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Nikkei Japan PMI signals steady expansion in August, but costs still elevated

B Composite PMI New Orders Index hits four-month
high
® Export trend remains weak

B |nput price inflation still elevated

Nikkei PMI data indicated that the Japanese economy
continued to expand in August, extending the current
stretch of growth to nearly two years and the longest in
the survey history. However, the upturn remained
marred by sharp cost increases.

Steady third quarter growth

The Nikkei Japan Composite PMI™ Output Index
rose slightly from 51.8 in July to 52.0 in August. The
average reading for the third quarter so far signals a
steady rate of growth of business activity in the
economy, commensurate with annual GDP growth of
approximately 1%.

Encouraging signs of strengthening client demand
were also seen during the month. New business
intakes grew at the fastest rate in four months and
above the average seen over the first half of the year,
easing concerns of weakening demand after a
disappointingly soft reading in July.

Sector-wise, the manufacturing economy continued to
lead the upturn in business activity, although the
expansion of the goods-producing sector appeared to
be increasingly driven by domestic markets, with
export sales falling over the month.

Export weakness

Following a solid start to the year, export growth has
faltered dramatically in recent months. There has been
no increase in export orders reported in the past three
months, partly reflective of weaker global trade
conditions, meaning the recent export trend is the
worst recorded by the PMI for two years.

Overall expectations towards factory production in the
year ahead were the lowest since the fourth quarter of
2016, with anecdotal evidence suggesting that growing
trade frictions had weighed on overseas sales.

Japan PMI and economic growth

Nikkei Japan Composite PMI Real GDP, annual % change
60 6

55

50

45

Real GDP

40

== Nikkei PMI
35

30
2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

-12

Sources: IHS Markit, Nikkei, Japan Cabinet Office

Japan manufacturing exports and business confidence

Nikkei Japan Manufacturing PMI
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Japan PMI price gauges
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In addition to trade tensions, an ongoing shortage of
inputs, such as electronic components and metals,
were often reported to have disrupted manufacturing
operations. Delivery times again lengthened markedly
in August.

Elevated cost pressures

The survey also highlighted how Japanese firms
continued to face steep cost pressures midway
through the third quarter. August data showed the rate
of increase of input costs remaining well above the
historical average and among the highest seen for a
decade. |Increased prices for steel, electronic
components, plastics, chemicals and oil were widely
cited. While firms managed to pass on some of the
costs to customers, the much slower comparative rise
in output prices suggest there is still notable pressure
on profit margins.
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Click here for more PMI and economic commentary.
For further information, please visit www.ihsmarkit.com
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