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Japan

PMI surveys point to second quarter economic decline

f Nikkei PMI surveys signal decline in activity for Economic growth indicators
third month running  in May

fSecond quarter on course to see worst
economic performance for two years

f Manufacturing downturn accompanied by near -
stagnan t service sector

f Declining backlogs of work and fewer input
purchases point to further downturnin June

The Nikkei PMI data for Japan, compiled by Markit,
cast doubton JapDQfV DELOLW\ WR FRQWLQXH JURZLQJ DIWHU
a surprisingly buoyant start to the year.

The economy grew 0.4% (1.7% annualised) in real
terms during the first quarter, according to official
estimates. The increase caused sighs of relief, as the
economy had contracted in the fourth quarter. A further
fall in the first quarter would have indicated a technical
recession. However, the PMI surveys, which also
signalled growth in the first three months of the year,
have since lost ground, suggesting GDP could return
to contraction in the second quarter.

Manufacturing output

Looking across both manufacturing and services, an
average PMI reading of 49.2 in May was up only
marginally on the two-year low of 48.9 seen in April.

At 49.0, the average PMI reading for the second
quarter so far is down from 51.2 in the first quarter and
is the weakest since the second quarter of 2014, a
time when Japan was reeling from a hiking of the sales

. Services activity
tax from 5 to 8%.

The surveys showed factory output falling for a third
month running in May, declining at the fastest rate
since the tax hike of April 2014. Excluding the time
around the Fukushima disaster, the aforementioned
period two years ago and a slowdown in December
2012, we have to go back to the global financial crisis
to see a steeper rate of decline than seen in May.

The situation is slightly better in services, where the
PMI data indicated a return to growth for the first time
in three months in May. But the expansion was only
marginal, failing to offset the manufacturing downturn.



