
Japan
Sheltered for now – bumpy road ahead

• Demand has been remarkably resilient in Japan despite the weaker global economy. Another 
record fiscal budget and the Olympics should keep the economy growing in 2020. In 2021, 
the economy will have to find support abroad to keep growing. We expect GDP growth to 
decline from 1.0% in 2019 to 0.5% in 2020 and 2021.

• The VAT hike poses an immediate risk to domestic demand. A supplementary fiscal budget 
for the reconstruction from typhoon Hagibis should take the edge off, though. 

• Looking a little further ahead, escalation of the global trade war is the key risk for Japan, as it 
hits the economy in two ways: on declining demand for Japanese goods and a deterioration 
of competitiveness on the back of yen appreciation.

• We expect further easing of economic policy will come from the fiscal side, whereas the 
Bank of Japan will keep its policy largely unchanged through 2020 and 2021 and stick to 
fine-tuning.
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Solid economy despite weaker global demand 
The economy has been robust during 2019 despite several 
headwinds. Domestic demand has been the primary growth 
driver on the back of decent household consumption and in-
vestments and an accommodative fiscal stance. Under difficult 
circumstances, exports have weakened and were down around 
JPY100bn y/y in September with US, China, ASEAN and also 
the smaller trading partner South Korea, where exports have 
been weak since the bilateral trade spat began earlier this year. 
The strong yen has been a key reason for this.

As of 1 October, Japan entered troubled, although not un-
charted, territory, when VAT was raised from 8-10%. The last 
time VAT was hiked the economy went straight into recession. 
This time the government has taken several measures to 
mitigate the shock to private demand. Among other things, 
it has excluded groceries from the tax hike and for a limited 
time, cashless transactions to small and medium retailers are 
subject to a 2% refund. The general expectation of the Bank 
of Japan (BoJ) and the government has been that the impact 
would be far less severe this time. However, we saw a big spike 
in September retail sales followed by a huge plunge in October, 
indicating that people are reacting quite strongly to the VAT 
hike. The October typhoon Hagibis probably also benefitted by 
keeping people at home, though.

Olympics and public spending will support growth
Despite stagnating wages, the increasingly tight labour market 
has boosted total wage income. We expect a significant correc-
tion in consumption in Q4 due to the VAT hike and, looking 
ahead, we see scope for a limited pick-up in consumption. 
Consumers are cautious and once the impact of the VAT hike 
has settled, we expect private consumption to grow slowly. 
Massive public debt forces households to save.

2020 will be the year for the Tokyo Olympics and it will likely 
have a significant economic impact. According to a BoJ 
research paper (Economic Impact of the Tokyo 2020 Olympic 
Games) GDP has been affected already since the nomination of 
Tokyo back in 2013. To begin with, it was primarily investment, 
but tourism has also benefitted from the Olympics, even years 
before the actual games. Whatever the reason, tourism in Ja-
pan has exploded since the nomination in 2013, with the num-
ber of arrivals at 31.2 million in 2018 compared with 10.4 
million in 2013. However, recently Japan has seen a large fall 
in the number of tourists, primarily driven by a decline in the 
number of South Korean visitors in the wake of the intensified 
trade spat between the two countries, see box.

In 2020, the impact of the Olympics is going to peak, as 
920,000 spectators are expected (by the organizers) to visit 
Tokyo per day and the BoJ expects the total contribution to 
GDP of the Olympics to add approximately JPY8trn to GDP in 
2020, equivalent to 1.5% of GDP (just 0.2%-points more than 
in 2019, though). Investment in particular is going to wane as 
the Olympic boost disappears, but also because businesses 
assess that their production capacity has increased during 
2019. That said, an increasing labour shortage will support the 
incentive to invest.

Solid private demand support growth
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Front-loading ahead of VAT-hike - consumers remain cautious
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Abe is still running large deficit to support growth

%%

Japan, General Government Structural Balance, 
Percent of Potential GDP, IMF WEO, Estimate

-9

-8

-7

-6

-5

-4

-3

-2

-1

-9

-8

-7

-6

-5

-4

-3

-2

-1

2220181614121008060402009896

Source: Japanese Cabinet Office, Macrobond Financial

Source: Japanese Cabinet Office, Macrobond Financial

Source: IMF WEO, Macrobond Financial

https://www.boj.or.jp/en/research/brp/ron_2016/data/ron160121b.pdf
https://www.boj.or.jp/en/research/brp/ron_2016/data/ron160121b.pdf


The government is very much aware of the challenges ahead. 
Weak global demand, low inflation, fears of economic slump 
following the Olympics and the risks for private domestic 
demand from the VAT hike all push for another record fiscal 
budget for the fiscal year 2020. A JPY105trn budget is also in 
the pipeline and, following the October typhoon Hagibis, a sup-
plementary budget including spending on reconstruction after 
the extensive destruction in eastern Japan is also on the way.

Bank of Japan buying time
The BoJ’s action plan depends heavily on where the global 
economy is heading. As long as foreign demand holds up, the 
risk of a recession does not escalate and yen strengthening is 
not going off the charts, then the BoJ will prefer to remain on 
hold. That said, the yen is not far from a seven-year high – a 
strong yen weighs heavily on the inflation outlook.

At the October policy meeting the BoJ changed its forward 
guidance and pledged to keep rates at “…present or lower levels 
as long as it is necessary to pay close attention to the possi-
bility that the momentum toward achieving the price stability 
target will be lost”, a vague promise. It will be very much be at 
the BoJ’s discretion to decide, when it is no longer necessary 
to pay close attention to the inflation outlook. That said, Gover-
nor Kuroda made a big deal out of assuring the markets of the 
willingness to act at the following press conference. In October, 
CPI inflation, excluding fresh food, stood at just 0.4% and one 
could argue the momentum towards reaching the price stabili-
ty target has already been lost and doing more of the same and 
expecting a different result is naive. That is currently the official 
opinion of one member on the board and it will probably take a 
further turn for the worse to get more on board with that view. 
Kuroda has been touring with the message that a mix of fiscal 
and monetary stimulus is the best way to boost the economy, 
which indicates the BoJ is in the business of fine-tuning its 
policy stance at best, not inventing new tools. Finance Minis-
ter Taro Aso has iterated this by saying that “it’s natural that 
monetary and fiscal policy should work as one to pull Japan out 
of deflation completely.”

We have seen fine-tuning from the BoJ recently. One of the key 
areas of focus has been the shape of the yield curve. Kuroda 
has mentioned several times, that long yields have declined too 
much and in October, the BoJ cut its purchase of all Japanese 
government bonds (JGBs) with a maturity above three years. 
The BoJ seems generally concerned about the implications 
for regional banks and pension funds, and what we can count 
on the BoJ to do is to fine-tune its JGB purchases to ensure a 
positive sloping yield curve. Kuroda has also called for more 
government issuance in the super-long segment in order to 
secure this. On 50-year JGBs, Aso has said it is “a topic of 
consideration”. Currently the maximum length of borrowing is 
40 years.

We expect inflation to remain far below target and the BoJ to 
keep its quantitative and qualitative easing with yield curve 
control unchanged throughout the forecast horizon.

BoJ has reacted to declining slope on yield curve
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Deflation battle not won yet
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More production capacity set to weigh on investments 

TANKAN, Production Capacity forecast (lhs)
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Japan-South Korean relations is at a low point and the 
prospects for a turnaround are hard to find. This weighs 
increasingly heavy on Japanese exporters as a string of 
boycuts of Japanese products have gained traction. South 
Korean imports of beverages have plummeted by 87% in 
August-October compared to the same period last year. 
Exports to South Korea have declined relatively more 
than any of Japan’s other big trading partners. Slowing 
Chinese demand is still the biggest drag on Japanese 
exporters, but there are prospects for a rebound once the 
global economy and China regain momentum. The same 
cannot be said of South Korean demand.

According to polls, the dislike between Japanese and 
South Koreans has grown. There seems to be public 
support for a hawkish political stance from both sides of 
the dispute and the situation is deadlocked with the two 
countries off each other’s list of preferred trading partners 
making it more cumbersome to trade. South Korea has 
even decided to invest USD857 million to break its de-
pendence on Japanese tech materials.

The trade spat originates in the Japanese colonization of 
the Korean peninsula up until the end of WWII. In 1965, 
“The Treaty on Basic Relations” between the two coun-
tries was signed and Japan payed war reparations. In 
2018 South Korea’s Supreme Court ruled that the 1965 

pact was only designed to settle financial issues between 
the two countries, and that the rights of individuals to 
seek compensation was not terminated. Based on that, 
Japanese firms have been ordered to pay damages for 
the “mental suffering” of former wartime forced labourers. 
South Korea is Japan’s third largest export market. With 
no solution to this conflict in sight, Japan has only become 
more dependent on a pickup in the global economy.

Asian trade dispute weighs on exporters

Macro forecasts - Japan

% y/y 2017 2018 2019 2020 2021

 GDP 1.9 0.8 1.0 0.5 0.5

 Private Consumption 1.1 0.3 0.4 -0.3 0.8

 Private Fixed Investments 3.7 2.3 1.7 0.1 0.0

- Residential investment 2.2 -5.9 2.9 0.9 1.3

 - Non-residential 3.9 3.9 1.5 0.0 -1.0

 Public Investments 0.8 -3.4 1.7 1.4 0.0

 Public Consumption 0.3 0.8 2.2 1.9 0.4

 Exports 6.8 3.4 -1.8 1.7 2.1

 Imports 3.4 3.3 -0.5 0.8 1.2

 Unemployment rate (%) 2.8 2.4 2.4 2.4 2.4

 CPI. excl. fresh food (y/y) 0.5 0.9 0.7 0.7 0.9

-   Excluding consumption tax hike 0.5 0.9 0.5 0.6 0.9

BoJ rate on deposit facility* -0.1 -0.1 -0.1 -0.1 -0.1

10 year bond rate target* 0.0 0.0 0.0 0.0 0.0

Note: *end-year
Source: Danske Bank. Macrobond Financial

Asian demand has declined the most
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