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Flash manufacturing PMI hits seven-month high in October

= Manufacturing PMI" rises to 52.8

® New order growth reaches eight-month high
® Qutput prices rise, but only modestly

® Job creation remains stagnant

Japan’s manufacturing sector is showing further signs
of recovering after the hike in the country’s sales tax
caused the economy to weaken.

At 52.8 in October, up from 51.7 in September, the
flash Markit/JMMA Japan Manufacturing PMI signalled
the largest monthly improvement in business
conditions since March.

New orders to drive production upturn

Output growth was slightly weaker than in each of the
prior two months, but inflows of new orders rose at the
fastest rate since February, boding well for an
acceleration in growth of production in coming months.

The upturn in new orders was driven by a combination
of rising domestic demand as well as faster growth of
exports. New export orders showed the second-largest
rise since January. Exports have been buoyed in part
by the yen remaining some 10% weaker than a year
ago, despite appreciating slightly in recent weeks.

In a further sign that production will rise in coming
months, the amount of inputs bought by manufacturers
showed the biggest monthly increase since February.
Supply chain delays were the worst since February as
a result of the upturn in demand for inputs, highlighting
how the sector has become busier in the face of rising
demand.

The survey therefore provides some welcome news
that growth of manufacturing output should start to
improve after official data showed a 1.9% decline in

August, leaving production 2.0% lower than a year ago.

The order book data suggest that manufacturing
shipments should likewise pick up, after official data
showed a 2.1% decline in August.
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Japan manufacturing PMI and factory output
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Recession avoided?

It remains uncertain, however, as to whether Japan
avoided a slide back into recession in the third quarter.
GDP fell 1.8% in the second quarter as demand
slumped in response to a hike in the country’s sales
tax from 5% to 8%. PMI data point to a mere 0.3% rise
in GDP in the third quarter, but the official data have so
far come in somewhat weaker than the PMI in July and
August. Manufacturing output, for example, is running
2.5% lower on average than in the second quarter. A
second successive quarterly decline in GDP should not
be ruled out.

More data will of course be required before any
decision should be made as to whether the
government should go ahead with a planned hike in
the sales tax to 10% in October 2015, but the flash
manufacturing PMI raises hopes that the underlying
trend in the goods-producing sector is picking up.

Prices rise at faster rate

The survey also brought good news on prices. A
combination of the weakened yen and rising demand
for raw materials meant manufacturers’ input prices
rose at the fastest rate since February. Factory gate, or
selling, prices rose as a result, albeit only marginally.
The rise in charges nevertheless adds further evidence
to suggest that Japan is succeeding in beating
deflation.

However, the rate of growth of output prices remains
only very slight, and the strengthening of the yen
against the US dollar and the euro in recent sessions
suggests the currency could start to have less of a
positive impact on both export growth and prices. The
yen dropped over 5% against the US dollar in
September but has since recouped almost half of that
loss in October.

Employment stagnates

A key concern is that, despite the upturn in new orders,
companies left their payroll numbers largely
unchanged again in October. A strengthening labour
market feeding through to higher wages is a pre-
requisite for deflation to be truly beaten.
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Click here for more PMI and economic commentary.
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