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Chinese economic growth stymied in April by falling exports

B Caixin Composite PMI Output Index edges up to 52.3
in April
® Exports fall for first time in nearly 1% years

B Optimism slips to three-month low

Chinese economic growth regained some momentum
at the start of the second quarter, according to the
latest PMI data, which goes some way to help allay
concerns of a slowdown in the months ahead. Detailed
survey data suggested that domestic demand was a
key source of growth, but was countered by falling
exports.

The Caixin Composite PMI™ OQutput Index rose
from 51.8 in March to 52.3 in April, signalling a modest
improvement in the health of the economy. While
waning external demand had likely restricted business
activity, particularly in the manufacturing sector, the
pickup in growth momentum signalled by the April PMI
survey provided evidence that the domestic market
remains resilient.

Domestic-driven growth

The main area of concern focused on exports, which
fell for the first time for almost one-and-a-half years.
The PMI's gauge of new export orders exhibits a 66%
correlation with the annual growth (three-month
moving average) of merchandise exports in USD terms
— with a lead of four months.

The good news is that rising domestic demand has
partially compensated for the loss of momentum in
export sales. Despite the dip in new business from
abroad, manufacturing order books grew further in
April, albeit at the slowest rate in seven months.

Sub-sector details bode well for the progress of
China’s transition to a consumer-led economy. Output
of consumer goods producers rose further, contrasting
with declines in the production of intermediate and
investment products, pointing to reduced inventory
building and capex respectively.

Continued...

China PMI and economic growth
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Declining export orders
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Indicators of domestic demand
Caixin China PMI
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Within the service sector, inflows of new business rose
further, with the rate of increase above the average
seen in the last five years.

Stable employment

The labour market meanwhile showed signs of
stabilising in April. Survey data showed unchanged
levels of overall employment as service sector job
gains were sufficient to offset job shedding in the
manufacturing sector. However, limited spare capacity
and higher sales in the manufacturing sector could
boost hiring in the months ahead.

Inflationary pressures ease

Despite the upturn, the survey data showed further
signs of weaker price pressures. Anecdotal evidence
suggested that easing prices for steel and pork in
particular have helped tempered the rise in cost
inflation. Input costs at the composite level grew at the
slowest pace since last June, linked in part to higher
commodity prices (such as fuel, plastics, chemicals
and fibreboards) and wage inflation.

Average output prices rose further, but the rate of
inflation remained steady, similar to the past few
months, and below the 2017 average.

Outlook

Slightly quicker growth of new orders and increased
backlogs of unfinished work in April suggest that
business activity will continue to rise in coming months.
However, while the overall picture remains positive,
there are some downside risks that could affect future
growth.

First, Chinese firms were less optimistic about the
business outlook over the next 12 months, with some
expressing concerns of a potential negative impact on
economic activity arising from an escalation in the US-
China trade tensions.

Second, on-going environmental-related regulations
could limit future output from heavy industries, as well
as throttle the supply of raw materials, particularly steel,
which in turn, could disrupt the production levels of
other manufacturers.
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Click here for more PMI and economic commentary.
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