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Manufacturing ends 2016 with fastest growth for nearly three years

B Global Manufacturing PMI close to three-year high

® Developed world leads emerging markets in terms of
growth, employment and exports

B |nput costs rise at fastest rate in over 5% years

Global manufacturing sector business conditions
improved at the fastest rate for nearly three years at
the end of 2016, as the recovery from the stagnation

seen earlier in the year continued to gather momentum.

The JPMorgan Global Manufacturing PMI, compiled by
Markit from its business surveys in 28 countries, rose
from 52.1 in November to 52.7 in December, its
highest since February 2014. The survey has signalled
a steady upturn the pace of manufacturing growth in
the second half of 2016 after indicating a near-
stagnant malaise in the first half of the year. The
December survey is broadly indicative of global
manufacturing output growing at a robust annual rate
of 4-5%.

Expansions were recorded in 20 countries in
December with only eight reporting deteriorations. The
strongest improvement was seen in the Netherlands,
followed by Austria, while Brazil recorded the steepest
decline, followed by Malaysia.

While both developed and emerging markets are
seeing improved performance, with December’'s PMI
readings being the highest in over two years in both
cases, the latest survey pointed to
developed/emerging market divergences.

Broad developed world upturn

The developed world’s growth momentum is broad-
based. The US Manufacturing PMI hit a 21-month high
in December, while a two-and-a-half year high was
seen in the UK. In the Eurozone, manufacturing
conditions improved to the greatest extent since April
2011. Japan also saw growth accelerate, the flash PMI
rising to its highest for nearly a year.

While developed world growth picked up across all
major economies, the drivers of those expansions
varied. In the US, the strong dollar curbed export
growth slightly but producers benefitted from rising
demand in the home market. In the UK, Eurozone and
Japan, it was the weakness of currencies, notably
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against the US dollar, that played a role in driving
output higher.

Emerging markets stymied by lack of exports

With the exception of long-suffering Greece, all of eight
countries reporting declines in December were so-
called emerging markets. Emerging markets as a
whole consequently continued to trail behind the
developed world in December. The emerging market
PMI of 51.2 compared with a developed world reading
of 54.0.

However, the deteriorating conditions seen in seven
emerging economies were countered by strong
performances in countries such as Taiwan, the
Philippines and Vietnam, as well as the strongest
expansion in China for just under four years.

A key element of the developed/emerging divergence,
which has been evident since early-2013, is trade, and
specifically the underperformance of emerging market
exports compared to the developed world. In
December, emerging markets as a whole saw new
export orders more or less stagnate (having failed to
record any significant growth over the last two years)
while the developed world saw exports rise at a rate
identical to the 27-month high seen in November.

Price hikes exacerbated by strong dollar

A side effect of the stronger growth in global
production is an accompanying rise in commodity and
raw material prices. This has been exacerbated in
countries where weakened exchange rates have
pushed up the cost of US dollar denominated imports.

Average input costs rose globally at the fastest rate for
just over five-and-a-half years in December, with
emerging markets recording a significantly higher rate
of increase than the developed world. However, rich-
world countries where the exchange rate has fallen
against the dollar (notably the UK and euro area) are
also seeing prices spike higher.

Employment trends diverge

A further variance has been employment. Emerging
market producers, faced with a higher rate of input cost
inflation and stagnant exports, reported a drop in
factory headcounts for a twenty-second straight month
in December. By contrast, developed world producers

took on extra staff at the strongest rate since May 2011.
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Sources for charts: JPMorgan, Nikkei, Caixin, IHS Markit.
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Click here for more PMI and economic commentary.
For further information, please visit www.ihsmarkit.com
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