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Muted PMI leaves global economy in lower gear

® Global PMI signals economic growth stuck in lower
gear after subdued April rebound

® Hiring and order book growth remain solid

B US closes the gap with eurozone, also sees highest
price pressures

After a brief spell of excitement at the start of the year,
PMI survey data indicate that global economic growth
has settled into a lower (but still robust) pace in recent
months. Growth trends also appear to be changing,
with the US showing increasing signs of driving the
global expansion while European growth cools.

Price pressures also remain elevated, with the US
seeing the steepest rate of increase of the largest
developed economies.

Steady growth and buoyant hiring

At 53.8 in April, the headline JPMorgan Global
Composite PMI, compiled by IHS Markit, failed to
regain even half of the 1.5 point drop seen in March,
leaving the rate of growth lower than recorded earlier
in the year. The rate of increase was nevertheless in
line with the average over 2017. As such, the PMI is
consistent with global GDP rising at a reasonably solid
annual rate of just over 2.5% (at market exchange
rates) at the start of the second quarter.

Encouragingly, new business inflows picked up pace
again, albeit also slightly below recent peaks, leading
to a further increase in backlogs of work. Global
employment growth was meanwhile the joint-highest
seen over the past decade as firms expanded capacity
to meet fuller order books.

The strength of new order growth and job creation at
the global level further highlights the robust health of
the global economy, even if the overall pace of
expansion has slowed since earlier in the year.

It should also be noted that at least some of the
slowdown was in part attributable to supply side
constraints, including skill shortages and delivery
delays for certain inputs, in turn reflecting the recent

surge in demand for both employees and raw materials.
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Global PMI employment and order books
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Suppliers’ delivery times showed the highest incidence
of worldwide supply chain delays for seven years.

US closes gap with eurozone

Muted rebounds were seen in both manufacturing and
services, and likewise in the headline PMI readings for
developed and emerging markets. However, the
drivers of growth have changed in recent months.

In the developed world, slower growth in the eurozone
compared to earlier in the year means the US has
closed the gap on the single currency area. The IHS
Markit US surveys showed growth accelerated slightly
in April while the eurozone has seen growth slacken off
from strong rates at the turn of the year.

The UK and Japan continued to lag behind, with the
UK seeing growth fade to the second-lowest since the
Brexit vote. While relatively weak, the Nikkei PMI
nevertheless showed Japan enjoying its strongest
expansion for six months.

In the emerging markets, growth ticked higher in
Russia, China and India to provide welcome news that
economic growth has started on a solid footing at the
start of the second quarter in all three cases. However,
rates of expansion remained below peaks seen at the
turn of the year, due in part to weakened export
performances. Brazil meanwhile saw growth slide to a
four-month low, but the survey data continue to
indicate on-going economic recovery.

Price pressures pick up, led by the US

The global upturn was once again accompanied by
rising price pressures, in the form of both higher costs
and increased selling prices for goods and services.
The latter has dipped since earlier in 2018 but is
notable in that it remains among the highest seen over
the past seven years.

For the first time since 2015, the US reported the
highest rate of selling price inflation of the four largest
developed economies. Inflation measures meanwhile
cooled in both the eurozone and UK but remained
elevated. Prices showed a more modest increase in
Japan, though the rate of increase remained relatively
strong by recent years’ standards.

Continued...

PMlI selling price indicators
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Composite PMI Output Index for major economies

PMI Output/Business Activity Index
65

60

M
\V
A i

50 —f-R—\sS

45

e J K Eurozone

40 -

U us
35

30 f T T T T T T T T T
2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

— Japan

Sources: IHS Markit, JPMorgan, Nikkei, CIPS.

Composite PMI Output Index for major economies
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Data suggest US Fed is only major central
bank on course for further tightening

The accelerating pace of growth signalled in the IHS
Markit US surveys and accompanying rise in price
pressures adds to expectations that the Fed will hike
interest rates at least another two times in 2018.

The slowdown in the UK PMI surveys was meanwhile
a key contributor to analysts’ revised expectations that
the Bank of England will hold off on any imminent
further tightening of policy.

In Japan, the PMI data added to signs that the
economy remains on a steady growth path, but price
pressures remain modest relative to the Bank of
Japan’s target. Similarly, in the eurozone, the drop in
the PMI surveys adds a note of caution to the ECB’s
outlook for the region, especially with input cost price
pressures failing to feed through to core inflation.

May’'s PMI data will therefore provide important
updates as to whether growth has continued to cool in
the eurozone and UK, and whether the US is forging
ahead.

Developed v emerging market output
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Click here for more PMI and economic commentary.
For further information, please visit www.ihsmarkit.com
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