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From an era of labour shortages to an era of consumer shortages

As we enter into a new year, what are we going to see in 2020? Demographics is a useful tool in

charting the future due to its simplicity with only the three determinants, namely birth, death and

migration rates. Today I would like to look into the impact of demographics on the stock market.

Let us look at the first two factors. As you can see in the Chart 1 which was created based on data

from the IPSS (National Institute of Population and Social Security Research), the estimated number

of births is steadily declining while the rate of deaths keeps on increasing toward the year 2040,

causing the decrease of the total population which is shown in Chart 2.

Meanwhile, a decline in the working-age population aged (ages 15-64) will slow down in around

2020. More specifically speaking, the population recorded a decrease of 3.06 million from 2005 to

2010 and 4.74 million from 2010 to 2015 but the decline will dwindle to 2.23 million from 2015 to 2020

and 2.36 million from 2020 to 2025.

We have tended to suffer from labour shortages in Japan as the working-age population has

decreased at a faster rate than the total population. However, the working-age population is expected

to decrease at the same pace as the total population from around 2020. This demographic shift is

supposed to ease the current labour shortage and people will start to discuss the decrease in the

total population and a shortage in customers as future social issues.

As for migration, there are inflows (foreign nationals coming to Japan) and outflows (Japanese
moving out of Japan). As you can see overleaf in Chart 4, the number of Japanese people living
overseas for the long term grew by approximately 150,000 in five years and this trend is likely to
continue. On the other hand, the number of foreign residents (mid-/ long-stay residents and special
permanent residents) steadily increased by approximately 300,000 in five years until the end of 2005,
but the growth rate has been volatile since 2006.
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Foreign residents increased modestly from 2005 to 2010 due to the global financial crisis and the Great
East Japan Earthquake curbed their growth from 2010 to 2015, but their number increased substantially
from 2015 to 2019 following the deregulation on student and working visas. Foreign residents increased
by approximately 170,000 in the 2018 on a single-year basis against the IPSS’s estimate of 70,000.
Given the assumed demographic changes, the number of foreign residents in Japan might emerge as a
key topic in the market, just like the inbound tourism theme did a few years ago.

Created by Sumitomo Mitsui DS Asset Management based on data up to 2019 from the Ministry of Justice

Chart 4:  Growth rate of foreign residents and Japanese

living overseas (100k)

Chart 3: Foreign residents and Japanese living overseas
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I want to mention three points about the potential impact of these shifts on the stock market. Firstly,
sectors such as general contractors, transportation, staffing services that have enjoyed increases in
selling price and high profitability thanks to labour shortages may see their profit margins shortening.
Secondly, earnings growth of domestic demand-oriented industries could decline as the number of
households will hit a peak with an acceleration of depopulation. Thirdly, companies which are popular
among female and foreign workers or those that designate them as target customers might draw
attention amid a decrease in the total population including the working-age group, considering that
women and foreign workers are likely to increase consumption as their salaries increase.
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