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Macro Note

China: Further Growth Downgrade On The Back Of
Unprecedented Drop In PMIs

Monday, 02 March 2020 China’s official manufacturing PMI plunged 14.3 points to a record low of 35.7 in February
(Jan: 50.0) and this is well-below the previous record low of 38.8 in November 2008 during
the Global Financial Crisis. The decline was broad-based across the key components of

Ho Woei Chen, CFA the manufacturing PMI as well as the size of enterprises covered in the survey. Production

Economist (Feb: 27.8; Jan: 51.3), new export orders (Feb: 28.7; Jan: 48.7), new orders (Feb: 29.3;
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Jan: 51.4) and employment (Feb: 31.8; Jan: 47.5) were all down sharply in February.

More worrying was the non-manufacturing PMI which fell by an even sharper 24.5 points
to 29.6 in February (Jan: 54.1). The official non-manufacturing PMI has never fallen into
contraction (defined as reading below 50) based on data since 2007 and the previous low
was 50.8 in December 2008. Tertiary sector which accounts for 53.9% of GDP could be
under greater pressure than the secondary sector from the COVID-19 outbreak.

In data released this morning, the decline in the private sector Caixin manufacturing PMI
was more moderate, by 10.8 points to 40.3 in February from 51.1 in January. This also
came in below market's expectation of 46.0. The previous low was in November 2008

which was 40.9.

All these suggest that 1Q20 GDP would be much weaker than what was expected earlier
especially since factories in China are expected to take longer to return to their capacity
prior to the COVID-19 outbreak. The National Bureau of Statistics expects the work
resumption rate to increase towards 90% by end-March for the mid- and large-enterprises
in the PMI survey from 78.9% on February 25. Beyond the first quarter, the recovery will
be limited by how much production can accelerate as companies are unable to make up
fully the loss in output due to capacity constraints. The spread of COVID-19 outside of
China is also another legitimate concern as it dampens global demand as well as the
recovery in the tourism and private consumption demand in China.

Taking into consideration the downside risks, we have downgraded our growth forecast for
China this year. We now expect 1Q20 GDP growth at 2.9% y/y which means that China
may report quarter-on-quarter (seasonally-adjusted) GDP contraction in 1Q20, the first for
the data that stretches back to 1992. We expect GDP growth to rebound to 5.3% yl/y in
2Q20, 6.5% yly in 3Q20 and 6.1% yly in 4Q20. For the full-year 2020, GDP growth is likely
to be around 5.3%, below the 5.7% that we have earlier projected.

China's GDP Growth Outlook

4Q19 1Q20F 2Q20F = 3Q20F @ 4Q20F @ 2019 2020F
Revised Forecasts (y/y %) 6.0 29 5.3 6.5 6.1 6.1 5.3
Old Forecasts (y/ly %) - 51 5.6 6.2 6.1 - 5.7
Source: UOB Global Economics & Markets Research
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China: Plunge In February PMIs

Source: Macrobond, UOB Global Economics & Markets Research
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China: CFLP Manufacturing PMI And Components

Source: Macrobond, UOB Global Economics & Markets Research
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China: CFLP Manufacturing PMI by Types of Enterprises

Source: Macrobond, UOB Global Economics & Markets Research
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Disclaimer

This publication is strictly for informational purposes only and shall not be transmitted, disclosed, copied or relied upon by any person for whatever
purpose, and is also not intended for distribution to, or use by, any person in any country where such distribution or use would be contrary to its
laws or regulations. This publication is not an offer, recommendation, solicitation or advice to buy or sell any investment
product/securities/instruments. Nothing in this publication constitutes accounting, legal, regulatory, tax, financial or other advice. Please consult your
own professional advisors about the suitability of any investment product/securities/ instruments for your investment objectives, financial situation
and particular needs.

The information contained in this publication is based on certain assumptions and analysis of publicly available information and reflects prevailing
conditions as of the date of the publication. Any opinions, projections and other forward-looking statements regarding future events or performance
of, including but not limited to, countries, markets or companies are not necessarily indicative of, and may differ from actual events or results. The
views expressed within this publication are solely those of the author’s and are independent of the actual trading positions of United Overseas Bank
Limited, its subsidiaries, affiliates, directors, officers and employees (“UOB Group”). Views expressed reflect the author’s judgment as at the date of
this publication and are subject to change.

UOB Group may have positions or other interests in, and may effect transactions in the securities/instruments mentioned in the publication. UOB
Group may have also issued other reports, publications or documents expressing views which are different from those stated in this publication.
Although every reasonable care has been taken to ensure the accuracy, completeness and objectivity of the information contained in this
publication, UOB Group makes no representation or warranty, whether express or implied, as to its accuracy, completeness and objectivity and
accept no responsibility or liability relating to any losses or damages howsoever suffered by any person arising from any reliance on the views
expressed or information in this publication.
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