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IN BRIEF

LONG-TERM OUTLOOK

• The Japanese economy continues to struggle, with 
growth increasingly dependent on short-term policy 
stimulus. But the manufacturing sector still has a 
variety of advanced industries that are world-renowned 
for being technological leaders.

• Core strengths in machinery and transport equipment 
are expected to remain the key drivers of Japan’s 
merchandise exports over the medium term.

• While Japan’s services sector is increasingly important 
for the economy, productivity growth has been low. 
Government policies to promote competition would 
help to support exports.

Despite a number of near-term challenges, the Japanese manufacturing sector remains 
internationally competitive. In contrast, productivity growth in the services sector has been low, 
with many areas highly regulated and sheltered from competition. Structural reforms are therefore 
required to unlock the sector’s potential.

ECONOMIC OUTLOOK 
Persistent deflation, high corporate debt, and a weak 
monetary transmission mechanism mean that Japan has 
faced chronically weak aggregate demand and a permanent 
output gap for most of the past two decades. Despite 
aggressive monetary easing and sporadic fiscal support, the 
authorities have so far been unsuccessful in lifting inflation 
towards the central bank’s 2% target and placing the 
economy onto a sustainable growth trajectory.

The economy’s weak performance this year has been 
compounded by the appreciation of the yen and the 
sluggish external backdrop, which has resulted in a 
contraction of exports and subdued business investment. 
But the outlook for the Japanese economy is not all bad. 
The recently approved fiscal package to be rolled out 

over the next few years should support an improvement 
in household spending and increased government 
infrastructure investment. Still, given the strong yen and 
spare capacity in the economy, inflation is likely to remain 
well short of the 2% inflation target.

As it becomes increasingly apparent that the existing policy 
mix of short-term fiscal and monetary stimulus is losing 
its potency, we expect the government will eventually be 
forced to tackle the structural reform agenda. We believe 
that significant efforts on this front would be more likely to 
allow Japan to finally exit deflation on a more sustainable 
basis. Over the medium term, export performance should 
be helped by these structural reforms, as well as by a 
recovery in global demand and a weaker yen.
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EXPORT CORRIDORS TO WATCH - GOODS 
Japan has a diverse manufacturing sector, with a variety 
of advanced industries that are world-renowned for being 
technological leaders. Core strengths in machinery and transport 
equipment are likely to remain the key drivers of Japan’s 
merchandise exports over the medium term.

Industrial machinery will account for close to half of the 
projected increase in merchandise exports in the decade to 
2030, reflecting Japanese leadership in a variety of specialised 
segments ranging from telecommunications equipment 
to semiconductors and industrial electrical machinery. The 
consumer electronics sector should also continue to be a strong 
driver of growth. 

Japanese manufacturers are highly innovative, which is helping 
them to remain competitive. One example is robotics, where 
the country is a world leader, accounting for over a third of the 
US dollar value of global exports of industrial robots in 2015. 
There is already a strong global trend toward automation, 
which is only expected to strengthen and broaden in coming 
years. China is by far the biggest robot market in the world 
regarding annual sales and it is also the fastest growing market 
worldwide. But Asian economies such as India and Indonesia 
are also now witnessing strong increases in robot installations.

Also important for the Japanese economy is transport 
equipment, which will account for an estimated 16% of the 
projected increase in goods exports in the decade to 2030. 
The country is home to a number of well-known brand-
name passenger cars and motorcycles, as well as producing 
commercial vehicles and engines. 

The chemical sector will also make a significant contribution to 
export growth, with Japanese companies continuing to focus 
on maintaining technological leadership in a number of niche 
segments. For example, Japanese companies account for the 
majority of global production of lithium-ion battery components. 

The major export destinations for Japanese products are likely 
to shift towards neighbouring economies in Asia over the 
medium term. China is expected to displace the US as Japan’s 
largest export market by 2030, while Korea and Hong Kong will 
remain in third and fourth places respectively. Strong growth 
in demand from Vietnam should see it become the fifth largest 
export market, displacing Singapore.

Sector contribution to increase in goods exports*

Exports of goods by sector, 2016-30

Top 5 Hotlist Export Destinations

Note: Ranking among the 24 trade partners covered in the HSBC Trade Forecast.  
Fastest-growing trade routes are listed in the Annex.
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Source: Oxford Economics

*Chart shows the contribution from each sector to the projected increase in total merchandise 
  exports over the relevant period.
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Rank 2015 2030
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4 Hong Kong Hong Kong

5 Singapore Vietnam

Source: Oxford Economics
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IMPORT CORRIDORS TO WATCH - GOODS
Japan’s import structure largely reflects the requirements 
of its domestic manufacturing base. As such, we expect 
that almost a third of import growth will come from the 
machinery and transport equipment sector, with a key driver 
of this expansion being the outsourcing of manufacturing 
processes to lower-cost Asian economies (although Japan 
will also continue to import finished products, such as foreign 
passenger vehicles). Chemicals will account for 5% of import 
growth in 2016-30, representing intermediate inputs to 
domestic manufacturing including the chemicals industry.

More broadly, Japan also relies on imports of raw materials 
for use in production, as well as petroleum products required 
to fuel machinery and vehicles. Food products such as meat, 
soybeans and wheat are another major import due to Japan’s 
lack of agricultural land (although it is self-sufficient in the 
production of rice, which is highly subsidised and protected). 
We expect petroleum products to contribute 11% to the 
projected increase in goods imports in the decade to 2030, 
while food and raw materials will account for a further 10% 
of headline growth.

Japan’s largest import partners are currently China and the 
US and this is not expected to change in the years to 2030. 
Australia will remain the third largest import origin, reflecting 
ongoing demand from Japan for Australia’s key commodities. 
However, we expect Vietnam and Malaysia to move into the 
top five ranking by 2030, displacing Korea and Saudi Arabia.

Sector contribution to increase in goods imports*

Imports of goods by sector, 2016-30

Top 5 Hotlist Import Origins

Note: Ranking among the 24 trade partners covered in the HSBC Trade Forecast.  
Fastest-growing trade routes are listed in the Annex.

Source: Oxford Economics

*Chart shows the contribution from each sector to the projected increase in total merchandise 
  exports over the relevant period.
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Japan’s services sector has been overshadowed 
by its manufacturing prowess for many years. As a 
result, structural reforms are needed to promote the 
development of more dynamic service industries.  
One bright spot is the tourism sector, which is benefiting 
from the weak yen and government policies to attract 
more visitors in the run-up to the 2020 Olympics.

RECENT TRENDS IN SERVICES TRADE: 2000-15
Despite the historical significance of Japanese manufacturing, 
services are the dominant component of the domestic 
economy, accounting for around 70% of overall output. 
The services sector has also shown signs of international 
expansion, with the share in total exports having risen 
from 13% in 2000 to 21% in 2015 (although most of this 
rise reflects the recent weakness in goods exports rather 
than strength in services). Moreover, official data probably 
underestimates the contribution of the services sector 
to overall export performance. According to the Trade in 
Value Added (TiVA) database published by the OECD and 
WTO, around 30% of the value of exports from Japanese 
manufacturing industry is generated by the service sector.

The main destination for Japanese service exports has for 
some time been the US, which accounted for 24% of total 
service exports in 2015 (a share that has remained relatively 
stable over the past 15 years). China is the second largest 
market, with the share having risen strongly from just 3% 
in 2000 to 10% in 2015. Other significant markets include 
Singapore and the UK (each accounting for around 5% of 
the total). 

At the sector level, B2B and other services are the dominant 
category, accounting for 47% of total service exports in 2015. 
This mainly reflects the growth of ancilliary services to Japan’s 
manufacturing sector, such as engineering services and repair 
services. While many other developed economies have seen 
a sharp rise in exports of business services (such as legal, 
accounting and marketing services) spurred by advances in 
technology, this sector has proved far less dynamic in Japan. 
A key reason for this subpar performance is weak growth 
in productivity due to tight domestic regulations, such as 
mandatory membership of professional associations and 
restrictions on business structures. 

More broadly, the productivity gap between manufacturing 
and services has widened sharply over the past decade. In 
addition to tight regulations, the services sector is constrained 
by the legacy of an industrial policy that was focused on 
manufacturing. This policy included substantial government 
support for small- and medium-sized enterprises (SMEs), 
which tends to dampen competitive pressure in the services 
sector and discourages firms from expanding so they can 
benefit from economies of scale. 

On a more positive note, a major success story in recent years 
has been the growth of tourism, which accounted for 15% of 
total service exports in 2015 – a share that has almost doubled 
in just four years. Inbound visitor numbers have risen rapidly, 
from 8.4m in 2012 to an estimated 19.7m in 2015. This surge 
in visitors mainly reflects the positive impact of the weakening 
of the yen, but also a boom in Asian cruises and the impact of 
specific policies to attract Chinese visitors to Japan (e.g. duty-
free shopping) which have proven to be very successful.

SPECIAL FOCUS: TRADE IN SERVICES
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SPECIAL FOCUS
OUTLOOK FOR SERVICES TRADE: 2016-30
Our projections indicate that the value of Japanese service 
exports will expand by close to 7% a year in 2016-30. This 
would represent an improvement on the 6% average annual 
rate over the preceding 15 years, enabling Japan to maintain 
a broadly stable 3.5% share of global services exports.

The main destination for Japanese service exports in 
2030 is expected to still be the US, although the share of 
exports is projected to decline to 18% from 24% in 2015. 
Meanwhile, China will become a more important market for 
services exports, growing its share from 10% to 13% over 
the same period. Singapore and Korea will edge into third 
and fourth place in the rankings.

In the near term, a key driver of growth will be the 
continued increase in tourism revenues. Visitor numbers 
are likely to continue rising in the run-up to the Tokyo 
Olympic Games in 2020, with the government having 
relaxed visa rules to encourage further growth. This growth 
is likely to flatten off in subsequent years, but other 
sources of growth should start to assert themselves in the 
decade to 2030.

Chief among these is an expected recovery in transport and 
distribution, as growth in global merchandise trade volumes 
recovers over the medium term. Japanese airlines should 
also be well placed to expand, as international traveller 
numbers in the Asia region are set to expand strongly with 
the emerging middle class.

Sector shares in total services exports

Exports of services by sector, 2016-30

Top 5 Hotlist Services Export Destinations

Note: Ranking among the 23 trade partners covered in the HSBC Trade in Services Forecast. 
Fastest-growing trade routes are listed in the Annex.

B2B & other services ICT services

Construction Tourism & travel

Financial Transport & distribution

Source: Oxford Economics

2015 2030

10%

20%

30%

40%

50%

60%

70%

80%

90%

0%

100%

22 25

15 14
  
7  

7 7

47 48

Source: Oxford Economics

Growth (% year)

0 2 41 3 5 6 7 8

ICT services

B2B & other services

Construction

Financial services

Total services

Tourism & travel

Transport & distribution

Rank 2015 2030

1 USA USA

2 China China

3 Singapore Singapore

4 UK Korea

5 Korea UK

Source: Oxford Economics

Hogarth Worldwide

143389_1380352

12 DECEMBER

ben.miller@hogarthww.com

HSBC

Japan

Amie Wilson

297.00 x 210.00 mm

-

303.00 x 216.00 mm

14/12/2016 11:48

Cyan
Magenta
Yellow
Black



ALTERNATIVE SCENARIO FOR TRADE 
In light of the growing political risks to globalisation, HSBC  
and Oxford Economics have collaborated to model the impact 
on trade flows and economic activity of a potential ‘alternative 
scenario’ for world trade. This scenario is based on (1) the UK 
enduring a ‘hard’ exit from the EU involving loss of access  
to the common market, and (2) the new US President 
implementing a variety of protectionist policies that trigger 
retaliatory measures from emerging markets. A detailed 
description of the scenario assumptions and methodology  
are provided in the main Global Report.

The impact of our alternative modelling on Japanese exports 
is seemingly limited at the aggregate level, with merchandise 
goods exports broadly unchanged from the baseline.  
However, the impact of an increase in trade protectionism  
is seen in the value of imports, which increase by 4.4% 
($53.5bn) in 2030 in comparison with our baseline, driven  
up by higher import prices (increase in tariffs and NTBs) and 
a weaker USD. As such, the net impact on trade is negative, 
which is reflected in output which is 0.6% below baseline  
in the long run.
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ANNEX
JAPAN’S FASTEST GROWING TRADE ROUTES

Fastest growing goods exports (% year)

Fastest growing goods imports (% year)

Fastest growing services exports (% year)

Rank Destination 2016-20 Destination 2021-30

1 Vietnam 12 Vietnam 7

2 UAE 10 China 7

3 India 9 India 7

4 Mexico 8 Malaysia 6

5 Indonesia 8 Indonesia 5

6 Malaysia 7 UAE 4

7 Canada 6 Saudi Arabia 4

8 Singapore 6 Canada 4

9 Australia 6 Korea 4

10 Germany 5 Mexico 3

Source: Oxford Economics

Rank Destination 2016-20 Destination 2021-30

1 Turkey 10 India 11

2 India 10 Indonesia 10

3 Korea 10 China 10

4 Malaysia 10 Argentina 9

5 UAE 10 Mexico 8

6 Poland 9 Egypt 8

7 Australia 9 Saudi Arabia 8

8 UK 7 Malaysia 8

9 China 7 UAE 8

10 Vietnam 7 Turkey 8

Source: Oxford Economics

Rank Destination 2016-20 Destination 2021-30

1 Vietnam 12 Vietnam 7

2 Australia 10 China 7

3 India 10 India 7

4 Canada 8 Mexico 6

5 UAE 8 Malaysia 5

6 Malaysia 7 Canada 5

7 Indonesia 6 Indonesia 5

8 Ireland 6 Ireland 5

9 Korea 5 UAE 4

10 Mexico 5 Korea 3

Source: Oxford Economics
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