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Order book and production divergence hints at extended manufacturing soft patch

B Manufacturing PMI still in robust expansion territory
but drops to lowest since February 2017

® Exports exert biggest drag on order book growth
since July 2010

®  Future growth likely to weaken as order book growth
is outstripped by recent production gains

The eurozone manufacturing sector reported its
slowest expansion for 15 months in May, according to
the final PMI data. The details of the survey, especially
the divergence between changes in output and order
books, suggest growth is likely to remain subdued or
even weaken further in coming months.

All key indices lower in May

The IHS Markit Eurozone Manufacturing PMI fell for a
fifth successive month in May, down from a peak of
60.6 in December and 56.2 in April to 55.5. Output
grew at the slowest rate for 18 months and new order
inflows hit a 19-month low.

Employment growth meanwhile edged down to a 14-
month low as companies scaled back expansion plans
in line with the weakened order book trend and
increasing caution about the outlook. Expectations of
future production sank to a 20-month low.

Input buying likewise continued to grow at the weakest
rate for one-and-a-half years, taking some pressure off
supply chains. Although suppliers’ delivery times
lengthened markedly again, the incidence of delays
was the lowest since last September.

Easing supply constraints

While an easing of supply chain constraints had helped
take some upward pressure off factory input prices in
April, higher oil costs meant average input price
inflation picked up again in May, though remained
below rates seen earlier in the year. The rate of
increase in average prices charged for goods leaving
the factory gate eased to a five-month low however,
hinting at a squeeze on profit margins.

Continued...

Eurozone manufacturing output
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Eurozone PMI new orders
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Export drag

A key drag on both production and order book growth
was a further slowing of export sales, with hew export
orders showing the smallest increase for 21 months.

The export orders index* has fallen from a peak of 60.7
last November to just 52.4 in May. Companies have
blamed the appreciation of the euro, up around 5%
against the US dollar in recent months, alongside
concerns about US protectionist measures and signs
of a broader slowing in global demand.

Comparing the new orders index against the export
orders index suggest that exports are now exerting the
biggest drag on order book growth since July 2010.

Output growing faster than orders

The recent order book developments suggest that
output growth could remain subdued or even weaken
in coming months. Whereas new order growth was
broadly in line with that of output throughout much of
last year, output has now been growing at a faster rate
than new orders in each of the past six months.

Growth of backlogs of work has consequently eased
considerably since the strong accumulation of
uncompleted orders late last year, with May seeing the
smallest rise in backlogs since September 2016.

New orders and output comparisons

Historical data suggest that the difference between the
PMI’'s new orders and output indices acts as a useful
indicator of future backlogs of work and production
trends, and naturally therefore also gives a good
insight into future hiring. In the following charts we use
a weighted six-month moving average of the
divergence between the new orders and output indices,
with the most recent months carrying the highest
weight. The measure picked up slightly in May but
remained at one of the lowest levels seen in the past
year-and-a-half, auguring for further weak production
and hiring in coming months unless demand revives.

! Note that the export orders index is based on a weighted average of national
PMI data, so includes intra-eurozone trade between member states.
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Chris Williamson
Chief Business Economist
IHS Markit

Tel: +44 207 260 2329
Email: chris.williamson@ihsmarkit.com

Click here for more PMI and economic commentary.
For further information, please visit www.ihsmarkit.com
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