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China: PMlis improve and it looks like a soft landing

o Both of China’s manufacturing PMIs improved in August, suggesting a soft landing
in the Chinese economy rather than a sharp slowdown. Nonetheless, GDP growth will
be weak in the current quarter, but should start to improve in Q4.

o Further monetary tightening is still off the table for the rest of the year. However, it
looks increasingly likely that existing tightening measures will remain in place and

the government will not be forced into new fiscal easing.

Details

China’s two manufacturing PMIs both improved in August, suggesting that China might
be able to avoid a sharp slowdown in growth. China’s official NBS PMI increased
slightly from 51.2 to 51.7 (consensus: 51.5). There is considerable seasonality in the NBS
PMI and there was actually a slight decline from 53.0 to 52.6 if we use our own
seasonally adjusted data. However, the details are strong with new orders improving and
the new order-inventory balance improving markedly (see chart on next page).

The HSBC manufacturing PMI improved significantly in August with new orders in
particular surging from 47.9 to 52.7. As the finished goods inventory component dropped
substantially, the new order-inventory balance also improved sharply. However, the
export order component remained weak in August and thus there remains considerable
uncertainty about the outlook for China’s exports. The HSBC PMI has in recent months
painted a much weaker picture of the Chinese economy than the NBS PMI. However,
with the significant improvement in HSBC PMI in August, the two PMIs now paint a
more similar picture of the Chinese economy, albeit NBS is still slightly more positive.

In Asia, manufacturing PMIs continued to decline outside China (see chart on next page).
This is particularly the case in Japan, South Korea and Taiwan, while manufacturing
activity in India appears to be on a more solid footing. As China’s manufacturing PMI
appears to have led the rest of Asia since late 2008, the improvement in manufacturing
PMI in China suggests that PMIs should start to improve in the rest of Asia soon.

Impact & outlook

Today’s Chinese manufacturing PMIs are very encouraging news not just for China, but
also for the rest of Asia. They suggest a soft landing rather than a sharp slowdown in
growth. Based on the development, we still expect GDP to be just around 7% q/q AR in
Q3, which is below trend. However, GDP growth should start to improve again in Q4.

Because inflationary pressure has eased substantially and there is still considerable
uncertainty about the global growth outlook, we think further monetary tightening is off
the table in China for the rest of the year. On the other hand, today’s data also suggests
that China will not shift into easing mode. The existing tightening measures will remain
in place and the Chinese government will not announce new fiscal stimulus measures.

With growth likely to accelerate again in late 2010, we think monetary tightening will be
back on the agenda in 2011, albeit there will be a considerable headwind to the economy
next year from the gradual unwinding of public infrastructure investments. The case for
continued appreciation of CNY remains in place, albeit it has temporarily stopped due to
the uncertainty about the global outlook.

NBS manufacturing PMI

August July
Total 51.7 51.2
-Output 53.1 52.7
-New orders 53.1 50.9
-Export orders 52.2 515
-Inventory 51.7 51.2

Source: Bloomberg

HSBC/Markit manufacturing PMI

August July
Total BiE 49.4
- Output 524 49.7
-New orders 52.7 47.9
-Export orders 49.5 49.8
-Inventory 49.1 52.2

Source: Markit

Has inflationary pressure started to
ease?
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Growth in industrial production should improve again in Q4

Expiry of some VAT tax rebates on exportsin July has
temporarily boosted exports
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New order-inventory balance improved sharply in August Import growth should start to pick up soon
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Inflationary pressure has eased significantly Improvement in China’s PMI suggests PMis in the rest of Asia
are bottoming out
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Disclosure
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Danske Bank. Danske Bank is under supervision by the Danish Financial Supervisory Authority. The author of
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Danske Bank has established procedures to prevent conflicts of interest and to ensure the provision of high
quality research based on research objectivity and independence. These procedures are documented in the Danske
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Financial models and/or methodology used in this research report
Calculations and presentations in this research report are based on standard econometric tools and methodology
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obtained from the authors upon request.

Risk warning
Major risks connected with recommendations or opinions in this research report, including as sensitivity analysis

of relevant assumptions, are stated throughout the text.

First date of publication
Please see the front page of this research report for the first date of publication. Price-related data is calculated

using the closing price from the day before publication.
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Bank’s internal credit department. It is not an offer or solicitation of any offer to purchase or sell any financial
instrument. Whilst reasonable care has been taken to ensure that its contents are not untrue or misleading, no
representation is made as to its accuracy or completeness and no liability is accepted for any loss arising from
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herein. The Equity and Corporate Bonds analysts are not permitted to invest in securities under coverage in their
research sector. This publication is not intended for retail customers in the UK or any person in the US. Danske
Markets is a division of Danske Bank A/S. Danske Bank A/S is authorized by the Danish Financial Supervisory
Authority and is subject to provisions of relevant regulators in all other jurisdictions where Danske Bank A/S
conducts operations. Moreover Danske Bank A/S is subject to limited regulation by the Financial Services
Authority (UK). Details on the extent of our regulation by the Financial Services Authority are available from us
on request. Copyright (C) Danske Bank A/S. All rights reserved. This publication is protected by copyright and

may not be reproduced in whole or in part without permission.

This publication has been prepared by the correspondent of Auerbach Grayson & Company Incorporated
(“AGC”) named above on the date listed above.

We are distributing this publication in the U.S. and any U.S. person receiving this report and wishing to effect
transactions in any security discussed herein, should do so only with a representative of Auerbach Grayson &

Company Incorporated. Additional information on recommended securities is available on request.
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