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Japan

Manufacturing PMI rebounds in May

® Flash PMI at three-month high in May, adds to
hope of moderate recovery

® Order book growth remains sluggish due to
near-stagnant exports

® Weakening price pressures add to scope for
further policy stimulus as input costs show
smallest rise since 2012

Business activity picked up in Japan’s manufacturing
sector in May, providing hope that the economy may
have retained moderate growth momentum in the
second quarter.

However, export growth has almost stalled so far in the
second quarter and price pressures weakened,
suggesting further stimulus from the Bank of Japan
should not be ruled out.

PMI revives from 11-month low

The Markit Japan Manufacturing PMI rose from an 11-
month low of 49.9 in April to reach a three-month high
of 50.9 in May, according to the preliminary ‘flash’
estimate which is based on approximately 85% of
usual monthly replies.

Production levels rose, having slipped briefly into
decline in April, and new orders increased for the first
time in three months.

The survey data suggest that manufacturing output —
which fell for a second successive month in March
according to the latest official data — has picked up
slightly, therefore painting a brighter picture for the
overall economy in the second quarter. GDP rose
0.6% in the first quarter, according to initial estimates,
but after stripping out a large inventory build-up,
growth was a less impressive 0.4%.

The upturn in demand in May was also sufficient to
encourage factory owners to take on extra staff to the
greatest extent seen so far this year.

Still in a soft patch

However, although reviving, the rate of growth of
output, order books and employment all remained well
below the robust rates seen early last year, prior to the
sales tax rise.

Markit Economic Research
21/05/2015

Japan manufacturing PMI and factory output
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The survey, therefore, suggests that the manufacturing
sector remains stuck in a soft patch that has followed
the tax rise, with weak domestic demand accompanied
by sluggish export sales arising from lacklustre
demand in key overseas markets such as China.

The May survey showed new export orders barely
rising for a second consecutive month, the rate of
growth having slowed to near-stagnation in April.

The lack of overseas sales growth is a particular
concern given the yen’s depreciation, with the currency
having held fairly steady so far this year but trading
down almost 10% on a year ago in May on a trade-
weighted basis.

Don’t rule out further stimulus

The survey also brought disappointing news for a
government chasing a target of 2.0% inflation. After
stripping out the sales tax rise, the central bank
estimates the core consumer price index was flat in
March, and the manufacturing data point to a
weakening of core price pressures in both April and
May. Manufacturers’ input costs rose only marginally in
May, showing the smallest monthly increase since
December 2012. Prices charged by factories were
unchanged during the month.

With underlying inflation well below the central bank’s
target and the economy struggling amid weak
domestic demand and stalling export growth, the
chances of the Bank of Japan sanctioning further
stimulus cannot be ruled out, but the big question is
what form such stimulus would take. Interest rates are
at zero and the bank is already engaged in a
quantitative easing plan of unprecedented scale,
intended to double the country’s monetary base.
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Click here for more PMI and economic commentary.
For further information, please visit www.markit.com
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