent increase during the first half of 2013. According to a report from the U.S. Department of Agriculture,
global soybean production increased in 2013 because of larger crops in the United States and Brazil. Soybean
exports are up 544,000 tons from 2012 levels to 40.7 million tons in 2013, in part because of continued strong
demand from China. 11

Nonagricultural exports. The price index for nonagricultural exports decreased for the second consecutive
year, falling 0.4 percent in 2013, after a 0.3-percent decline in 2012. Nonagricultural prices trended mostly down
between February 2013 and October 2013, decreasing 1.9 percent. As seen in chart 4, a 1.6-percent drop in
nonagricultural industrial supplies and materials drove the decrease. This decline in prices for nonagricultural
industrial supplies and materials more than offset rising prices for capital goods and automotive vehicles.

CHART 4

Major contributors to the 0.4-percent decrease in export prices excluding agriculture, 2013
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The 2013 decline in nonagricultural industrial supplies and materials prices followed a 2.2-percent decrease in
2012, driven by a 4.3-percent fall between February 2013 and July 2013. Lower prices for nonmonetary gold
and other precious metals led the drop in the price index for export nonagricultural industrial supplies and
materials.

Consumer goods prices fell 1.4 percent in 2013. The decline was the largest calendar-year drop since BLS first
published the index in September 1983. Falling prices for medicinal, dental, and pharmaceutical preparatory
materials were the major contributors to the decrease. The price indexes for export automotive vehicles and
capital goods both increased in 2013, rising 0.5 percent and 0.7 percent, respectively.

This Beyond the Numbers summary was prepared by David Mead and Sharon Royales, economists in the Office of Prices and
Living Conditions, U.S. Bureau of Labor Statistics. Email: MXPinfo@bls.gov. Telephone: 202-691-7101.
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