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PMI data points to resilient growth, but also highlight risks to future expansion

B Caixin Composite PMI Output Index signals modest
expansion in September

® Exports fall at fastest rate in two-and-a-half years

® PMI correlates closer with nominal than real GDP

The Chinese economy continued to enjoy resilient
growth at the end of the third quarter despite
increasing signs of weakening exports. However, other
survey indicators point to a sombre outlook in coming
months amid rising concerns over trade wars.

Softer third quarter

The Caixin China Composite PMI™ Output Index
(which covers both manufacturing and services) rose
marginally from 52.0 in August to 52.1 in September
but remained below the historical average. At 52.1, the
third quarter average signalled the weakest quarterly
performance so far this year, indicating a modest
slowing in the pace of economic growth.

The survey also recorded softer client demand in the
three months ending September. Despite picking up
very marginally in September, order book growth
across both manufacturing and services in the third
quarter was the lowest since the middle of 2016, with
near-stagnant demand seen for manufactured
products. Longer-term prospects also hinted at
challenges ahead. While expectations of output in the
year ahead were positive, as optimists continued to
exceed pessimists, the September reading was among
the lowest seen over the past three years, which
suggests that output growth is unlikely to pick up in
coming months.

Export woes

A further decline in exports meanwhile weighed on
manufacturing activity amid escalating trade frictions.
Factory output grew at the slowest rate for nearly a
year in September, responding to a broad stagnation
of new orders. Foreign sales fell at the quickest rate
since early 2016, with anecdotal evidence pointing
towards trade wars and tariffs as key reasons.
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China PMI v nominal GDP
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China PMI: new orders and new export orders
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Nominal v real GDP

The PMI readings have been tracking real GDP closely
up till the end of 2014. Since 2015, PMI readings and
real GDP annual growth rates appear to have diverged,
though this may be due to the deflators used in the
official data.

While the official data indicate a very gradual and
smooth slowing in the pace of economic activity in
recent years, the PMI data have indicated a somewhat
more volatile picture and have suggested stronger
growth than the official numbers since last year.

PMI surveys have a solid reputation of signalled
turning points in the business cycle well in advance of
official data. Compared to real GDP numbers, nominal
GDP growth rates are also better at capturing the
cyclical swings in the economy. As such, a comparison
between PMI data and nominal GDP, over the period
of 2006-2017, yields a high correlation of 83% when
the PMI acts with a four-month lead over nominal GDP
growth.

The latest PMI data continue to signal higher nominal
growth rates than the official GDP data in the second
half of 2018, which perhaps helps explain why
policymakers are refraining from a massive stimulus
push to support the economy amid rising threats to
growth, not least from global trade tensions. Instead,
the Chinese government prefers to focus on alleviating
cash flow constraints and funding difficulties for firms,
by reducing taxes and fees. China’s finance minister
Liu Kun recently announced a total tax cut this year
worth over 1.3 trillion yuan (approx. USD 190 billion).
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Click here for more PMI and economic commentary.
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