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Japan 

PMI rises to six-month high as Japan’s economic upturn regains momentum 

 At 53.1 in April, composite PMI hits the highest since 

October 2017  

 Domestic demand drives upturn while export sales 

growth eases 

 Rising costs continue to push companies to raise 

selling prices 

The Japanese economy expanded at the strongest 

rate for six months at the start of the second quarter, 

according to survey data, allaying concerns of slowing 

business activity. April PMI data also suggest that the 

overall pace of growth will likely remain robust in the 

months ahead. 

Solid start to second quarter 

The Nikkei Japan Composite PMI™ Output Index 

rose from 51.3 in March to 53.1 in April, marking the 

strongest rate of improvement in the health of the 

economy since October of last year. The latest reading 

was indicative of quarterly GDP rising at a solid 0.8% 

rate at the beginning of the second quarter. 

Accelerating growth in new business inflows and rising 

backlogs of unfinished work suggest that the 

expansion in output has more room to run. However, 

Japanese firms were less optimistic about longer-term 

prospects for output. While still positive, the survey’s 

gauge of business expectations eased to an eight-

month low. 

Domestic-driven pick-up 

April’s surveys showed factory output growth picking 

up to the fastest for three months, while services 

business activity rose at the strongest rate since last 

October. The faster growth in business activity was 

matched with stronger increases in new business in 

both sectors, hinting that domestic demand is playing a 

key role in driving growth. Notably, goods export sales 

showed the smallest rise since the current trend of 

rising exports began in September 2016, suggesting 

that a stronger yen so far this year has hurt external 

demand. The yen is still up over 3% against the US 

dollar despite the recent depreciation.   
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Price pressures 

With the current upturn having now been running for 

over six consecutive quarters (according to the PMI), 

demand is exceeding supply. This has led to pressure 

on supply chains, which has in turn driven up input 

costs as vendors strive to manage demand through the 

pricing mechanism. 

Manufacturers consequently continued to report strong 

cost pressures during April, with anecdotal evidence 

revealing increased prices for fuel and metals in 

particular. Service providers also faced rising input 

prices, particularly from wage inflation and higher fuel 

costs. While overall input cost inflation eased further 

from January’s peak, it remained solid. 

Monetary policy 

Robust demand conditions continued to allow 

companies to raise selling prices to preserve margins. 

However, while encouraging, historical comparisons 

suggest that the ongoing rise in price pressures 

indicated by the PMI surveys remains slower than what 

the Bank of Japan would like. 

At 0.9% in March, the core consumer inflation rate (the 

central bank’s preferred gauge) remained well below 

the BOJ’s 2% target despite aggressive policy easing, 

highlighting the difficulties policymakers face in re-

inflating the economy.  

The stubbornly low inflation rate led the BOJ to remove 

its target date for reaching the inflation goal at the 

recent monetary policy meeting. Governor Kuroda 

pointed to the deflation mind-set of the Japanese 

consumer as a key reason for subdued inflationary 

pressure. This suggests that Japan’s ultra-

accommodative monetary settings will stay for the time 

being. 
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