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May flash PMI data sighal economic acceleration to fastest since 2013 midway into

the second quarter

Following the strong official Q1 GDP and April inflation
readings, May flash PM! data indicated growth continuing at
the fastest rate since October 2013 while inflation remained
broadly elevated across Japan's private sector.

Meanwhile, despite the difference in manufacturing and
service sectors performances remaining marked in May,
manufacturing output expanded for the first time in almost
a year with renewed demand growth invigorating the goods
producing sector. Improvements in supply chain conditions
also supported manufacturing production.

The broad optimism across the private sector further hinted
at likelihood for the ongoing robust expansion of the
Japanese economy to continue in the near-term.

Flash PMI indicate Japan's private
sector grew at the fastest pace since
October 2013

Japan PMI and economic growth
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The au Jibun Bank Flash Japan Composite PMI, compiled
by S&P Global, rose to 54.9 in May from a final reading of
52.9 in April. Posting above the 50.0 no change mark for
the fifth straight month, the PMI indicated growth
sustaining for Japan's private sector since the easing of
COVID-19 related border restrictions in late 2022.
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Furthermore, the pace of growth was the fastest since
October 2013 and was supported by both manufacturing
and services expansion for the first time since June 2022.
The latest reading is broadly consistent with GDP growing
at an annual rate of around 2%.

Japan's service sector expands at
survey record pace while goods
production growth renews

To a large extent, Japan's growth remains buoyed by
service sector outperformance in May. Services activity
expanded at a fresh record rate for the survey in May,
reflecting sustained improvements in private consumption
and international tourism amid further dissipation of
COVID-19 related disruptions. Despite the peak of the 2023
cherry blossom season having passed in May, the latest
PMI data indicated that service activity, including travel,
recreation and transportation, continues to fare strongly
and has yet to reach the end of the current boom cycle.
Employment levels within Japan's service sector also
expanded at the second fastest pace on record, just
behind the rate of expansion recorded pre-pandemic in
April 2019.

Japan PMI output by sector

Survey index, 50 =no change on prior month
65

5 A A
A

35

A AT

30 e P manufacturing output
25 PMI services activity
20
'8 09 M0 11 12 13 14 15 16 17 18 19 20 21 22 23

Source: au Jibun Bank, S&P Global Market Intelligence.
© S&P Global 2023.



Manufacturing output, in contrast, expanded at a much
slower pace compared to services in May. The latest
reading nevertheless marked the first month of growth for
the export-dependent factory economy. Helping to reverse
the production trend into growth had been a renewed
expansion in new orders for Japanese manufactured goods
in May, although this appears to be domestic driven with
new export orders remaining in contraction territory
despite the weak yen situation. Simultaneously, the
Suppliers' Delivery Times Index signalled a marginal
improvementin lead times, the first since a brief respite
observed in January 2020, enabling better production
efficiencies.

While the gap between manufacturing and service
performance remains marked midway into the second
quarter, the latest data showed a narrowing of the gap to
the slightest since last December. PMI data in the coming
months remain necessary to draw further conclusions of
any reconvergence between manufacturing and service
sector performances.

PMI price indices signal still-elevated
inflation in Japan

The latest au Jibun Bank Flash Composite PMI price
indices meanwhile suggest that, while inflationary
pressures eased from April, they remained broadly
elevated in May.

Pent-up demand from consumers continued to drive up
input costs for service providers which led firms to share
these cost burdens at a heated rate with their clients.
Manufacturing input cost inflation eased more quickly in
May, however, unsurprisingly with the easing of supply
chain stress for Japanese manufacturers. Consequently,
goods producers raised their charges at the slowest rate
for 177 months in May, in part with hopes to increase sales.

Japan inflation
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On a composite level, input cost inflation rose at its slowest
rate for 17 months, but still running well above the average
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level in May. Output price inflation meanwhile descended
to match its 12-month average but remained consistent
with Japan's CPI staying elevated in mid-year.

Japan firms maintain strong optimism
on outlook

The latest flash PMI data for May hint at the likelihood of
persistent growth midway into the second quarter. The PMI
future output index, the only sentiment-based sub-index,
further adds to the odds that we will see robust growth
sustained in the coming months. Posting monthly data in
advance of the quarterly Tankan survey, the strong positive
correlation of the future output index with the Tankan's all-
enterprises' business conditions index further indicates
that we may continue to find see positive readings from the
closely watched Bank of Japan survey.

Japan PMI future output and Tankan survey
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Additionally, strong positive correlations found between
the Japan composite PMI and the Nikkei 225 index offer
some support for the Japan equity index, which touched a
33-year high recently. Although the weaker domestic
currency has a part to play, the outperformance of the
Japanese economy, according to the flash PMI data, backs
the optimism in the equity space.

Japan PMI and Nikkei 225index
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https://www.pmi.spglobal.com/Public/Home/PressRelease/ffd8163e989c4bf5ba149d7b24b0cbcc

Links to more resources

— Sign up to receive updated commentary in your
inbox here.

— Calendar of upcoming PMI releases

- Running commentary on the PMI survey findings

- PMI Frequently Asked Questions

- Background to the PMIs (video)

- Understanding the headline PMI and its
various subindices

— PMI data use-case illustrations, from nowcasting to
investment strategy

- PMlpodcasts

- How to subscribe to PMI data
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