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Japan

PMI commentary

Survey data point to economy gaining strength after disappointing Q1 GDP

® GDP falls 0.2% q/q in first quarter after 0.1% gain in
the previous quarter

® Flat private consumption growth, falling investment
spending and slower export growth all acts as drags
on economic activity

® Data may get revised higher, and surveys point to
second quarter upturn

The Japanese economy shrank in the first three
months of 2018, according to the preliminary estimate
of gross domestic product, but survey data suggest the
economy is continuing to expand, and that growth
could accelerate in the second quarter.

Disappointing start to 2018

The first estimate of gross domestic product from
Japan’s Cabinet Office showed the economy
contracting 0.2% in the first quarter of 2018, signalling
an end to a two-year period of growth.

The disappointing news was compounded by a
downward revision to growth in the closing quarter of
last year to just 0.1%.

In annual terms, real GDP in the first quarter was 1.0%
higher than a year ago, its slowest year-on-year growth
rate since the second quarter of 2016.

Key drags on the economy were flat private spending

and a quarterly decline of 0.3% in domestic investment.

A slowdown in export growth also weighed on
economic activity, suggesting the appreciation of the
yen in the first quarter has affected export
competitiveness. The yen gained 6% against the US
dollar in the three months to March.

Brighter future?

In the first instance, it's important to bear in mind that
Japan’s GDP data are notorious for being revised after
initial estimates. The fact that the first quarter decline
contrasted with ongoing (albeit slower) expansion
indicated by survey data hints at the official data being

revised slightly higher at the second reading (8th June).
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Furthermore, recent Nikkei PMI surveys, conducted by
IHS Markit, point to economic growth picking up at the
start of the second quarter. The surveys also provide
evidence of domestic demand taking a larger role in
driving economic expansion. In particular, service
sector business activity rose in April at the strongest
rate since last October, suggesting private
consumption has accelerated.

Tight labour market conditions and rising wage growth
also support further household spending growth. The
unemployment rate remains close to a 24-year low,
while growth in average earnings rose to the greatest
extent for nearly 15 years during March. Works related
to the 2020 Tokyo Olympics may also boost economic
activity.

Stronger domestic demand could help offset the loss of
growth momentum seen in the external market. The
PMI's gauge for export sales registered the weakest
growth in the current 20-month expansion cycle during
April, in line with slower global economic growth,
suggesting that Japan’s economy may not benefit as
much from export demand as it did in 2017.

Monetary policy

The latest GDP data diminish the odds of the Bank of
Japan considering dialling back its monetary stimulus
this year. Already, the BOJ has struggled to boost
inflationary pressure despite aggressive easing, with
Governor Kuroda attributing the low inflation

environment to the deflationary mind-set of the
Japanese consumer.

While the March wage data were encouraging, it's
widely anticipated that it will require a prolonged period
of sustained pay growth for Japanese consumers to
increase spending.

We’'ll know more next week about economic activity in
the second quarter with the publication of flash
manufacturing Nikkei PMI data for May, but the
likelihood is that the first quarter's contraction will
prove temporary. As such, the survey data suggest
there is no need for policy to be loosened to help the
economy, as current settings are sufficient to keep
economic growth on a steady momentum.

Japan unemployment rate and wage growth (Latest: Mar 2018)
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Click here for more PMI and economic commentary.
For further information, please visit www.ihsmarkit.com
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