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Japan 

Flash Japan Manufacturing PMI slips to eight-month low at start of Q3

 Flash PMI weakens to eight-month low of 52.2 

 Stagnant export orders weigh on upturn… 

 … but optimism reaches record high 

 Supply chain constraints suggest future inflation 

pickup 

Japan’s manufacturing economy signalled a further 

loss of momentum at the start of the third quarter, with 

the Flash PMI edging down to an eight-month low. 

Exports – a key source of growth– stagnated in July. 

At 52.2 in July, the flash reading of the Nikkei Japan 

Manufacturing PMI was broadly similar to 52.4 in June, 

though it signalled the weakest improvement in the 

health of the sector since last November. Nevertheless, 

the index remains in expansion territory and 

comparisons with official series suggest the latest 

reading is consistent with modest manufacturing output 

growth. 

New business continued to rise despite stagnant 

export sales, suggesting the domestic market served 

as the main driver of growth. However, the overall 

increase in new orders was the smallest for eight 

months. 

Stronger inflation likely 

Manufacturers meanwhile continued to see strong 

input cost inflation in July. This led firms to raise 

average prices charged for manufactured goods at a 

pace that, though modest, was one of the fastest seen 

in the survey history. 

Persistently strong increases in input prices reflected 

supply chain constraints: delivery times lengthened at 

a rate not seen for over six years in July (since the 

immediate aftermath of the 2011 earthquakes). The 

delays reflected greater demand for inputs (notably 

electronic components), supply shortages and 

insufficient supplier capacity. A lack of supply 

contributed to firms having to draw down existing 

stocks to meet demand. If demand continues to  
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exceed supply, suppliers not only tend to boost 

capacity, but also raise prices. 

As industrial prices put upward pressure on consumer 

prices, the Bank of Japan will be heartened to see any 

signs of gathering price pressures, especially when the 

central bank again pushed back the timing to meet its 

2% inflation target – for a sixth time. 

Buoyant expectations 

Despite the slowdown in order book growth, Japanese 

manufacturers remained buoyant about growth 

prospects and maintained a robust pace of hiring. July 

data showed that expectations about future output 

were at a record high (the future optimism series 

began in 2012), suggesting that the recent slowdown is 

widely expected to be temporary.  

Producers also anticipate of the need for increased 

capacity in the year ahead. Employment continued to 

grow at one of the fastest rates for a decade.  
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