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China’s economy downshifts in Q1 but slowdown unlikely to persist

B Composite PMI reaches six-month low on the back of
slower manufacturing and services growth

= New order growth slows ...

® ... but business confidence remains buoyant

Especially strong cost pressures persist in
manufacturing

The upturn in the Chinese economy lost some
momentum at the end of the first quarter, but forward-
looking indicators suggest that the slowdown is likely to
be temporary. March PMI data showed that order book
growth remained solid, while business optimism
continued to be buoyant. Price pressures meanwhile
stayed elevated.

Growth slows but remains strong

The headline Caixin China Composite Output Index,
compiled by Markit, fell to a six-month low of 52.1 in
March from 52.6 in February. Slower output growth
was linked to a deceleration in activity across both
manufacturing and service sectors. However, the rate
of expansion in both sectors remained robust.

Moreover, the March upturn took the average index
reading for the first quarter to 52.3, which is the
second-best quarter in four years and reflects
improving market conditions.

In a further sign that the slowdown in March is likely to
be temporary, new order growth for the first quarter
rose to a four-year high, with manufacturing export
sales returning to growth after more than two years of
largely declining, supported by the depreciation in the
yuan and strengthening demand in key markets.

Rising employment and confidence

A strengthening job market underscores the recent
health of the economy. Overall employment rose for
the second month in a row during March, albeit only
slightly, contrasting with job losses seen through much
of the past few years. Although job shedding continued
to be seen in the manufacturing sector, the rate of
decline in factory jobs for the first quarter was the

slowest in two years.
Continued...
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Furthermore, Chinese manufacturers have become
optimistic about future hiring for the first time since
June 2015, according to the Markit China Business
Outlook survey, suggesting that manufacturing
employment may head into growth territory in the
months ahead.

Firms' expectations of their output levels in the year
ahead also remained upbeat. March PMI data showed
the Future Output Index readings for both
manufacturing and services remaining above the 2016
average as a whole. Optimism was supported by
improving market demand and expansionary
government policies.

Price pressures remain strong

While there were recent signs of easing inflationary
pressures, cost increases nonetheless remained
elevated. The rise in input costs slowed for the third
successive month during March, but the average PMI
input prices index for the first quarter was nevertheless
still the second-highest in nearly six years.

Especially strong cost inflation continued to be
reported across China’s manufacturing industry, with
higher costs linked to increased prices for raw
materials such as oil and metals.

Meanwhile, prices charged for Chinese products and
services rose in tandem with increased costs,
reflecting companies’ efforts to protect their margins.
However, the rate of increase in firms’ own selling
prices remained below the rise in input costs,
suggesting that companies were absorbing part of the
higher cost burdens.
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