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Japanese exports were up 12.2 percent in Janu-
ary from a year earlier, signaling the 14th consecu-
tive month of rising exports.1 There was especially 
strong growth in the exports of machinery, chemi-
cals, and non-ferrous metals. Exports were up 30.8 
percent to China, 1.2 percent to the United States, 

21 percent to Germany, 35 percent to the United 
Kingdom, 7.6 percent to South Korea, 9.8 percent to 
Taiwan, 21.9 percent to Vietnam, and 23.5 percent 
to Indonesia. Japanese companies have substantial 
regional value chains; thus, it is likely that compo-
nents made in Japan are shipped to neighboring 

The Japanese economy has seen a significant rebound in growth in the past 
year, largely fueled by an acceleration in exports, which in turn was helped by 
the lagged effect of a weak yen and an increase in global growth. Moreover, the 
improvement in export performance is helping to boost business investment.  



countries for reprocessing and assembly before fi-
nal products are then sent to other countries, such 
as the United States. The recent strength of exports 
appears to reflect the lagged impact of a weak yen―
something that has lately changed―as well as the 
rebound in the global economy. 

Meanwhile, many Japanese exporters are now 
concerned about the potential impact of the recent 
rise in the value of the yen. Indeed, the well-known 
Reuters Tankan survey of manufacturing executives 
found a sharp deterioration in business confidence 
in February.2 In addition, Markit’s flash purchasing 
manager’s index for manufacturing showed decel-
eration in February, driven in part by a weakening 
of export orders.3 Weak business confidence could 
have a negative impact on business investment. 
Further, despite the sharp 15 percent rise in the 
value of the yen in the past year, Japan’s Finance 
Minister Taro Aso says that currency market inter-
vention is not needed and that, because the yen is 
not moving “abruptly” in either direction, govern-
ment intervention is not warranted.4 One possibility 
is that his comments might encourage investors to 
push the yen even higher.   

However, there are other positive signs for Ja-
pan. Industrial production increased 2.7 percent 
in January versus a year earlier, a moderate rate of 
growth roughly in line with the experience of the 
past year.5 Prior to that, industrial production had 
been declining since mid-2014. Thus, things have 
clearly improved, in large part due to the weakness 
of the yen, which has helped boost demand for Jap-
anese manufactured exports. 

Meanwhile, despite a tight labor market, wages 
remain relatively stagnant, thereby leading to weak-
ness in consumer spending. In December, household 
spending fell 2.5 percent from the previous month 
and was down 0.1 percent from a year earlier.6  The 
unemployment rate increased slightly, from 2.7 
percent in November to 2.8 percent in December. 
The jobs-to-applicants ratio, which had been falling 
for some time, increased slightly in December. In 
addition, housing starts fell in December and new 
construction orders fell as well. On the other hand, 
retail sales did exceptionally well in December, de-

spite a decline in overall household spending. Retail 
sales were up 3.6 percent from a year earlier, the 
best seen since 2012 if one excludes the volatile be-
havior of retail sales prior to and after the last sales 
tax increase. Thus, the picture one takes away of the 
Japanese economy is rather mixed.  

A twist in the growth story?

It is possible that Japan is at a turning point. In-
flation is starting to accelerate, driven in part by a 
still modest upsurge in wages. Japanese consumer 
prices were up 1.0 percent in December versus a 
year earlier, the fastest rate of inflation since March 
2015.7 Moreover, the increase in 2015 was entirely 
due to the imposition of a higher national sales tax. 
In the current case, the increase in inflation repre-
sents a true acceleration in the rise of prices, reflect-
ing a strong economy and labor market. In addition, 
core inflation, which excludes the impact of volatile 
food and energy prices, was 0.9 percent in Decem-
ber versus a year earlier, also the highest since the 
impact of the sales tax increase in 2015.8 However, 
despite the evident acceleration in inflation, it re-
mains well below the Bank of Japan’s (BoJ’s) target 
of 2.0 percent. Thus, it remains reasonable to expect 
the BoJ to retain a highly aggressive monetary poli-
cy of low-interest rates and continued purchases of 
assets (quantitative easing).  

Trade and taxes

On the trade front, Japan is working with other 
Pacific Rim nations to revive the Trans-Pacific Part-
nership (TPP), the free trade agreement from which 
the United States withdrew a year ago. Japan was 
keen on the original TPP not only because of the 
trade liberalization that it entailed, but because it 
was likely to provide the government with the po-
litical cover needed to impose controversial struc-
tural reforms. In addition, the TPP is often seen 
as a counterweight to China’s plans for a regional 
free trade agreement. The new plan is for a smaller 
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TPP involving the original 11 nations other than the 
United States.  

Longer term, one of the biggest issues facing 
Japan is whether to go ahead with the planned in-
crease in the national sales tax in 2019. The last 
time the tax was increased, it caused a modest re-
cession. Raising the tax again could have the same 
impact. Still, the government is determined to even-

tually do this in order to reduce the long-term deficit 
faced by the country’s pension system. That deficit 
is being driven by onerous demographics. Japan’s 
population is falling and the working-age popula-
tion is falling even faster.9 Absent increased taxes, 
many officials are concerned that the budget deficit 
could increase dramatically, thus adding to an al-
ready high level of government debt.   
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