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Economic activity softened as containment 

measures were extended 

After a robust end of 2020, real GDP in Japan fell 

by 1.1% quarter-on-quarter in the first quarter of 

2021 and expanded moderately by 0.5% quarter-

on-quarter in the second quarter, as the spread of 

COVID-19 intensified amid the late start of the 

vaccination campaign and emerging supply side 

bottlenecks. The negative growth effects of 

containment measures were tempered by sustained 

fiscal support and recovering global demand.  

The persistent high number of COVID-19 cases 

and an extension of containment measures is set to 

have dampened consumption growth in the third 

quarter of 2021, as evidenced by weak retail sales 

and consumer surveys over the summer. In 

addition, industrial production and exports 

declined sharply in August, particularly in sectors 

where it was difficult to procure parts due to the 

impact of the Delta variant. Investment demand is 

expected to have remained strong, driven by robust 

demand for ICT. 

           

Strong end of 2021 amid reopening of services 

Economic activity is forecast to boom in the last 

quarter of 2021 as mobility is set to recover rapidly 

reflecting a falling number of COVID-19 

infections and the reopening of the services sector, 

boosting private consumption. At the same time, 

growth in industrial production and exports is 

projected to slow down further amid continued 

supply chain disruptions, especially impacting car 

manufacturers, and moderating global demand. 

Overall, real GDP is forecast to grow by 2.4% in 

2021, reflecting high carry-over from the previous 

year, substantial fiscal support and recovering 

exports.  

Growth remains robust in 2022 

On the domestic side, private consumption is set to 

remain robust at the beginning of 2022, as 

services’ reopening progresses and the labour 

market situation improves. Moreover, households 

are expected to release pent-up spending out of 

accumulated savings. However, the pace of 

consumption growth is likely to decelerate steadily 

during 2022 and into 2023, after the initial boost 

from services reopening fades away and fiscal 

support dwindles. Private investment is projected 

to remain strong due to accommodative funding 

conditions, rising private demand and increasing 

investment in digitalisation and automation. At the 

same time, public spending growth is forecast to 

be gradually curtailed in the absence of additional 

fiscal stimuli. 

On the external side, growth in goods exports is 

forecast to moderate reflecting persisting supply 

side disruptions and the gradual slowing down of 

external demand growth. However, a relaxation of 

travel restrictions might support a modest rebound 

in services’ trade. At the same time, import growth 

is projected to moderate after a strong cyclical 

rebound in 2021. Overall, net exports are set to 

contribute slightly positively to growth in 2022 

with real GDP projected to increase by 2.3%. 

Output growth returns close to potential in 2023 

The pace of real GDP growth is expected to 

decelerate to 1.1% in 2023, as the cyclical forces 

that supported the post-COVID-19 recovery 

dissipate. The 2023 growth rate remains somewhat 

above potential growth, as the economy still 

catches up and is only likely to reach pre-pandemic 
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After subdued growth for most of 2021 amid continued spread of COVID-19 and the re-imposition of 

containment measures, economic activity is set to recover in the last quarter of the year as the economy 

reopens. Going forward, real GDP growth is likely to moderate again as the rebound from the 

pandemic gradually fades and supportive fiscal policy is scaled back.  
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level in 2023. However, medium-term growth 

prospects remain subdued reflecting long-term 

bottlenecks to growth (weak productivity, ageing 

population with high propensity to save, low 

digitalisation of the economy) and limited space to 

extend further accommodative fiscal and monetary 

policies.  

Fiscal support dwindling while monetary policy 

remains constrained 

Sizable direct fiscal support (16% of GDP in 2020-

2021), which sustained consumption and 

investments during the crisis, is being scaled back. 

Going forward, fiscal support is set to be limited, 

as the authorities announced reining in deficits and 

reiterating the objective of reaching a primary 

surplus in the long term (even though detailed 

fiscal plans of the new government are not yet 

known). Overall, the headline deficit is projected 

to fall from around 11% of GDP in 2020 to 9% of 

GDP in 2021, pushing public debt to a record 

257% of GDP in 2021. The deficit is expected to 

shrink thereafter, in the absence of additional 

stimuli, to around 5% of GDP in 2022 and 4% of 

GDP in 2023.  

During the crisis, the Bank of Japan provided 

ample liquidity to stabilise the markets, sustain 

lending to corporates and support the economy. 

However, going forward, space for additional 

monetary policy support might be constrained 

given the negative interest rates and sizable direct 

involvement of the Bank of Japan in the domestic 

asset markets. At the same time, annual consumer 

inflation rate is expected to turn negative in 2021, 

reflecting the impact of the pandemic and of one-

off price reductions and subsidies. Inflation is set 

to inch up gradually over the forecast horizon but 

to remain below the Bank of Japan target of 2% for 

the foreseeable future.  

Risks are skewed to the downside 

Risks remain tilted to the downside, including the 

risk of more persistent supply side disruptions 

crippling the manufacturing sector and a stronger 

currency, amid global flight to safety, undermining 

exports and investment. On the upside, additional 

fiscal support to consumers might result in a 

swifter recovery of economic activity.  

 
 

              
 

 

bn JPY Curr. prices % GDP 02-17 2018 2019 2020 2021 2022 2023

539313.5 100.0 0.8 0.6 0.3 -4.8 2.4 2.3 1.1

288651.1 53.5 0.6 0.3 -0.3 -5.9 1.9 2.5 0.9

113765.5 21.1 1.3 1.0 1.9 2.7 2.6 2.0 1.0

129164.8 23.9 -0.2 0.2 0.9 -4.1 0.9 2.1 1.2

45718.1 8.5 1.2 3.1 0.5 0.0 0.0 0.0 0.0

81809.5 15.2 4.7 3.8 -1.4 -12.3 12.6 5.2 3.2

87366.6 16.2 2.8 3.8 -0.4 -6.8 8.4 4.8 2.4

564856.0 104.7 0.9 0.6 0.2 -3.7 1.7 2.3 1.1

0.5 0.4 0.4 -3.6 1.8 2.3 1.0

0.0 0.1 0.0 -0.1 0.1 0.0 0.0

0.3 0.0 -0.2 -1.0 0.6 0.1 0.2

0.1 1.8 0.9 -2.0 0.6 0.6 0.6

4.2 2.4 2.3 3.0 2.8 2.6 2.4

-0.4 1.4 0.8 1.1 1.4 1.4 1.4

-1.1 2.6 1.5 4.0 -0.4 -0.3 0.9

-0.5 2.6 0.8 3.1 0.1 -0.6 0.6

9.9 10.5 10.2 17.2 14.8 9.9 8.3

-0.6 0.0 0.6 0.9 -0.5 0.3 0.2

0.1 1.0 0.5 0.0 -0.5 0.2 0.4

-2.1 -5.0 0.9 0.0 2.5 -0.5 -0.8

1.0 0.2 0.1 -0.6 0.4 0.4 0.4

2.9 3.5 3.7 3.3 3.5 3.4 3.3

2.8 3.5 3.6 3.2 3.4 3.3 3.3

-5.9 -2.5 -2.9 -10.9 -9.1 -5.0 -3.9

: : : : : : : : :

: : : : : : : : :

199.4 232.5 234.9 254.0 256.9 254.0 253.3

GNI (GDP deflator)

Table II.35.1:

Main features of country forecast - JAPAN

2020 Annual percentage change

GDP

Private Consumption

Public Consumption

Gross fixed capital formation

of which: equipment

Exports (goods and services)

Imports (goods and services)

Contribution to GDP growth: Domestic demand

Inventories

Net exports

Net lending (+) or borrowing (-) vis-a-vis ROW (c)

Employment

Unemployment rate (a)

Compensation of employees / head

Unit labour costs whole economy

Real unit labour cost

Saving rate of households (b)

GDP deflator

Consumer  price index

Terms of trade goods

Trade balance (goods) (c)

Current-account balance (c)

General government balance (c)

Cyclically-adjusted budget balance (d)

Structural budget balance (d)

General government gross debt (c)

 (a) as % of total labour force. (b) gross saving divided by adjusted gross disposable income.  (c) as a % of GDP. (d) as a % of potential GDP.
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