
 

Japan 
PMI surveys show economy taking backwards step at start of fourth quarter

 Composite PMI drops to 49.5 and back into 

contraction territory 

 Data raise possibility of renewed downturn after 

third quarter growth revival 

 Renewed stimulus, weaker yen and export 

growth provide rays of hopes 

Japan’s economy took a backwards step at the start of 

the fourth quarter, intensifying concerns that the 

country is struggling in the aftermath of the sales tax 

hike earlier in the year. There are several reasons to 

be hopeful, however, that growth will pick up again. 

Renewed downturn 
Service sector activity fell for the sixth time this year in 

October, reversing an upturn that had been recorded in 

September, according to PMI data produced by Markit. 

The drop in activity was the largest since April, when 

the economy was hit by the introduction of a higher 

sales tax. 

The disappointing service sector news follow 

manufacturing results, which showed growth of goods 

production slowing closer to stagnation in October. 

A GDP-weighted average of the two surveys’ output 

indices slumped from a six-month high of 52.8 in 

September to 49.5 in October. By dropping below 50, 

the index signalled a marginal contraction of private 

sector business activity during the month, the first such 

deterioration since May. 

Having therefore indicated that GDP will have 

rebounded in the third quarter after the 1.8% decline 

recorded in the three months to June, the economy is 

in danger of sliding back into a downturn in the fourth 

quarter. 

Reasons to be cheerful 
The drop in the service sector survey data highlights 

the weakness of domestic demand in Japan, 

something which was also revealed in the 

manufacturing survey. However, one of the major 

effect of the ‘Abenomics’ stimulus plan has been a 

striking depreciation of the yen against the US dollar 

(see chart),   which  has  made  Japanese  goods more  
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competitively priced in many overseas markets. This 

resulted in goods export orders rising in October at the 

fastest rate since December of last year.  

With the announcement of additional asset purchases 

in late October, bringing the Bank of Japan’s 

quantitative easing programme up to ¥80 trillion per 

annum, the further depreciation of the currency as well 

as the financial stimulus should help engender 

stronger economic growth in coming months. 

An additional factor is the weather. With Japan having 

been hit by a series of ‘super typhoons’ in October, 

business was disrupted to a greater extent than usual 

for the time of year. The impact of weather disruptions 

was cited by many domestically-focused companies as 

having materially affected trading. The return of more 

normal weather conditions should therefore herald a 

bounce-back of business activity in November, 

especially in the service sector.  

Other survey indicators also hint at the possibility of 

growth picking up again. In the manufacturing sector, 

the amount of goods purchased for use in future 

production showed the sharpest rise since March. 

Backlogs of uncompleted orders also rose in the 

manufacturing sector to the greatest extent since 

March, suggesting a developing pipeline of work to 

undertake.  

However, any future growth may be disappointingly 

modest. Employment barely rose in both sectors in 

October, suggesting limited appetite to take on extra 

staff to boost capacity, and expectations of business 

activity in the service sector for the year ahead 

deteriorated compared to September. 
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Click here for more PMI and economic commentary. 

For further information, please visit www.markit.com 

Purchasing Managers' Index™ and PMI™ are either registered trade marks of Markit Economics Limited or licensed to Markit Economics Limited. 
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