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June Machinery Orders & Jul.-Sep. Forecast
- Moderate Recovery Expected

June Machinery Orders

On August 14, the Cabinet Office released June Machinery Orders. Core machinery orders
(private-sector excluding shipbuilding and electric power companies), indicating domestic capex
trend, rose 8.8% m-o-m first time in three months. However, this rise could not fully compensate the
decline of 19.5% in May. Consenquently, Apr.-Jun. quarter declined by 10.4% g-0-q, significantly

undershooting the estimated 0.4% g-0-q increase. This was the first decline in five quarters, and the

first double digit decline since Jan.-Mar. 2009.

(Yen Trillion) Core Machinery Orders & Overseas Orders
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(Note) 1 .Data Period: Monthly from Jan. 2007 to June 2014. Quarterly from Jan.-Mar. 2007 to Jul.-Sep. 2014(estimate) based on monthly value.
2. Core machinery order is private sector excluding ships and electric power companies.
(Source) SMAM, based on the Cabinet Office data.

The orders of the manufacturing sector and the non-manufacturing sector for Apr.-Jun. quarter
declined by 8.5% and by 6.7% respectively, both g-0-g. The sectors which contributed negatively in
a substantial manner were electrical machinery (-16.0% g-o0-q), other transport & equipment (-23.8%
g-0-q) and foods & beverages (-28.5% g-0-q) classified in the manufacturing sector, and agriculture,
forestry & fishing (-35.9% @-0-q), telecommunications (-15.1% g-0-q) classified in
non-manufacturing sector. On the other hand, sectors which contributed positively were wholesale &
retail trade (+18.2% g-0-q), finance & insurance (+21.5% g-0-q) and construction (+12.8 g-0-q).
It seems that pullback of rush demand ahead of the consumption tax hike and that of the IT
investment due to the termination of the maintainance support service of Windows XP were the main

reasons for the Apr.-Jun. quarter decline.
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Jul.-Sep. Forecast and Focus

Jul.-Sep. forecast of the core machinery orders increased 2.9% g-0-q. However, the pace of
recovery is slow, as the increase in orders is much smaller compared to the decline in Apr.-Jun.
quarter, and Jul.-Sep. forecast declines 2.3% y-o-y. It is noted that the estimated orders across
sectors, except the private sector, are generally weak due to pullback of the strong demand in
Apr.-Jun. quarter. For instance, overseas orders declines 28.3% and government orders which has a
strong linkage to public expenditure declines 14.2%.

| anticipate that the demand of domestic capex will recover as the overseas investment is less
appealing due to the JPY depreciation. | think the recovery of the private consumption after this
summer will be a key to determine the direction of private capex recovery. My view is that the
Japanese economy will gradually improve from Jul.-Sep. quarter unless a serious external shock,
pulling down the whole economy, would happen. | expect that the private capex will also start to

recover following the improvement of the economy with interval.
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