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Flash manufacturing PMI signals solid Q1 GDP

B Flash PMI hits lowest since December 2016 but Q1
average strongest in three years

B Exports expand at slower rate
® Solid jobs growth as capacity pressures build

B Costs continue to rise at one of the steepest rates in
two years, while selling prices are broadly stable

PMI data signal the slowest rate of growth of Japan’s
manufacturing sector since December 2016. At 52.6 in
March, the Nikkei Flash Japan Manufacturing PMI was
down from 53.3 in February.

However, the PMI has now remained above the 50.0
no-change level for seven successive months, and the
average reading over the first quarter is the highest
since the first quarter of 2014, indicating solid growth
momentum.

The headline manufacturing PMI comprises various
sub-indices derived from survey questions on output,
new orders, employment, inventories and suppliers’
delivery times. This means the PMI acts as a broad
indicator of the health of the manufacturing sector.

The sub-indices reveal more detail about each month’s
performance than the headline PMI. At the moment,
exports continue to grow at a steady clip, as yen
weakness boosts competitiveness, although some pull-
back in export growth was seen in March due to the
yen'’s recent recovery against the US dollar.

The currency’s weakness means inflationary pressures
have risen, with input prices climbing markedly.

Further increases in new orders, backlogs of work and
purchasing activity, albeit at softer rates, meanwhile all
point to the upturn continuing in April.

The Flash PMI data reinforce confidence that the
sustained expansion in the manufacturing sector will
provide a significant fillip to the economy in the first
quarter. February’s Nikkei Japan Services PMI also
point to a robust tertiary sector performance.
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Manufacturing jobs

Nikkei Japan PMI, 50 = no change Japan manufacturing employment, annual % change
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Output growth remains solid

Although growth of manufacturing output eased from
February, the rate of expansion in recent months has
been sufficient to suggest manufacturing will contribute
substantially to the economy in the first quarter.

Export demand drives production higher

A major driver of the increase in production was a
further rise in manufacturing exports during March. The
new export orders index indicated that export sales
rose for the seventh straight month, albeit at the
slowest rate since December.

The survey found stronger overseas demand was
supported by a relatively weak yen. However, the
recent appreciation of the yen, up 5% against the US
dollar so far this year, may provide less of a
competitive advantage if the trend continues.

More hiring as capacity pressures build

Factory hiring continued at a robust pace in March,
with the rate of job creation unchanged from
February’s near three-year peak. The appetite to hire
was largely driven by a solid pipeline of incoming new
orders and rising backlogs.

Inflationary pressures persist

Manufacturers’ average input prices continued to rise
at one of the steepest rates seen since January 2015.
This was in part due to the weaker yen driving up the
cost of imported inputs, while higher prices for global
commodities were another factor.

However, greater cost burdens were seemingly
absorbed by Japanese manufacturers, as average
prices charged by goods producers fell fractionally in
March.
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