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Is the stock market rise boosting consumer spending
and confidence in Japan?

Yusuke Hirayoshi, Economist, Economic Research Department

The Nikkei Average has been rising since the second half of 2016. In October 2017, the Nikkei Average
recorded a historic 16-day bull run (day-on-day gains for 16 days in succession). In addition to the strong
performance of the corporate sector, this reflects a succession of positive factors such as expectations of
domestic political stability triggered by the ruling parties’ victory in the House of Representatives election and
the alleviation of geopolitical risk surrounding the North Korea crisis. Along with the stock market rise, sales
at department stores, which had been slumping around mid-2016, started to pick up from the second half of 2016,
providing reasons to believe that the stock market rise may have served to drive high-end consumption.
However, some point out that this recovery in high-end consumption stems from rising inbound tourist demand
accompanying the growing number of foreign visitors to Japan.

In view of the foregoing, let us examine to
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prices are not climbing at the same rate nor for the same length of time as they did at the initial stage of
Abenomics (around the beginning of 2013), the degree of contribution (to consumption) is somewhat lower than
the second half of 2016.

Let us take a closer look at the channel in which stock price gains ripples through to consumption. Here, let us

use qualitative information to analyze the impact that stock price gains have on business sentiment. Of the
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comments on economic outlook in the Cabinet Office’s Economy Watchers Survey, we focused on the comments
concerning the “wealth effect”. The number of comments that assessed the economy as © (Good) and o
(Slightly Good) added together are set forth in Chart 2. The chart shows that the number of such comments has
continued to increase, suggesting that business sentiment is improving. However, note that it is the level of
business sentiment that should be scrutinized.

Firstly, the number of comments representing a positive assessment is not increasing as much as it did during
the initial stage of Abenomics in early 2013 when stock prices soared. This outcome may be viewed as consistent
with the aforementioned analysis that the quantitative impact is not as strong as it was in the past. Furthermore,
even though there have been two peaks since 2016, there are significant differences between them. Despite talk of
a booming economy such as the “16-day bull run”, it should be noted that the most recent peak is boosted not only
by the stock market rise but also by inbound tourist demand. To provide evidence, we extracted phrases with a
close relationship to the wealth effect, and analyzed phrases appearing in a similar pattern. The results reveal that
there is a strong connection between phrases representing high-end consumption and “inbound” in the recent peak,
as compared to the time of the so-called Trump stock rally. This suggests that the recent wave of high-end
consumption is not only attributable to the Japanese, but to a certain extent to visitors to Japan. From the
perspective of retailers such as department stores, the key to having a real sense of economic recovery is an
improvement in high-end consumption attributable to Japanese consumers who account for a large proportion of
their sales, and not just consumption by foreign visitors to Japan. At the moment, however, even though the
Nikkei Average has recorded a 16-day bull run and returned to a level well above JPY20,000, high-end
consumption by Japanese consumers is not gaining the sort of momentum that was seen during the initial stage of
Abenomics. Furthermore, in view of the fact that the recent high-end consumption is driven partially by
consumption by foreign visitors to Japan, this does not provide conclusive evidence that the retail industry is
benefitting from the rise of the stock market.

One of the reasons behind the underwhelming effect of the stock market rise may stem from a change in
how consumers react to higher stock prices — regardless of the momentum and length of the rise. Let us now
examine the consumer confidence index by age group in the Cabinet Office’s Consumer Confidence Survey.
This reveals that while there has been a notable improvement (in confidence) among younger consumers (those
under 40 years old), the improvement among middle-aged and elderly consumers (those 40 years old and above)
has been sluggish (Chart 3). This phenomenon may stem from the fact that middle-aged and elderly
consumers who have experienced the booming “bubble economy” are finding it difficult to identify with the
current stock price gains. For consumers in the latter half of their 40s to the early 50s (the “bubble economy
generation”), the current stock price level and pace of ascent may seem rather tepid. Furthermore, the traumatic
experience of the stock market crash and implosion of the bubble economy among those in this generation may
be causing a cautious outlook on the future course of the stock market.

According to the Ministry of Internal Affairs and Communications’ Family Income and Expenditure Survey,
it is the bubble economy generation aged in their 40s and older that owns a large quantity of shares on a value
basis. Thus, it is this generation that reaps the greatest benefits from higher stock prices, such as unrealized
capital gains. The fact that confidence in this age bracket has nevertheless been slower to improve than it has
been among younger consumers suggests that the bubble economy generation is still being shackled by negative

memories. Even if the pace of the stock price rise gathers more momentum, it is still possible that the bubble
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economy generation will still take a cautious stance for a while longer. We should not place excessive

expectations upon the wealth effect in lifting consumption.
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[ Chart 3: Consumer confidence index by age ]

(D|) ===[=== Younger consumers (under 40 years old) N
50 [ ——@—— Middle-aged consumers (between 40 years old and I, \
over, and under 60 years old) 1 a
48 L L Elderly consumers (60 years old andﬂ/er) 1 P'
/
’ /
J:Llj LAY
o = ooy
46 Boal P rnoa /s

\
\

\

1

1

1

I

f o 1
1

1
]
/

44 [
A\ D &
L Lrap” N
42 . p " Py \\ K
40 | A p YAy W -~

X
38 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1]
1234567891011121 234567 8 91011 h
| 2016 2017 (month)
Source: Made by MHRI based on the Cabinet Office, Consumer
Confidence Survey

Mizuho Research Institute Ltd.

This publication is compiled solely for the purpose of providing readers with information on a
free-of-charge basis and is in no way meant to solicit transactions. Although this publication is compiled
on the basis of sources which we believe to be reliable and correct, Mizuho Research Institute does not
warrant its accuracy and certainty. Readers are requested to exercise their own judgment in the use of
this publication. Please also note that the contents of this publication may be subject to change without
prior notice. In the event readers do not wish to receive information free of charge from Mizuho

Research Institute, readers are requested to notify their wish to suspend subscription.




