
 

China 
PMI surveys point to best quarter for nearly six years

 December PMI rounds off best quarter in six years 

 Caixin Composite Output PMI rises to 45-month high 

 Rising raw material prices fuel fastest cost inflation 

in over five-and-a-half years 

Chinese business conditions strengthened further at 

the end of 2016, thereby sustaining the solid upturn 

seen throughout the final quarter. However, although 

the stronger expansion helped to limit job cuts, the 

upturn was accompanied by a further sharp rise in 

commodity and raw material prices. 

The Caixin China Composite PMI Output Index, 

compiled by Markit, rose from 52.9 in November to 

53.5 in December, the joint-highest since the start of 

2011. The latest reading signalled an acceleration in 

the pace of business activity growth. The average PMI 

reading for the past three months picked up to 53.1 

from 51.7 in the third quarter. This was the strongest 

quarter in almost six years.  

Stronger expansions in both manufacturing and 

services lifted the composite reading in December. The 

back-story of weak manufacturing conditions amid 

ongoing economic restructuring has subsided, with 

manufacturing growth now broadly in line with that 

seen in the service sector. 

Employment close to stabilisation 

The recovery in business conditions, particularly in the 

manufacturing sector, helped to further slow the rate of 

job shedding. While hiring in the service sector slowed 

marginally in December, and manufacturing jobs 

remained in decline, latest PMI employment indicators 

at least suggest a stabilising job market. Further 

expansions in activity and new business in 2017 could 

help reverse the current contraction in China’s 

workforce in coming quarters. 

Surging prices 

Prices for raw materials and commodities surged. A 

strong dollar has also exacerbated the costs of US$-

denominated imports. Manufacturing input prices 

soared to the highest since March 2011. In contrast,  
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cost inflation in the service sector remained 

comparatively muted despite picking up to the quickest 

in almost two years, in part reflecting the inclusion of 

wages in the services cost index (manufacturing just 

includes purchase prices). 

Headwinds abound 

The combination of improving client demand and 

shrinking manpower has meanwhile boosted 

productivity, especially in the manufacturing sector. For 

a government seeking to reduce excess capacity in the 

industrial economy, this is welcome news.  

However, the shift towards a consumption-based 

economy appears to be far from done. Growth in the 

service sector, a proxy for domestic consumption, 

remained below its long-run series average. Moreover, 

modest job creation at service providers failed to offset 

the decline in manufacturing payrolls.  

The upturn in business conditions amid signs of 

greater client demand is yet to be accompanied by 

stronger growth in private investment, suggesting that 

businesses remain cautious. Expectations of slowing 

support from fiscal and monetary policies, as well as 

uncertainties concerning global trade growth, are 

among the economic headwinds in China. 
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