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JAPANESE TRADE DEFICIT
AFTER THE GREAT EAST JAPAN EARTHQUAKE IN 2011

Japan's external trade in goods undergo a major transformation in 2011, after the Great East Japan
Earthquake. The merchandise trade turned into a deficit in 2011 for the first time in 31 years since
1980. The aim of this study is to remind and analyse development of the Japanese external trade in
2000-2012 and to analyse and explain both internal and external factors of the current trade deficit.
The author tries to explain basic trends in Japan's external trade in goods, changes in its commodity
and territorial structure.
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Hicna pizkoeo cxopouenns exkonomiunoi axmusnocmi ¢ 2008-2009 poxax (Haubinbuiuii eKOHOMIYHUL
cnaod 6 Anowii nicis pyeoi c6imoeoi 6iliHu) AnoHcbka eKoHoMiKa nouana gionosmosamucs ¢ 2010
poyi. Tum ne menwt, Cxionuti zemaempyc i yynami 6 bepesni 201 1poxy synunuiu yei npoyec y Anonii,
NOUWKOOUBUIU KTI04081 00'ekmu ingpacmpykmypu 6 ii pecionax. L{a cmamms npucesauena po3eumky
sanoncokoi mopeieni ¢ 2000-2012 pp. Ilpudinsemves ocobausa yeaza eKOHOMIYHUM HACAIOKAM
semaempycy i yynami 6 bOepeszni 2011 poxy Ha mpenoax SANOHCbKOI 306HIUHBLOI MOP2IGN, KA
nposisnsaemovcs 6 il 0epiyumi 6 2011 poyi enepute 3 1980 poxy. Mema danozo docnioxncenus nousieae y
BUHAYEHHI XAPAKMEPUCIMUK PO3BUMKY ANOHCbKOI 3068HIuHb0I mopeieni 6 2000-2012 pp. i ananizy sk
GHYMPIWHIX, MaK [ 308HIWHIX Gakmopie nomouno2o Oegiyumy mopeosozo banancy. Aemop
HAMA2A€EMbCsl NOSICHUMU OCHOBHI meHOeHyil y chepi 308Hiunb0i mopeieni Anonii, a maxoc 3miHu 6
MOBAPHILl NOIMUYI.

Knrouoei cnosa: 306niwins mopeiens, nepemeopennsi, Anonis, oepiyum.

Hocne peskoeo coxpawenus sxonomudeckou axmusnocmu 6 2008-2009 codax (camvlii Oonvuiou
oKOHOMUYecKull cnad 8 Anonuu nocire Bmopoti mupoeoii 60tiHbl), ANOHCKAS SKOHOMUKA HAYANA
soccmanasausamocs 6 2010 200y. Tem He menee, Bocmounoe semnempsicenue u yynamu 6 mapme 2011
OCAHOBUNY IO npoyecc 8 ANOHUU U3-3a NOBPENCOCHHBIX KIIOYEBbIX 00bEeKmMo8 UHppacmpykmypol 6
ee pecuoHax. dma cmamvsi NOCGWEHA pPazeumuio sanoHckou mopeosau ¢ 2000-2012 ze. Yoensemces
0coboe HUMANUE IKOHOMUYECKUM NOCIeOCMEUsIM 3emiempscenus u yyHuamu ¢ mapme 2011 eoda na
MPeHOax SINOHCKOU GHEWH el MOP206iu, KOmopas npossisiemcs 6 ee oegpuyume ¢ 2011 200y enepevie ¢
1980 200a. Ilenv O0anHo2o uccied08anuss 3aKmOHAEMCs 8 ONPeOesieHUU XAPAKMeEPUCMUK pAa3euniust
sanoHckol enewnel mopeosiu ¢ 2000-2012 ze. u ananuza Kax SHYMPEHHUX, MAK U 6HEUWHUX (akmopos
meKyuje2o oeuyuma mopeosoeo baranca. AGmop nelmaemcst 00vbACHUMb OCHOGHblE MEHOeHYUU 6
cghepe srewneti Mopeosnu Anonuu, a maxice UsMeHeHUs: 8 MOGAPHOU NOAUMUKE.

Knrwouesnie cnosa: snewnss mopeosns, npeodopazoganus, Anonus, oeghuyum.

Introduction. At the beginning of the 1990s Japan was hit by one of the biggest bubbles in asset
markets. Its disruption started a protracted stagnation (so-called lost decade), led to a collapse of the
Japanese financial sector, deepening of instability of public finances and to a number of other
problems (deflation, liquidity trap, rapid ageing of society, etc.). At the beginning of 2002 a long-
lasting recovery of the Japanese economy started. The GDP growth was above its potential and the
country’s external position was strong during this period. Nevertheless, Japan’s merchandise export
growth rate was lower than world merchandise trade growth and Japan’s merchandise import growth.
After 2008 the economy lapsed into the recession again. Besides other factors, it was because of a
dramatic decrease in Japanese exports. In spite of the falling exports, the Japanese trade deficit was
still in surplus in 2008-2010. Then Japan’s external trade in goods and services underwent a major
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transformation in 2011, after the Great East Japan Earthquake (or the Great Earthquake). The
merchandise trade turned into a deficit in 2011 for the first time in 31 years since 1980.

The aim of this study is to remind and analyse development of the Japanese external trade in
2000-2012 and to analyse and explain both internal and external factors of the current trade deficit.
The author tries to explain basic trends in Japan’s external trade, changes in its commodity and
territorial structure.

Factors of the Japanese trade deficit have not been discussed enough as it is a very new and
unexpected phenomenon. Best known Japanese authors of a number of books and papers on the
Japanese economy and external trade known even in American National Bureau for Economic
Research (NBER) or as members of research teams of Japanese government and Central Bank of
Japan (BOJ) are e.g. T. Ito [13]. During the last decade, the topic was examined in a very complex
way by e.g. W. R. Garside [10], B. Salsberk, C. Chandler and H. Chhor [23] or by R. C. Koo [17].
Selected topics connected to the Japanese trade have been recently examined by e.g., T. Tosborvorn
[29] or M. Obstfeld [20]. The Cabinet Office of the Japanese government (CAO) and Ministry of
Economy and Trade (METI) analyses individual years and periods in their comprehensive annual
reports. Organization for Economic Cooperation and Development (OECD), International Monetary
Fund (IMF) and Japan External Trade Organization (JETRO) publications must also be mentioned.

The text of this study is divided into two parts, which chronologically map the development of
the Japanese economy and trade after 2000, and especially after 2011. The first part is devoted to a
development in 2000-2011, before the Great East Japan Earthquake. The second part reminds the
economic and trade development of Japan after the Great Earthquake and factors behind the newly
recorded trade deficit. It also describes changes in commodity and territorial structure of the
Japanese merchandise trade (the trade in services is excluded from the analysis) and with the
emphasis on the analysis of efficiency of economic policy measures in this period and settling of
trade deficits.

1. Japanese economy and trade before the Great Earthquake (2000-2011).

At the beginning of 2002 a long-lasting recovery of the Japanese economy started. The GDP
growth was above its potential and the external position was strong during this period. Fiscal
consolidation proceeded fast in Japan (however the public debt ratio was still too high), deflation
was suppressed and the government continued to make progress in structural reforms as well [26;
27]. The Japanese exports were showing signs of steady growth, reflecting a recovery and good
conditions in the world economy. Nevertheless, the Japan’'s merchandise export growth rate (11.1%
annually in 2002-2007) was lower than the world merchandise trade growth (16.7%) and the
Japan’s merchandise import growth (13.4%) — see Table 1 [30]. In the same period, Chinese exports
were increasing by astonishing 30.3%, India’s exports by 25.3%. According to CAO [7]: “Japan has
fallen short of benefiting fully from economic globalization, while being exposed externally to
fierce competition”, especially from Asian countries (China, ASEAN etc.). The growing
competition has been changing the structure of the Japanese external trade in goods as well, as
exports of intermediary goods have been increasing. According to METI [18] this can be attributed
“to the fact Japan cannot survive in price competition in final goods due to the economic
development and industrialization of other countries and is shifting its exports to some intermediary
goods requiring advanced technologies, or the fact exports of parts and components for overseas
production are increasing”.

After the failure of major American investment banks (Lehman Brothers etc.) in 2008, the
economic situation in the world economy worsened and even developed into a global financial
crisis. During the previous decades, Japan’s openness to trade has risen. Closer financial and trade
integration have created two-way channels for spillovers and added a new dimension to policy
making and economic development in Japan [12]. Japanese exports and stock prices plunged,
which, combined with the sharp appreciation of the yen supported unwinding carry trades (see
Figure 3 and part 2), and further undermined business and household confidence (see Table 2).
Therefore, the economy lapsed into the recession again. The government [8] has determined that a
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peak in business cycle occurred in the Japanese economy in February 2008 and a trough occurred in
March 2009. This recession was one of the worst after the World War II. Then, in November 2009
the government also summed up price movements to conclude that they were "in a state of
moderate deflation" (it had been considered to be resolved before the recession).

Table 1. Value growth rates of merchandise exports and imports
of selected countries, annual 2002-2011, %.

Economy | 2002-07 | 2007-10 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011

Exports
China 30.2 6.2 284 | 27.2 | 25.6 | 173 | -159 | 31.3 | 203
India 253 11.3 30.0 | 223 | 23.1 | 29.7 | -15.2 | 373 | 33.7
Japan 11.1 -0.7 5.2 8.7 10.4 9.5 | -25.7 | 32.6 6.9
USA 11.4 0.7 10.8 | 145 | 12.0 | 119 | -188 | 20.9 | 159
World 16.7 0.0 144 | 154 | 155 | 15.1 | -22.4 | 219 | 194
Imports
China 25.7 10.7 176 | 19.9 | 20.8 | 183 | -11.3 | 39.0 | 24.8
India 333 11.1 432 | 249 | 28.1 | 403 | -19.8 | 36.1 | 32.5
Japan 13.4 0.1 13.3 | 12.6 6.9 23.1 | -27.8 | 25.8 | 23.3
USA 11.8 -3.7 13.7 | 10.5 53 74 | -26.0 | 22.7 | 15.1
World 16.4 -0.3 139 | 145 | 154 | 155 | -23.0 | 21.5 | 19.1

Source: UNCTAD [30].

Table 2. Main Economic Indicators, 2007-2011.

Item 2008 2009 (2010 |2011
Gross domestic product in current prices (trill. JPY) 501.2 |471.1 |481.8 |468.4
Real growth rates (constant prices in 2005, %) -1.0 -5.5 4.4 -0.7
- Private final consumption expenditure (%) -0.9 -0.8 2.5 -0.0
- Gross capital formation (%) -4.1 -10.6 |-0.5 0.5
- Government final consumption (%) -0.1 2.3 2.1 2.1
- Exports of goods and services (%) 1.4 -24.2 |24.2 0.0
Unemployment rate (%) 4.0 5.1 5.1 4.5
Consumer price index (CPI, 2010=100) 102.1 |100.7 ]100.0 [99.7
Trade balance (trillion yen) 4.0 4.0 8.0 -1.6
Capital and financial account (trillion yen) -184 |-12.6 |-12.0 (6.3
Portfolio investment (trillion yen) -243 |-21.2 |-16.2 |15.3
Yen exchange rate against USD (year average) 106.0 |95.0 82.0 77.0
Discount rate (end of the year, %) 0.3 0.3 0.3 0.3
Ratio of general account budget to GDP (%) -1.9 -8.8 -8.4 -9.3
General government gross debt to GDP (%) 171.1 |188.7 |192.7 |205.3
General government net debt to GDP (%) 95.3 106.2 |112.8 |[125.3

Source: Statistics Bureau [24, 25], BOJ [2] (balance of payment).

As for the Japanese exports, they drastically decreased compared with the past recession
periods and other countries. In 2009 the Japanese merchandise export decreased by 25.7% over the
previous year (while the world exports decreased by 22.4%) — see Table 1. It was the first double-
digit decline in Japan since the end of World War I1. This dramatic decrease in foreign demand after
the Lehman Shock was possibly caused by several factors such as slump in domestic demand in
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export counterparts, great impact on automobiles and IT products, moderate decrease in domestic
demand in Japan and yen appreciation. However, the trade balance still recorded the surplus of 4
trillion JPY in 2009, due to large decline in imports than exports (27.8%). Nevertheless, after April
2009 the economy started to recover with foreign demand and government countermeasures (large
monetary and fiscal stimulus). Following a deep recession (GDP declined 5.5% in 2009) growth
accelerated to 4.4% in 2010 (see Table 2). Japan’s exports rebounded (by 32.6% in 2010) with
strong demand from China and other Asian countries, especially for capital goods.

From October 2010 on the economy was at a standstill and started to recover in 2011.
However, owing to the tsunami damage, supply chain disruptions, restriction of power supply, and
nuclear accident at Fukushima Dai-ichi nuclear power station caused by the Great East Japan
Earthquake on March 11, 2011, Japan fell into an economic slump and a worsening fiscal position.
The GDP fell by 0.7% in 2011. The Great Earthquake (of a magnitude of 9.0) devastated a wide
area of north-eastern Japan (Tohoku Region), and its surrounding regions, especially in the Pacific
coastal area. It was the largest earthquake in Japan since measurement was started and the fourth
largest earthquake by magnitude in the world since 1900 [24]. The Great Earthquake and the
massive tsunami caused heavy casualties (estimated to be more than 20,000) and vast damage
(estimated to me more than 16.9 trillion yen). Japan’s external trade in goods and services has
undergone a major transformation as well [4]. The trade turned into a deficit in 2011 for the first
time in 31 years since 1980 — see next chapter.

2. Japanese trade after the Great East Japan Earthquake.

In 2011 the Japanese merchandise export increased by 6.9% over the previous year (while the
world exports increased by 19.4%) — see Table 1. However, the merchandise import increased by
23.3% in the same year. In terms of Japan’s international trade on a customs clearance basis in
2011, exports decreased by 2.7% and imports grew by 12.1% [24]. As result of supply disruptions
(also because of Thai floods), weak external demand, strong yen appreciation and sharp increase of
fuel imports as a result of the closure of all nuclear power plants, the Japanese annual trade balance
turned negative in 2011. The current account was still in surplus (at 1.5-2% of GDP in 2011),
thanks to a stable income stream from large net foreign assets [11]. In 2011 the Japan’s current
account amounted to 96.5 trillion yen, down by 46.1% compared to that in the previous year (178.9
trillion yen — see Figure 1).

The Japan’s export was weak already before the Great Earthquake (see Figure 2) because of
falling external demand. After the Great Earthquake, the Japanese production suffered a negative
impact from the shutdown of damaged factories and disruptions of supply chains and power supply
limitations, especially in the North-eastern region. The Great Earthquake hit considerably the
production of motor vehicles (and electrical machinery), since all this industry depends on the
Tohoku region for the supply of key parts including semiconductors and other electronic
components. Due to the decrease of Japanese exports of motor vehicle parts, production of motor
vehicles in other countries dropped as well (for example in the United States). Major contribution
for the export’s decrease was in electrical machinery (down 14.2% in 2011 compared to the
previous year), motor vehicles (-10.6%), semiconductors and other electronic parts (-8.3%),
transport equipment (-8.0%). These products (with large proportion of the high value added)
account for the biggest portion of the total export value. In 2011, transport equipment accounted for
21.4% (motor vehicles, which are in this category, constituted 12.5% of the total export value),
followed by general machinery (21.1%) and electrical machinery (17.7%) [24].

As for imports in 2011, major contribution for the increase was in mineral fuels (up 25.4% in value
from the previous year). Mineral fuels (especially crude petroleum and partially refined petroleum and
liquefied natural gas — LNG, imported mainly from the Middle East) represented 32.0% of the total
Japanese import in 2011. Electrical machinery accounted for 11.7%, chemicals for 9.0%, manufactured
goods for 8.9% and foodstuffs for 8.6% in the same year [24]. Imports of energy saving devices and
disaster prevention products (e.g. highly energy efficient air-conditioners, electric fans, oil space heaters,
batteries or flashlights) soared after the Great Earthquake as well [14].
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The weak global demand is another factor of slow growth or decrease in the Japanese
manufacturing exports in 2011 and 2012. The world economy has been unstable and slow due to the
deepening sovereign debt crisis in Europe and unsteady recovery in the United States [16; 1].
Concerns have grown over the slowing Chinese economy as well. China displaced the U.S. as
Japan's largest export destination. Because China was the largest import counterpart for Japan since
2002, China became the largest in exports and imports. In 2011 both exports (12,902 trillion yen)
and imports (14,642 trillion yen) to China accounted for almost 20% of Japan's total value [24].
Chinese imports from Japan have been sluggish since March. This may reflect a decline in imports
of intermediary goods and mechanical equipment due to a slowdown in the Chinese demand as well
in addition to the impact of the Great Earthquake [18].
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Figure 1. Current account of Japan, 2001-2012 (100 mil. yen).

China has been tightening its relationship with all the important world economies, including
Japan, the U.S. and Europe. In East Asia, particular mutually complementary production networks
have been built with China in the centre. China and other (mostly developing countries) handle the
labour-intensive production processes.
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Figure 2. Trends in foreign trade of Japan in 2011 (monthly, trillion yen).

On the other hand, Japan and Republic of Korea produce goods with high value added,
requiring advanced technologies. Comparing the trade intensity index for manufacturing exports of
2000 and 2010 [15], the relationship of Japan with China became closer (trade intensity index was
1.7 in 2000 compared to 1.9 in 2010) than that with the U.S. (1.5, respectively 1.1).
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The United States is the second largest Japan’s trading partner. In 2011 Japan’s exports to the
U.S. accounted for 15.3% of total exports (10,018 trillion yen). Japan’s imports from the U.S. made
up 8.7% of Japan’s total imports (5,931 trillion yen). Exports were down 3.4% from the previous
year due to the decrease in transport equipment and electrical machinery. The U.S. is the largest
importer of Japanese motor vehicles (29.9% of total motor vehicles exports from Japan). As for the
European Union, in 2011 the Japanese exports (7,619 trillion yen) were almost at the same level as
in the previous year, due to the contributions for the decrease in electrical machinery and increase in
general machinery. Japan’s exports to the EU27 accounted for 11.6% of total Japan’s exports,
imports from the EU27 accounted for 9.4% of total Japan's imports [24].

As mentioned above, the yen has strongly appreciated since the Lehman shock in 2008. The
yen has appreciated in real effective terms by 27% since the Lehman event, initially due to an
unwinding of carry trades and later as a result of safe heaven flows during period of global financial
crisis [11]. In 2011 the rapid and lasting appreciation of yen has been caused especially by growing
concerns of economic stagnation in Eurozone and the United States and financial markets”
instability in spite of the Great Earthquake [5]. The yen appreciation (see Figure 3) has become a
very important downside risk to the business sector and all the Japanese economy, eroding
competitiveness both of Japanese component and material manufacturers and high value-added
industries [19; 28]. The Bank of Japan (BOJ) intervened several times in 2011 in response to a
sharp appreciation (at about 120 billion USD in the second half of the year). Some interventions in
the currency markets were carried out jointly with G7 countries to help Japan in calming the
markets. This coordinated intervention was expected to be powerful and effective step against
speculators; however it had no long-term effects as can be seen in Figure 3. In addition to the
interventions, the Japanese government put in practice a package of comprehensive
countermeasures against the yen appreciation, including e.g. expanding the financial support for
SME:s in all industries which are severely affected by the appreciation.

As mentioned before, the Japanese yen has become popular among foreign speculators. Some
capital flows to/from Japan have involved carry trades — the practice of borrowing in low-interest
(funding) currencies to purchase higher-yielding assets in other, high-interest (target) currencies in
spite of currency risks because they are highly leveraged [12]. Borrowers of yen (funding currency)
try to take advantage of low Japanese interest rates (applied to combat the lasting deflation). Data
on the size of carry trades are generally unavailable on detailed and timely basis as there is not a
commonly accepted definition of “carry trades” as well. However, empirical studies have shown
that carry trade play an increasingly important role in driving exchange rate movements [9; 12; 29].
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Figure 3. Yen Exchange rate against U.S.D., 2005-2012 (monthly averages).
During ,,unwinding* periods investors convert the target currency back to the funding currency
to repay their debts in the funding country. This may be provoked by unforeseen events such as a

tightening of monetary policy, recession or a financial crisis. As a result, the target currency
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depreciates against the funding currency [29]. One of the most extreme episodes of carry trade
unwinding was on October 7-8, 1998, when the yen abruptly appreciated 13.4% against the US
dollar (target currency) in only two days after a long period of depreciation. On October 24, 2008,
the yen rose against both the Australian dollar and the British pound by 10% in only five hours [29].

From the long-term perspective, changing trade structure and decrease in exports can be
attributed to the changing composition of the Japanese economy as well. There was a decrease in
the manufacturing and construction industries and increase in “others”, mostly services in the
1990s. There is a strong shift from manufacturing exports to services with an important impact on
manufacturing trade balance [18].

Conclusion. As world trade growth rebounds, Japan” s GDP growth is projected to pick up to
around % per cent in both 2013 and 2014, despite the waning contribution from reconstruction
spending [21]. Nevertheless, the growth in foreign demand doesn’t have to be sufficient to eliminate
Japan’s trade deficits. This is why the Japanese governments try to propose new countermeasures
and trade or globalization strategies. Japan’s trade openness is low considering its economic size
[6]. One of the ways to increase the trade openness and trade volumes should be e.g. the conclusion
of more free trade areas (FT As) and economic partnerships agreements (EPAs), especially with the
Asian region. This goal is included in the New Growth Strategy and its subsequent modifications as
well. Government strategies emphasise the establishment of a Free Trade Area of the Asia-Pacific
(FTAAP) by 2020, promotion of the Trans-Pacific partnership (TPP) and increased economic
integration with other important regions. In the last years Japan has concluded many new EPAs, e.g.
with Peru in 2010, with India in 2011. In 2012 European and Japanese leaders agreed to start the
process for the negotiation for Japan-EU Economic Partnership Agreement to strengthen Japan-EU
relations. The New Growth Strategy also has an objective of doubling the flow of people, goods and
money by reducing trade barriers, barriers on foreign investments and movement of people. All
these initiatives could increase both Japanese exports and imports.

As mentioned above, in 2011 and 2012 major contribution for the increase in Japanese imports
was in mineral fuels. Higher fuel imports have huge impact on the Japanese trade balance and
increase Japan’s vulnerability to world energy price shocks. It is necessary to develop alternative
energy sources strategy (a new energy plan) to reduce this vulnerability. The new government and
new Prime Minister Shinzo Abe (Liberal Democratic Party, in office since December 2012) decided
to review the previous plans of going zero-nuclear by the 2030s. Nevertheless, the restart of nuclear
reactors after the Fukushima disaster will be very difficult, as the public disagreement with the
government energy policy prevails. Huge demonstrations against nuclear energy contributed to
election defeat of the former Prime Minister Yoshihiko Noda (Democratic Party of Japan) as well.
This topic is enormously sensitive and it is too early after the nuclear meltdown in Fukushima.
However, it is clear that the nuclear energy has to be involved in the new energy mix because Japan
has not enough and sufficiently efficient energetic alternatives. Since the Great Earthquake, there
has been a shift in power generation sources (to thermal power) but the cost of fuel for these sources
has been rising since 2011.
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