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Flash manufacturing PMI hits one-year low

® HSBC Manufacturing PMI drops from 49.6 to
49.2 according to preliminary April reading

B Exports show modest improvement but
domestic demand weakens further

B Prices show further marked decline

B Soft data adds to chance of further policy
stimulus

B Data add to darker dividend outlook

The HSBC Manufacturing PMI for China slid to a one-
year low in April, according to the preliminary ‘flash’
reading, signaling an increased rate of decline in the
world’s largest goods-producing economy and raising
the possibility of further stimulus from the government.

At 49.2 against 49.6 in March, the PMI (compiled by
Markit) signalled a deterioration in business conditions
for the second successive month and the largest
manufacturing downturn since April of last year.

Factories reported a second consecutive month of
falling volumes of new orders, causing production to
more or less stagnate.

The weakening order book trend signalled an
increased downturn in domestic demand. New export
orders, in contrast, rose slightly for the first time in
three months, providing a glimmer of good news.

However, the upturn in exports was insufficient to
prevent companies from cutting their headcounts again
as factories sought to reduce operating capacity.
Volumes of inputs bought also fell, showing the largest
monthly decline since March of last year, as firms
pared-back production requirements in the face of
weaker demand.

Slumping global commodity prices meanwhile led to
another marked drop in prices paid for inputs, which in
turn fed through to another steep drop in average
selling prices. Although the falls in both input prices
and factory gate prices were weaker than seen at the
start of the year, the marked rates of decline point to
ongoing deflationary pressures in China’s industrial
sector.
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China economic growth and the PMI
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Further policy loosening ahead

The drop in the PMI in April clearly represents a
disappointing start to the second quarter, raising the
possibility of economic growth having lost further
momentum compared to the already-weak rate seen in
the opening quarter of the year.

Gross domestic product grew at an annual rate of just
7.0% in the first three months of the year, its weakest
rise since the height of the global financial crisis in
early-2009 and threatening the government’s growth
target of “around 7%” for the year.

The slowing in the pace of economic growth so far this
year has consequently already prompted further
stimulus from the authorities, and further stimulus
should not be ruled out in coming months. The central
bank cut its reserve requirement ratio by a full
percentage point to 18.5% on 15" April — the largest
such trimming in the amount of capital that banks have
to leave with the central bank when making loans to
the private sector since November 2008.

The latest action follows two interest rate cuts and one
RRR cut since last November. The monetary loosening
has been accompanied by a relaxation of housing
market measures, previously designed to hold back
house price growth, as well as increased infrastructure
spending by the government.
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Whether the latest cut has the desired effect of
boosting bank lending remains doubtful, as demand for
loans also needs to rise. However, the fact that the
ratio remains at 18.5% indicates that the central bank
still has plenty of ammunition if it wishes to provide
further stimulus. Given the weak start to the second
quarter, it would be wise to expect further stimulus in
coming months.

Darker corporate outlook

In the absence of more aggressive stimulus, the
corporate outlook has likewise deteriorated compared
to last year. Markit's dividend forecasting team are
currently expecting the aggregate dividend of FTSE
China A50 companies to decrease by 3.3% year-on-
year in 2015, compared to 14.1% growth rate in 2014.

The negative dividend growth projected for 2015 is due
to the bleak expectation on oil & gas sectors and a
slowdown in the banks’ dividend growth. On a sector
level, Chinese banks are nevertheless expected to
contribute approximately 60% to the index total
dividends, similar to previous years. The financial
services sector is expected to realise the largest
dividend growth of 97.7% in 2015, benefitting from the
recent positive sentiment on the mainland capital
market.
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Click here for more PMI and economic commentary.
For further information, please visit www.markit.com
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