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Flash PMI signals steepening job losses amid near stagnation of activity

= Flash manufacturing PMI™ at 50.5

® Qutput and new orders continue to show only
modest growth despite upturn in exports

® Job losses greatest since February 2009
® Prices fall at faster rate

Another month of near stagnant business activity was
reported at China’s factories in September.
Disappointingly weak growth of output and new orders
caused firms to cut staff numbers at a faster rate than
the prior month in an attempt to scale back capacity
and cut costs. Prices meanwhile fell at an increased
rate, in part due to more aggressive price discounting
in the face of weak sales. More positively, export
orders showed the largest monthly gain since early-
2010.

Business activity continues to stagnate

The flash HSBC Manufacturing PMI, compiled by
Markit, rose from 50.2 in August to 50.5 in September.
With the index only marginally above the 50.0 no-
change level, the survey pointed to another month of
almost no growth of business activity in the goods-
producing sector.

Output grew only modestly, expanding at a rate
unchanged on August, reflecting another month of
weak inflows of new orders. Although growth of new
orders picked up slightly, largely driven by an upturn in
foreign demand, the overall improvement in order
inflows remained disappointingly weak as a result of
lacklustre domestic demand.

Manufacturers consequently continued to focus on
cost cutting, resulting in the largest monthly reduction
in headcounts since February 2009, when employment
was being slashed at the height of the financial crisis.

It's not just employment that's being cut: prices are
also being reduced in an effort to boost flagging sales.
Prices charged by factories for goods showed the
steepest monthly fall since March.

Markit Group Limited | Registered in England and Wales | Company no. 4185146

China industrial production

Industrial production, annual % change

20

China exports

HSBC (Markit) PMI

65

Industrial production

e HSBC/Markit Manufacturing PMI Output Index

60

55

50

45

40

‘08

‘09

China's exports, y/y% change (3-m ave)

50

40

30

20

-20

-30

11 12 13 14

35

Sources: Markit, NBS (via Ecowin)

HSBC/Markit PMI

65

China exports

e HSBC/Markit PM| New Export

Orders Index

25

04

‘05

‘06

‘07 ‘08

Manufacturing payrolls

‘09 10 11 12 13 14

Sources: NBS, Markit

HSBC (Markit) Manufacturing PMI Employment Index

56

50

46

44 T T T T T T T T T
Jan05 Jan06 JanO7 Jan08 Jan09 Jan10 Jan11 Jan12 Jan13 Jan 14

A

M

I

|

WATA|

|

W

\

Source: Markit

compiled by markit



Markit Economic Research

markit

Input prices also fell, likewise dropping at the fastest
rate since March, alleviating some of the squeeze on
manufacturers’ profit margins. Lower input prices were
primarily linked to suppliers competing on price to win
sales. Suppliers’ delivery times — a key gauge of
inflationary pressures in the supply chain — showed
barely any change in September.

Weak price pressures, sluggish growth
add to calls for more stimulus

The survey results therefore suggest that consumer
price inflation, already down to 2.0% in August from
2.3% in July, may well fall further in coming months.

However, the survey brings slightly better news in
respect of exports, suggesting that the steep
improvement in export growth signalled by the official
data in recent months (a 10.2% annual increase on
average in the three months to August — the largest

increase for over a year) has continued into September.

The survey also suggests that growth of industrial
production should pick up after the surprise weakening
to an annual pace of just 6.9% in August.

The underlying sluggish pace of factory output growth
and lacklustre domestic demand signalled by the
survey, as well as the worrying downward trend in
employment, will nevertheless continue to put pressure
on the authorities to do more to boost economic growth
and meet the government’s 7.5% growth target for the
year.
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Consumer prices and capacity constraints
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Click here for more PMI and economic commentary.
For further information, please visit www.markit.com
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