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Recovery subdued amid recurrent COVID-19 
containment measures  

Repeated waves of COVID-19 resulted in 
continued containment measures and 
dampened private consumption growth for 
most of 2021, while supply chain disruptions 
affected negatively investments and exports. 
However, the negative effects on growth were 
tempered by sustained fiscal support and 
recovering global demand. Economic activity 
picked up in the last quarter of 2021 amid high 
vaccination rates and easing supply side 
constraints. Overall, real GDP growth increased 
by 1.6% in 2021.  

               

The rebound was short-lived as mobility 
plunged again in the beginning of 2022 due to 
the Omicron variant. Retail sales data indicate 
that private consumption growth might have 
turned negative in the first quarter of 2022, 
reflecting extension of containment measures. 
At the same time, industrial production 
remained sluggish due to persistent supply side 
bottlenecks, higher commodity prices, and 
increasing uncertainty, indicating stagnant 
investment and export growth outlook. Overall, 
real GDP growth is expected to have flatlined in 
the first quarter of 2022. 

Growth set to remain robust in 2022 as 
private demands rebounds 

On the domestic side, private consumption 
recovery is expected to set in as from the 
second quarter of 2022, as services reopen, the 
labour market situation improves and 
consumer spending out of accumulated savings 
increases. However, rising commodity prices 
and weakening currency might dent consumers’ 
purchasing power. Accommodative funding 
conditions and rising spending on digitalisation 
and automation are likely to support private 
investments, but increasing input prices, 
declining profit margins and elevated global 
uncertainty might limit the scale of the 
recovery in 2022. At the same time, public 
spending is forecast to support growth 
reflecting previously announced fiscal stimulus 
measures. 

On the external side, ongoing supply side 
disruptions and weakening global demand are 
expected to limit export growth, despite 
depreciating currency. Services trade is likely to 
be supported by easing of travel restrictions 
and weaker currency. Import growth is 
projected to moderate amid rising global 
commodity prices. Overall, net exports are set 
to contribute slightly positively to growth in 
2022 with real GDP projected to increase by 
1.9%. 

Output growth moderates in 2023 

The pace of real GDP growth is expected to 
moderate slightly to 1.8% in 2023, as the 
cyclical forces that supported the post-COVID-
19 recovery dissipate. Dwindling fiscal support 
and fading impact of services’ reopening are 
likely to limit the pace of consumption growth. 
However, growing ICT spending and easy 
funding conditions are projected to support 
private investment growth. Exports’ growth is 
set to remain subdued while imports’ growth is 
forecast to pick up slightly leading to neutral 
growth contribution of external demand. The 
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After subdued growth in the first quarter of 2022, amid the Omicron spread and continued 
containment measures, economic activity is expected to accelerate in the remainder of 2022 as 
the economy reopens. Real GDP growth is likely to moderate slightly in 2023 as cyclical rebound 
subsides and fiscal policy support is gradually scaled back.  
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2023 growth rate remains well above potential 
growth, as the post-COVID gradual catch-up 
continues. Output is only likely to reach pre-
pandemic level at the end of 2023. 

Fiscal support is set to diminish 

Sizeable fiscal stimulus (14% of GDP in 2020-
2021), which sustained consumption and 
investments during the crisis, was further 
extended at the end of 2021 with yet another 
fiscal package (4½% of GDP). Going forward, 
additional support measures might be added 
during 2022, though their impact is expected to 
fade out towards the end of the forecast 
horizon. Overall, the headline deficit is 
projected to fall from around 7½% of GDP in 
2021 to about 6½% of GDP in 2022 and 4% of 
GDP in 2023. Public debt is forecast to stabilise 
at around 265% of GDP in both 2021 and 
2022 before declining to around 261% in 
2023. 

Monetary policy remains constrained 

The Bank of Japan provided ample liquidity to 
stabilise the markets, sustain lending to 
corporates and support the economy during the 
pandemic. However, weakening currency,  

negative interest rates and sizeable direct 
involvement of the Bank of Japan in the 
domestic asset markets limits the scale of 
future support. At the same time, after turning 
negative in 2021, annual consumer inflation 
rate is expected to rise to around 1½% in both 
2022 and 2023, on the back of rising 
commodity prices, depreciating currency and 
the fading impact of one-off price reductions 
and subsidies. Still, inflation is set to remain 
below the Bank of Japan target of 2% for the 
foreseeable future, reflecting declining working 
age population and sluggish wage growth amid 
low labour mobility and backward-looking wage 
bargaining process. 

Risks are broadly balanced 

Downside risks include more persistent supply 
side disruptions, slower global demand and 
higher input prices crippling the manufacturing 
sector. Weaker currency might further increase 
inflationary pressures, dampening private 
demand while simultaneously supporting 
exports. On the upside, additional fiscal support 
to consumers might result in a further boost to 
private consumption. 

 
 

                     
 
 

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

541981.6 100.0 0.8 0.6 -0.2 -4.5 1.7 1.9 1.8

291926.3 53.9 0.6 0.2 -0.5 -5.3 1.3 2.3 1.6

116136.9 21.4 1.3 1.0 1.9 2.3 2.1 1.7 1.4

137335.5 25.3 -0.2 0.4 1.0 -4.6 -1.5 0.3 2.1

99824.1 18.4 4.7 3.8 -1.5 -11.8 11.7 3.6 3.4

102758.7 19.0 2.8 3.8 1.0 -7.2 5.2 2.3 2.7

565693.2 104.4 0.9 0.7 -0.2 -4.8 2.4 1.8 1.8

0.5 0.4 0.3 -3.6 0.8 1.7 1.7

0.0 0.2 -0.1 -0.1 -0.1 0.0 0.0

0.3 0.0 -0.4 -0.8 1.0 0.2 0.1

0.1 1.8 0.9 -0.5 0.0 0.3 0.3

Unemployment rate (a) 4.2 2.4 2.4 2.8 2.8 2.7 2.6

-0.4 1.4 0.8 -0.8 0.2 0.9 0.9

-1.1 2.6 2.0 3.4 -1.4 -0.7 -0.6

10.4 9.4 10.7 18.6 17.5 13.7 10.9

-0.6 0.0 0.6 0.9 -1.0 0.5 1.5

0.1 1.0 0.5 0.0 -0.2 1.6 1.5

-2.1 -5.0 0.9 6.7 -9.0 -6.3 0.0

1.0 0.2 0.0 0.6 0.3 -0.5 -0.4

2.9 3.5 3.4 3.0 3.4 2.5 2.6

-5.9 -2.5 -3.0 -9.0 -7.6 -6.5 -4.1

: : : : : : : : :

199.4 232.5 236.1 259.0 264.9 265.2 260.9

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.

General government balance (c)

Employment

Compensation of employees / head

Unit labour costs whole economy

Saving rate of households (b)

GDP deflator

Trade balance (goods) (c)

Current-account balance (c)

Consumer  price index

Terms of trade goods

Contribution to GDP growth: Domestic demand

Inventories

Net exports

GNI (GDP deflator)

Table II.35.1:

Main features of country forecast - JAPAN

2021 Annual percentage change

GDP

Private Consumption

Public Consumption

Gross fixed capital formation

Exports (goods and services)

Imports (goods and services)




