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Productivity Comparison and Service Price Differences among Japanese Prefectures
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We estimate service price divergence among prefectures in Japan and use it

to recalculate productivity differentials. To estimate service price divergence among the regions in

Japan, we use the Country-Product-Dummy (CPD) Method, which was originally proposed to estimate
absolute purchasing power parity in the field of international economics. We apply this method to
the raw price data of many service items that are surveyed in each prefecture by Japan’ s Statistics

Bureau. The service industries to which this method is applicable include construction,
electricity, gas and water utilities, real estate, transport and communications, and other
non-government services. As a result of recalculating productivity differentials reflecting the
newly estimated service price divergence, we find some reduction of standard deviation of total
factor productivity (TFP)-level differentials among the regions; in 2009 it diminishes by 13%.
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