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Manufacturing growth trend slips in July, in line with PMI survey

® Manufacturing output rises 0.3% in July

® But the three-month growth rate has cooled since
April, in line with IHS Markit’s PMI

® Some evidence slowdown could be temporary

Manufacturing continued to expand in July, but the
underlying trend has shown signs of weakening
compared to earlier in the year.

Official data showed manufacturing output up 0.3% in
July, just above the 0.2% average seen over the past
year-and-a-half since the start of 2017. However, some
caution is warranted, as the monthly data are volatile
and a comparison of growth in the latest three months
hints at a slowdown in the rate of expansion.

Such a slowdown would be consistent with the IHS
Markit PMI survey data, which signalled the weakest
rise in manufacturing output for eight months in July.

Slower growth trend

The 0.3% increase in factory output in July came on
the heels of a 0.8% rise in June, but the data have
been choppy, making signals hard to read. For
example, output had fallen 0.9% in May. To see a
better picture of the underlying production trend, we
compare output in the latest three months against the
prior three months. This three-month average had
picked up earlier in the year, peaking at 1.2% in April,
which had been the strongest gain since the first
quarter of 2012. However, the three-month growth rate
has since cooled, down to 0.7% in the second quarter
and 0.1% in July, which is its lowest since last October.

Survey data insights

The strong output growth during the second quarter
was anticipated in advance by IHS Markit's PMI survey
data, with the survey’s Output Index averaging 55.7 in
the three months to June. A regression-based model
shows this index level to be historically consistent with
quarterly output growth of just under 0.6%.

The manufacturing PMI Output Index exhibits an 89%
correlation with the official measure of factory output.
However, as it is published before the official numbers,
the PMI acts as a useful advance guide.
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Disappointingly, the PMI Output Index has slipped
lower in recent months, dropping to 54.5 in July, a level
historically consistent with a quarterly output growth
rate of just over 0.2%. Like the official three-month
growth rate, the PMI Output Index has fallen steadily
since peaking in April.

Looking in more detail, the survey also showed that
new orders growth continued to outstrip that of output.
This suggests that firms may seek to boost production
again in August to cater to the increased inflows of
new business. Anecdotal evidence suggested the rise
was due to the acquisition of new clients and
favourable domestic demand conditions. That said, the
overall rate of growth of order books in the last two
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months has been the weakest since November of last
year, with foreign demand falling fractionally for the
second successive month.

Some of the production weakness could also be
attributed to difficulties in sourcing sufficient quantities
of inputs. The PMI survey showed suppliers’ lead-
times lengthening to the great extent seen in the near-
10-year history of the survey.

Insights into whether the July slowdown will prove
temporary, possibly the result of delivery delays, will be
provided by next week’s flash PMI numbers for August,
which will be published on 239 August. The flash
release will also include service sector PMI numbers
alongside the manufacturing indices.
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Click here for more PMI and economic commentary.
For further information, please visit www.ihsmarkit.com
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