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Emerging market stagnation contrasts with robust developed world growth

® Global growth edges higher for first time in four
months

® Robust developed world growth contrasts with
emerging market stagnation

® Strong US and UK data add to rate hike chances

Global economic growth picked up very slightly for the
first time in four months in July, according to worldwide
PMI survey data. The JPMorgan Global PMI, compiled
by Markit, rose from 53.1 in June to 53.4 in July, to
signal a rate of global GDP growth of just over 2% per
annum.

A marked divergence was once again evident between
the developed and emerging markets, however, with
robust expansion in the former contrasting with
stagnation in the latter.

Developed world growth continued to be led by the US
and UK, where rate hikes later this year look a strong
possibility. However, resilient growth in the eurozone
and signs of improving demand in Japan also provided
positive news for policymakers.

Emerging markets stagnate

At 50.1, the emerging market PMI remained close to
the low of 49.6 seen in June, suggesting emerging
market GDP is growing at a meagre annual rate of
around 4%, which would be the weakest seen since
2002 bar the global financial crisis. A deepening
downturn in Brazil was accompanied by near-
stagnation in China. Better news came from Russia
and India, where the PMI data showed marginal and
modest growth respectively after declines seen in both
countries in July.

Solid US and UK expansions

The weakness of the emerging markets will no doubt
prey on the minds of US policymakers, mulling over
when to start hiking interest rates. However, robust
domestic economic conditions support the case for a
rate hike later this year. An upturn in both
manufacturing and services took the composite US
PMI up to 55.7 in July, pointing to 2.1% annualised
GDP growth at start of third quarter.
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Sources for charts: JPMorgan, Nikkei, Caixin, Markit
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Policymakers in the UK are also likely to be edging
closer to hiking interest rates after the UK PMI surveys
showed ongoing strong growth in July. The ‘all-sector’
PMI of 56.7 indicates the economy to have grown at a
guarterly rate of 0.6% at the start of the third quarter.
However, the rate of growth is showing signs of cooling
which, alongside a steep slide in the rate of job
creation, the strong pound and weakness in the
manufacturing sector, will ensure the policy decision is
finely balanced for many policymakers.

In Japan, the Nikkei ‘all-sector’ PMI held steady at
51.5, with growth accelerating in manufacturing as the
weaker yen helped boost exports. There were
encouraging signs of growth picking up in coming
months, as new orders across both manufacturing and
services rose at the fastest rate since last November.
The data will please policymakers who have been
looking for signs that the economy retains modest
growth momentum after demand was crimped by last
year's sales tax hike, auguring against the need for
further central bank stimulus at present.

The eurozone meanwhile showed encouraging
resilience despite a record deterioration in Greek
business conditions amid extended bank closures. The
overall pace of economic growth across the region
barely slowed from June’s four-year high, with the
Markit Eurozone PMI at 53.9 in July, down only
marginally from 54.2 and signalling GDP growth of
0.4% persisting from the second quarter into the third.
The ECB will regard the recovery as being ‘on track’,
strengthening the case to make no adjustments, or
front-loading, its €60bn per month quantitative easing
programme.
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Click here for more PMI and economic commentary.
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