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A simple guide to nowcasting Taiwan’s GDP using the PMI

®m Nikkei PMI data are available faster than GDP
and are published monthly instead of quarterly,
providing an accurate advance guide to
economic growth

® Simple ‘ready reckoner’ gives reliable implied
GDP estimates

PMI data can be used to provide a simple but
surprisingly accurate guide to Taiwan’s GDP growth
rate well in advance of official statistics.

The Nikkei Manufacturing PMI™, compiled by Markit
since 2004, provides an early indication of the health of
the economy. It is published on the first day of the
month with data relating to business conditions in the
month just passed. As such, it is the first economic
indicator available each month.

With the industrial sector accounting for around one-
third of all economic activity in Taiwan, and over one-
in-three jobs, the manufacturing PMI acts as an

accurate barometer of the health of the wider economy.

A key advantage of the PMI is that it is also available
monthly whereas GDP data are only issued on a
quarterly basis.

Comparisons of historical data in fact show that the
headline PMI — which is a composite indicator based
on individual survey measures of output, new orders,
employment, supplier capacity constraints and
inventories — exhibits its highest correlation (78%)
when acting with a lead of three months against official
published annual GDP growth rates.

The high correlation can be used as the basis of PMI-
implied GDP growth rates. Our model uses a simple
OLS regression where quarterly averages of the PMI
are used as the single explanatory variable to
approximate the annual rate of GDP growth.

Although the regression yields an adjusted r-square of
0.61, the model clearly produces an accurate advance
guide to GDP growth such that:

Annual % change in GDP = (PMI x 0.627) — 29

The regression analysis translates into the following
implied GDP growth rates:

PMI Annual GDP % change
40 = -3.9
45 = -0.8
50 = 2.3
55 = 55
60 = 8.6

The following chart uses axes scaled according to the
regression results:

Taiwan GDP and the PMI
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An index reading of 46.2 is in fact comparable with no
change in GDP compared to a year ago, with each
index point above (below) roughly equivalent to 0.6%
growth (decline).

At 51.6, the average reading for the first quarter of
2015, for example, equates to 3.4% GDP growth. The
second quarter reading of 48.3 is meanwhile indicative
of just 1.3% growth.
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