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THE GLOBAL IMPACT OF JAPAN’S CRISIS
How hard will this hit the world economy?

The task of rebuilding will soon begin. Recently, power was partly restored to the
troubled Fukushima Daiichi nuclear power plant and the outlook in Japan became
slightly less negative, with prospects for stabilization improving. Its devastated
northeastern coastal region (and by extension, the country) are now focusing on the
long, slow recovery from this triple crisis.

The World Bank estimates the loss to Japan’s economy at $235 billion; Japan’s
economy minister Kaoru Yosano believes the cost of rebuilding could surpass $250
billion. While Nissan, Honda and Toyota plants are restarting operations, it will likely
be several weeks before the nation’s energy and transportation grids are up to speed,
which will hinder Japan’s exports and some of our imports (as an example, Japan eats
30% of the pork products we ship overseas).>??

What will the near-term impact be for the world economy? While some analysts are
guite pessimistic (Morgan Stanley now tracks U.S. first quarter GDP at an estimate of
2.9% rather than the previous 4.5%), others beg to differ. As Moody’s Analytics chief
economist Mark Zandi noted recently, “Japan is still important but it’s a much smaller
piece of the global economic pie and much less important to the global supply chain
than it has been historically.”**

According to Moody’s, Japan’s economy contributed virtually nothing to Asia’s growth
during 2005-2010. UBS research indicates that China now accounts for more than 20%
of the world’s growth, and that American consumers currently have twice the global
economic clout of Japan.*

Wells Fargo senior economist Mark Vitner forecast only mild impact to America at a
March 21 Florida chapter meeting of the Association for Corporate Growth; he
commented that U.S. GDP might simply be reduced by .1% in 2Q 2011 and .2% in 3Q
2011. The World Bank sees growth necessarily accelerating in Japan and neighboring
East Asia nations in the second half of 2012.%°

While Moody’s noted increasing downside risks to Japan’s economy in late March, it
did not see an immediate reason to adjust the nation’s Aa2 credit rating, citing that
the country possessed “the fiscal wherewithal and creditworthiness” to ride out the
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effect of the disasters. This show of confidence comes even though Japan has a public
debt (gf $10 trillion (twice the size of its economy). Japan’s GDP was -1.3% in 4Q
2010.

The G7 step up. On March 18, the central banks of the Group of Seven leading world
economies agreed to an unusual move: they weakened the yen, which had been
trading at an all-time high versus the dollar (Y76.25 on March 16). By March 21, the
dollar was trading at Y81.02. The move was designed to aid Japanese stocks and ease
the pressure on Japan’s manufacturers, so that Japan’s exported goods and services
can remain affordable and competitive in the near term.

Beyond the second quarter, what might the future hold? We have seen a fairly
consistent pattern after economically crippling disasters. Following a short-term drop
in output resulting from disrupted and destructed factories and transportation
networks, there comes a wave of reconstruction that functions like an economic
stimulus. This lessens the hit to the world economy as it boosts the home economy.
Assuming the nuclear threat is greatly reduced in Japan in the next few weeks, we
could see this economic pattern prove true again.

Berkshire Hathaway CEO Warren Buffett sees a “buying opportunity”” emerging from
the crisis: “It’ll take some time to rebuild, but it will not change the [economic]
future of Japan,” he told reporters in South Korea. Buffett said that if he owned
Japanese equities, he wouldn’t sell them. Let’s hope the rest of the world shares his
optimism.®
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