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Manufacturing PMI stages unconvincing rebound in May

B Manufacturing PMI rises in May but fails to
recoup April’s decline

® Weak new order inflows mean backlogs of work
drop to the greatest extent since August 2016

B Record rise in inventories of finished items

® Smallest jobs gain since February 2017

® Selling prices rise at joint-slowest rate in 20
months

UK manufacturers reported an increased rate of
production in May, but forward—looking indicators
suggest growth will weaken in coming months unless
demand revives.

The IHS Markit/CIPS Manufacturing PMI rose from
53.9 in April to 54.4 in May. Although up on the near
one-and-a-half year low seen at the start of the second
quarter, the latest reading was the second-lowest since
March of last year. At 54.2, the average PMI reading
so far in the second quarter is down from 54.9 in the
first quarter and puts manufacturing on course for its
weakest quarterly performance since the end of 2016.

Encouragingly, the output index component of the PMI
showed production growth accelerating to the highest
since December, running at a level broadly consistent
with factory output growing at a quarterly rate
approaching 0.5%.

Weak new orders growth darkens outlook

Less encouraging was the news from the survey’s
gauge of new orders, which indicated the weakest rise
since June of last year. The divergence between
output and new orders growth bodes ill for future
production. In May, the rate of growth of new orders in
fact outpaced that of production to the greatest extent
since September 2016, and has now outpaced output
in five of the past six months.

Backlogs of work consequently fell sharply in May,
down for the fifth successive month and dropping to
the greatest extent since August 2016. Stocks of
finished goods meanwhile rose to the greatest extent

UK manufacturing output
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UK manufacturing order book and production trends
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UK manufacturing employment
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in the survey history, often attributed to weaker than
expected sales.

The weakness of order book growth relative to output
suggests production will rise to a softer extent in
coming months to move closer in line with the reduced
rate of order inflows, unless of course demand picks
up again.

Firms’ expectations about future output meanwhile
slipped to a six-month low in May, further highlighting
the risk that the production trend will weaken in coming
months.

Deteriorating employment trend

Manufacturers cut back on their hiring in response to
the slower growth of demand and to reduce costs in
the face of an uncertain outlook. Employment rose to
the smallest extent since February 2017.

Comparisons of the survey’s employment index with
official employment numbers suggest the PMI is
indicative of manufacturing headcounts falling in May.

Output price inflation at 20-month low

The news on prices was mixed. Higher oil prices
contributed to a re-acceleration in the rate of input cost
inflation, albeit with the rate of increase remaining
below recent peaks. In contrast, average output prices
rose at the joint-slowest rate since September 2016,
suggesting producers struggled to pass higher costs
on to customers. Many firms linked an inability to raise
prices, or the need to cut prices, to strong competition.

UK factory input prices
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UK factory input and output prices
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Click here for more PMI and economic commentary.
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