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Export slump keeps manufacturing in decline for third month running

B PMlrises to 49.1 but signals third monthly
deterioration of manufacturing conditions

® Further factory job cuts reported
B Exports suffer steepest fall for two years
® Data adds to scope for more stimulus

China’s manufacturing economy contracted for a third
successive month in May, with factory output falling at
the steepest rate for just over a year.

At 49.1, the HSBC China Manufacturing PMI, compiled
by Markit, remained below the 50.0 no-change level in
May, according to the preliminary ‘flash’ reading,
signalling a deterioration of business conditions for a
third successive month and the fifth time in the past six
months.

New orders fell for a third straight month, causing
factories to reduce production to the greatest extent
since April of last year.

The survey raises the prospect of industrial production
growth slowing from the 5.9% annual rate seen in April,
edging closer to the low of 5.4% seen at the height of
the global financial crisis.

Second quarter growth worries

The downturn in production adds to the likelihood of
growth in the wider economy having slowed further in
the second quarter, weakening from the already
disappointing 7.0% annual pace seen in the first three
months of the year. As such, the government’s target
of the economy expanding 7% in 2015 — which would
be the weakest expansion for a quarter of a century —
is looking increasingly under threat.

A glimmer of hope is provided by the rate of decline of
new orders slowing slightly, which is likely to have
been a factor behind companies reducing their
headcounts at the weakest pace in three months.

However, the ongoing cull in factory jobs will be a
concern to a government that is worried about the
potential impact of the economic slowdown on the
labour market.
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China economic growth and the PMI
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Stimulus offset by weak exports

HSBC (Markit) Manufacturing PMI
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Beijing will also be concerned that stimulus measures

already in place — which have included three interest 55 a A A N —Erployment
rate cuts in the past six months — have yet to have the —Output
desired effect of boosting economic growth. 5

However, the failure of policy to revive growth in the 50 ’AMWMV ) _I\' A
manufacturing sector is in part due to the main source V

of weakness being foreign demand. The May flash 46 \l)

survey indicated that export sales declined at the \ f

fastest rate for almost two years (since June 2013). ? U

Chinese goods producers are suffering from especially B
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Japan, while domestic demand also shows few signs
of reviving. Retail sales growth slowed to 10% in
March. While strong by developed world standards, it
was the weakest rate of expansion for a decade.
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economic growth and deflationary pressures — the
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survey showed input costs and factory gate prices " V\J \/ V\Vj
falling once again in May, albeit at reduced rates. 40
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inflationary pressures — also showed few signs of 20

sellers being able to push prices higher.
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Click here for more PMI and economic commentary.
For further information, please visit www.markit.com
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