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China

PMI commentary

PMI surveys point to steady economic expansion but rising growth risks

E Caixin Composite PMI Output Index dips to 52.3 in
July from 53.0 in June

® Export orders fall at quickest rate for over two years
amid global trade tensions

® Business confidence remains historically weak

Chinese economic growth remained relatively stable at
the start of the third quarter, with the latest Caixin PMI
survey data pointing to a further modest rise in
business activity. However, underlying PMI indices
pointed to a potential slowdown in growth over the
coming months amid rising trade tensions and growing
internal challenges.

Economic growth remains solid

At 52.3 in July, the Caixin China Composite PMI™
Output Index (which covers both manufacturing and
services) slipped slightly from 53.0 in June to signal a
modest gain in Chinese business activity. Although the
latest index reading came in below the average seen
over the first six months of 2018 (52.7), the first half of
the year had been the strongest since 2011.

Clouds gather over the outlook

Several survey indicators signal downside risks to the
outlook. The amount of new orders placed with
Chinese companies expanded at the slowest pace for
just over a year at the start of the third quarter, which
contributed to the weakest rise in backlogs of work
since September 2017. The mild rise in the level of
outstanding business indicates scant pressure on
capacity. Consequently, services companies adopted a
more cautious approach to hiring, adding to their
payrolls at only a marginal rate, while manufacturers
continued to shed staff. Overall, employment fell for
the second month running in July, albeit only slightly.

Chinese firms were also less optimistic about the
business outlook. Expectations regarding output in the
year ahead slipped to the lowest in just over two-and-
a-half years in July.
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China PMI: manufacturing and service sectors

Caixin China New Business / New Orders Indices
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Greater pressure on margins
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Intentions towards hiring and capital investment had
already softened across China in June, according to
the latest IHS Markit China Business Outlook.
Companies highlighted several threats that may
potentially limit growth over the next year, including
stricter environmental policies, rising input costs and
concerns over global trade wars and tariffs.

The weaker outlook validated a proactive response
from Chinese authorities. The State Council recently
said the government will pursue a more active fiscal
policy to support the economy, as well as better-
coordinated monetary measures. While a large
stimulus package is not part of the agenda, Beijing
plans to accelerate tax cuts and boost infrastructure
spending amid the rising risks to growth.

Declining exports

Sector data revealed further developments that are
concerning. While manufacturing output and new
orders increased at a largely steady pace, new export
sales fell to the greatest extent for just over two years,
suggesting that domestic demand is currently the
primary driver of business activity in the sector. Some
manufacturing exporters reported that escalating trade
tensions had weighed on foreign demand for their
products.

In services, incoming new business expanded at the
weakest pace since December 2015, which was also
well below the historical average. The development
pointed to softening demand for services, which as a
barometer for domestic demand, suggests a
weakening consumption trend.

Rising margin pressures

Average cost burdens rose further across both the
manufacturing and service sectors in July, with
manufacturers reporting the stronger rate of increase.
Higher commodity prices, especially steel and oil,
remained a major driver of inflation.

While Chinese firms across both sectors were able to
pass on some of the higher costs to customers, survey
evidence suggested that relatively subdued demand
had limited the extent to which firms could raise their
selling prices. With input price inflation continuing to
run above the rate of increase in charges during July,
the survey data hint at a further squeeze on profit
margins.
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Click here for more PMI and economic commentary.
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