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Highlights:  

 Both official and Caixin PMI surprised on the upside partly due to seasonal 
effect. Although PMI is seasonally adjusted in theory, the historical 
pattern shows that the March reading is always higher than February 
reading.  

 The rebound of PMI also benefited from two factors including improving 
demand and stabilized market sentiment.  

 The rally in equity market and commodity prices in March as well as 
stabilization in RMB helped calmed down the fragile sentiment of 
manufacturers.  

 The stronger than expected manufacturing PMI was the result of 
correction of excessive bearish sentiment. However, it may be too early to 
call for the turnaround as challenges remain this year in both domestic 
and international front.  

 

Both China’s official PMI and Caixin PMI surprised on the upside in March. 
Official PMI rose back to the expansion territory at 50.2 from 49, for the first 
time since August 2015 while Caixin PMI also spiked to 49.7 from 48.  
 
The rebound of PMI in March was partly attributable to seasonal effect. 
Although PMI is seasonally adjusted in theory, the historical pattern shows 
that the March reading is always higher than February reading without fail 
since the birth of PMI data in 2005 as shown on the chart below. This is 
probably due to lunar New Year effect.  
 
Chart 1: March PMI is always higher than Feb PMI  
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In addition to usual seasonal distortion, we think the rebound of PMI also benefited from 
two factors including improving demand and stabilized market sentiment.  
 
First, March turned out to be a good month for China’s financial market. The benchmark 
Shanghai index rose by more than 11% while Shenzhen index rebounded by more than 
16%. Commodity prices ranging from Iron Ore and Copper continued to climb up. More 
importantly, RMB stabilized after volatile start of the New Year with the USDCNY slipped 
back to 6.40 range. The improving sentiment in financial market as well as stabilization in 
RMB helped calmed down the fragile sentiment of manufacturers.  
 
Second, there is also early sign of recovery in manufacturing sector. China’s industrial 
profit rebounded by 4.8% in the first two months of 2016 ending 7-month decline. 
Despite the on-going stress in the upstream industry, industry profit in the downstream 
industry started to recover. Profit for manufacturers rebounded by 12.9% in the first two 
months, lending positive sentiment to PMI.  
 
For the breakdown, both new orders and new export orders went back to above 50, 
showing signs of improvement in demand. The 20-month high of the difference between 
new orders and finished goods inventory may be positive for production outlook in the 
coming months. In addition, input prices rebounded sharply to 55.3 in March up from 
50.2 due to recovery of commodity prices. As such, we expect the contraction of 
producer prices to narrow further in March to -4.7% from -4.9%.  
 

 
Chart 2: The diff between new orders and finished 
goods inventory widened to 20 month high 

Chart 3: Input prices rebounded sharply in March, 
alleviating deflation pressure in producer prices.           
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Source: NBS, OCBC 

 
Overall, we think the stronger than expected manufacturing PMI was the result of 
correction of excessive bearish sentiment. However, it may be too early to call for the 
turnaround as challenges remain this year. Domestically, account receivable situation 
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continued to deteriorate as a result of slowdown in growth. Meanwhile, the rise of credit 
default may also continue to cap the sentiment. Internationally, global trade outlook 
remains murky due to the structural change in global value chain and rising protectionism. 
In addition, although the correction of US dollar in March after G20 meeting supported 
the global sentiment, the upside risk for dollar cannot be ruled out given the Fed is still 
on track to raise its interest rate as early as in June.  
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part to any other person without our prior written consent. This publication should not be construed as an offer or solicitation for the 
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publication, we cannot guarantee and we make no representation as to its accuracy or completeness, and you should not act on it 

without first independently verifying its contents. The securities/instruments mentioned in this publication may not be suitable for 

investment by all investors. Any opinion or estimate contained in this report is subject to change without notice. We have not given any 

consideration to and we have not made any investigation of the investment objectives, financial situation or particular needs of the 

recipient or any class of persons, and accordingly, no warranty whatsoever is given and no liability whatsoever is accepted for any loss 

arising whether directly or indirectly as a result of the recipient or any class of persons acting on such information or opinion or 

estimate. This publication may cover a wide range of topics and is not intended to be a comprehensive study or to provide any 

recommendation or advice on personal investing or financial planning. Accordingly, they should not be relied on or treated as a 

substitute for specific advice concerning individual situations. Please seek advice from a financial adviser regarding the suitability of 
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a commitment to purchase the investment product. OCBC and/or its related and affiliated corporations may at any time make markets 
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themselves or their clients, and may also perform or seek to perform broking and other investment or securities-related services for the 

corporations whose securities are mentioned in this publication as well as other parties generally. 


