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Japan

PMI commentary

Japan’s manufacturers end second quarter on softer note

® Flash PMI slips to seven-month low of 52.0

® Upturn principally driven by exports

B Solid employment growth and elevated confidence
suggest firms are expecting further expansion

B Qutput prices rise at fastest rate in over 2% years

Signs of slower growth appeared in Japan’s
manufacturing sector in June, suggesting some waning
of the upturn seen earlier in the year.

The flash reading of the Nikkei Manufacturing PMI
came in at 52.0 in June, down from 53.1 in May and its
lowest since last November. The index nevertheless
remains in expansion territory, and June’s reading
rounded off the second-best quarter for over three
years. Order book growth was again principally driven
by rising exports, albeit with the rate of order books
wins moderating slightly in June.

Employment continued to rise at a strong pace as
business confidence about the year ahead remained
elevated, suggesting companies generally expect the
recent slowing to be temporary.

The survey also found further signs of moderate
inflationary pressures.

Clearer survey signals

While official data on manufacturing output have been
volatile in recent months, the signal from the PMI has
been clear: the sector has enjoyed a strong start to the
year. Despite the dip in the PMI in June, the first half of
the year has seen the strongest upturn for three years,
with the index signalling steady growth in each month.

By contrast, the official data have been harder to read,
with output falling in as many months as it has risen. A
2.1% decline in January was followed by a 3.1%
upturn in February. A subsequent 1.8% drop in
production in March was then followed by a 4.0%
surge in April (the latest month for which official data
are available).
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However, cut through this noise and the official data
also seem to be signalling a strong year so far on
average: the annual rate of increase has accelerated
to 7.1%. As such, like the PMI, the official
manufacturing data are now also painting the brightest
picture for around three years.

Exports drive upturn

While there were signs of an easing in the order book
growth in June, with inflows of new business
increasing at the slowest pace since last November,
rising exports continued to underpin the current upturn.
Despite export orders showing the smallest rise for
three months during June, the rate of growth remained
historically consistent with near double-digit annual
expansion in exports.

Expansion plans

Firms remained optimistic about the year ahead.
Expectations about future production continued to run
well above the survey’s historical average despite the
degree of optimism softening slightly compared with
May.

Buoyant business confidence meanwhile encouraged
firms to keep a solid pace of hiring even though
backlogs fell for the first time in five months, which
suggests that Japanese manufacturers expect the
recent slowing to be transient.

Price gauge hits 2%z year high

Finally, factory gate price pressures reached the
highest in over two-and-a-half years in June. Average
prices charged for Japan’s manufactured goods
increased at a rate not seen since November 2014.
Furthermore, input cost inflation picked up from May,
reflecting greater strains on supply chains, which could
result in faster growth of selling prices in coming
months.

Such signs of gathering price pressures will be
welcomed by the Bank of Japan, as rising industrial
prices tend to feed through to higher consumer prices.
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Click here for more PMI and economic commentary.
For further information, please visit www.ihsmarkit.com
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