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Figure 16: Change in Components of GDP from 2002 to 2006 as a Percentage of 2002 
GDP 
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Note: Basic Inputs includes raw materials and mineral fuels (which includes crude oil). 
Source: Japanese Cabinet Office, Japanese Statistics Bureau and Japanese Ministry of Finance 
Exports also made a substantial contribution to Japan’s modest recovery. But the standard 
presentation of the GDP accounts (the bars to left of the first vertical broken line in Figure 
16) shows growth in Japan’s net exports to be slightly negative.  However, this masks the 
huge increase in  gross exports from Japan after 2002 when the price of oil and related 
petroleum products began to increase substantially—and Japan is completely dependent on 
oil imports.  Without any significant change in the quantity of oil imported, the yen cost of oil 
imports rose almost 150% through 2006 (Table 3).  Thus, Japan had to export more in real 
terms just to pay for the more expensive oil. 

 
But the problem is more general than just oil.   The prices of many important basic inputs— 
iron ore, copper, various minor metals, agricultural raw materials, as well as mineral fuels— 
sharply increased after 2002. Thus, without  any increase in Japan’s net trade surplus, 
manufactured exports had to expand dramatically—if only to offset the adverse change in 
Japan’s terms of trade. Figure 16 and Table 3 show gross exports of manufactured goods 
expanding by even more than GDP from 2002 through 2006. 

 
The  large  increases  in  Japan’s   domestic  corporate  investment  can  now  be  better 
understood. Although both consumption and public expenditures have languished since 
2002,  increased  investment  was  induced  by,  and  supported,  expanding  manufactured 
exports. Reinforcing this effect, the depreciation in Japan’s real exchange rate against both 
the euro and the dollar, and against other Asian currencies with exchange rates more closely 
tied to the dollar, makes investment in Japan look relatively inexpensive (McKinnon, 2005, 
chapter 2).  In particular, Japanese multinational firms, which normally engage in outward 
foreign direct investment (FDI), may instead be investing more at home—mainly in export 
activities. 

 
This result is neatly portrayed in Chart 1 taken from the Wall Street Journal article “Japan 
Inc. comes back home”, by Yuka Haysashi.  Since 2002, it shows a virtual doubling of new 
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