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Japan’s economy grew by 7% in the last three months of 2003, its fastest quarterly expansion for more than 13 years. But the Japanese are not celebrating yet


	

	

	

	


Get article background
A NEW economic force is rising in Asia. Growing at an annual pace of 7% in the last quarter of 2003, it left both the old guard of Europe and the big shot, America, for dust. With its exports surging by 17.9% (at an annualised rate) in the three months from October to December, its monetary authorities are struggling to keep its currency down. Meanwhile, its firms are scrambling to add capacity to meet the demands of customers at home and abroad: investment in fixed capital grew by 22% in the final quarter of 2003 (again, at an annualised rate).
This new force is not China, the aggressive upstart, but Japan, the forgotten giant of Asia. Its GDP figures for the fourth quarter, released on Wednesday February 18th, were its best for over 13 years. GDP growth of 7% may not be sustainable. The figure may also be flattered by continued deflation: Japan produced 7% more output, but the money value of that output grew by a more modest 2.6%. Still, after a comatose decade or more, Japan’s metabolism may finally be picking up. 
The signs have been there for some time. The Bank of Japan has been pumping more money into the country’s anaemic financial system, via more channels than ever before. When the bank’s newish governor, Toshihiko Fukui, says that he will persist until he prevails over deflation, people are starting to think he means it. Corporate profits are improving dramatically; bank lending is still falling, but less rapidly than before. But leaving aside these earlier hints and hopes, the economy’s dramatic performance in the fourth quarter may mark the moment when the rest of the world sits up and takes notice.
Indeed, some of Japan’s economic leaders fear that their counterparts in America and Europe will take too much notice. As the sick man of the Group of Seven (G7) rich nations, Japan could count on the forbearance of other members as it waded into the foreign-exchange markets to manipulate its currency. Last month, Japan spent ¥7 trillion ($67 billion) holding down the yen. Last year, it spent ¥20 trillion. A weak yen is essential to stimulate exports and inflate the economy, argue the Japanese. But that argument is harder to win when your economy is growing so much faster than those of your rivals. 
Would a strong yen threaten Japan’s recovery? Certainly, the currency’s 10% gain against the dollar over the course of last year has done little damage as yet to Japan’s trade balance. As long as its main export markets, such as China and the United States, keep growing, its firms should be able to cope with a modest loss of competitiveness in the form of a higher yen.
Besides, one of the more encouraging aspects of Japan’s present recovery is its broad base. Foreign demand contributed about 1.6 percentage points to Japan’s fourth-quarter growth. But domestic consumers chipped in 2 percentage points and firms’ spending on capital added a full 3.2 percentage points.
A stronger yen would make Japan’s exports more expensive. It would also make imports cheaper and monetary conditions tighter. This is perhaps the greater worry for a country still struggling with deflation. According to the GDP deflator, a broad index of prices, deflation tightened its grip on the economy in the fourth quarter, with prices falling at an annual rate of 4.4% (see chart).
But this measure is almost certainly overstated. The GDP deflator reflects the prices of a basket of goods and services, the contents of which change over time to reflect evolving patterns of spending. When the price of a good falls, people buy more of it; hence this good assumes a larger weight in the basket. The GDP deflator thus gives more weight to goods (such as capital goods) whose prices are falling the fastest. Other indicators suggest deflation isn’t getting worse, even if it is slow to get much better. Consumer prices, for example, fell by 0.4% in December, compared with the year before.
So, after so many years of disappointment, are the Japanese finally feeling bullish about themselves? Are they taking a moment to bask in a newly rising sun? Don’t be silly. Sentiment is slower even than the national economy to turn round. By the close of trade on Wednesday, the Nikkei stock index was down by 0.23%.
