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Global business activity contracts for fifth successive month as demand downturn

accelerates

Global business activity fell for a fifth consecutive month in
December, with the rate of decline moderating slightly amid
improved supply conditions but still rounding off the worst
quarter since 2009 barring lockdown months. What's more,
with new orders falling at an increased rate, the underlying
demand environment appears to have deteriorated further.

Price pressures meanwhile continued to moderate, pointing
to a marked cooling of global inflationary pressures.

The steepest downturn - and commensurate calming of
inflation - has been seen in the US. In Europe, the pace of
decline moderated, fueled in part to fewer energy market
worries. China's decline also slowed, thanks to fewer COVID-
19 restrictions.

Looking ahead, business confidence has lifted slightly
thanks to the changing situation in China and improving
global supply-side conditions, but the mood generally
remains subdued due to worries over higher interest rates
and the possibility of further demand in the months ahead.
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December drop in business activity
rounds off disappointing fourth quarter

At 48.2 in December, the Global PMI - compiled by S&P
Global across over 40 economies and sponsored by
JPMorgan — indicated a fifth successive month of falling
business activity. Despite rising slightly from 48.0 in
November, the December reading rounds off the worst
calendar quarter since the second quarter of 2009, during
the global financial crisis, if the initial pandemic lockdown
months of early 2020 are excluded. The PMI is consistent
with global GDP falling at an annualised rate of
approximately 1% in the fourth quarter.

Similar rates of decline were recorded across the
manufacturing and service sectors, pointing to a broad-
based economic contraction at the end of the year. Neither
sector has registered any output growth since last July.
Although an unchanged rate of output decline in the
service sector in December contrasted with brighter news
of a slight moderation in the pace of manufacturing
decline, the latter reported an increased loss of new orders
to hint that the factory production decline could
reaccelerate in January.

Global output and new orders
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European downturns moderate, US
sinks deeper into decline

Looking at the major developed economies, trends varied
markedly. Downturns moderated in Europe, with all four of
the largest eurozone member states and the UK reporting
weaker rates of contraction at the end of the year to
consequently indicate only very modest GDP declines in all
cases. The European data therefore suggest that the
region's decline peaked back in October, though one
notable exception is UK manufacturing, where the rate of
decline accelerated further in December as Brexit
contributed to a worsening of trade performance.

In contrast, the US downturn gathered momentum, with
output falling for a sixth successive month in December
and contracting at one of the fastest rates since 2009 if
pandemic lockdown months are excluded. Both
manufacturing and services saw increased rates of output
decline. Australia likewise reported a deepening downturn,
though Japan saw business activity broadly stabilise after
slipping into contraction in November, buoyed by a modest
resurgence in service sector activity.

Developed world PMI output indices
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Resurgent India leads emerging
markets, China's downturn moderates

Divergent trends were also evident in the major emerging
markets. While India notched up the strongest expansion
for a decade, fueled by surging growth in both
manufacturing and services, Russia, Brazil and mainland
China all reported falling levels of business activity.

Encouragingly, China's downturn moderated as activity
across both manufacturing and services was buoyed by
looser COVID-19 restrictions, but Russia struggled amid
ongoing war sanctions, despite a boost to domestic

manufacturing as firms benefited from import substitution.

Political upheaval and slumping foreign trade meanwhile
hit Brazil, leading to a second month of falling output.
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Emerging market PMI output indices
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Higher prices dampen demand

The most commonly cited cause of the downturn around
the world was a weakening of demand due to higher prices.
The number of companies reporting order books to have
deteriorated as a result of higher prices spiked in
December to the highest recorded since data were first
available in 2005, running at over six-times the long run
average.

Global companies reporting lower orders due to higher prices
Index, 1 = long run average (2005-20)
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But supply conditions start to improve

However, a factor helping to moderate the downturn -
especially in manufacturing — was an improvement in
supplier delivery times, reflecting fewer shortages of raw
materials. December saw the incidence of supply delays
fall to the lowest since January 2020, just prior to the
pandemic, to represent a major improvement in the global
supply situation compared to the unprecedented supply
scarcities reported at the start of the year and throughout
2021.

To illustrate, the number of companies worldwide reporting
that backlogs of work are accumulating due to an
insufficient supply of raw materials (i.e. both components


https://www.spglobal.com/marketintelligence/en/mi/research-analysis/global-price-pressures-cool-further-as-end-of-2022-sees-manufacturers-cut-capacity-January2022.html
https://www.spglobal.com/marketintelligence/en/mi/research-analysis/global-price-pressures-cool-further-as-end-of-2022-sees-manufacturers-cut-capacity-January2022.html

and energy) has fallen back close to its long-run average in
December, having spiked at over seven-times the long-run
average back in October2021.

Global companies reporting rising backlogs of work due to
raw material shortages
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At the same time, European manufacturers in particular
cited fewer constraints on production due to waning
energy market concerns, and in particular lower gas prices.
State subsidies in Europe have also been widely cited as a
key factor supporting spending, both by businesses and
households.

Price pressures abate

A consequence of the improving supply situation —and the
recent slump in demand — was a further softening of price
pressures around the world in December. The global PMI
input price index, covering both goods and services,
registered the weakest rate of inflation for two years,
signalling a further marked cooling in the rate of increase
from the peak seen in April of last year. As this index acts
as a reliable advance indicator of consumer price inflation,
the PMI data point to a marked moderation of global
inflation in the months ahead.

Global PMI costs and inflation
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Lower costs generally fed though to lower selling price
inflation for goods and services, especially in the US and to
lesser — but still notable — extents in Europe. Price
pressures proved stickier in Japan, where the PMI is now
registering a slightly steeper rate of increase than seen in
the US.

PMI prices charged (goods and services)
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Outlook remains subdued

While the improving supply situation and cooling of price
pressures helped lift business sentiment in December, with
news of loosened COVID-19 restrictions in mainland China
also bolstering sentiment in some cases, the overall level
of optimism regarding outputin the year ahead remained
firmly below its long run average in December, reflecting
broad-based concerns about demand in the coming
months and a heightened risk of recession.

Compared to long run averages, sentiment was the
weakest in Europe, with UK-based firms especially gloomy,
while sentiment lifted especially sharply in China.

Future output expectations

Composite PMI expected future output index, standard deviations from mean
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Sentiment also notably remained well below its long-run
average in the US, which has seen the most aggressive
monetary policy tightening.

While higher interest rates in the US and Europe are having
an increasingly evident effect in cooling inflationary
pressures, the cost of this fight against inflation has been a
demand downturn on a scale not seen since 2009, if the
initial pandemic lockdown period is excluded.

Going forward, it is therefore likely that the central bank
policy path will be the key determinant of the trajectory of
global output in the coming months, with the opening up of
China's economy from COVID-19 restrictions also set to
have a potential major influence. However, at the moment,
itis unclear as to the degree to which policymakers will be
swayed by signs of slumping activity and falling inflationary
pressures. Equally, it is unclear how China's economy will
cope with the relaxation of pandemic restrictions. Flash
PMI data, due out on 24th January, will provide the first
major insights into how the global economy has fared at
the start of 2023.

Global PMI new orders and prices vs. central
bank policy
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Links to more resources

— Sign up to receive updated commentary in your
inbox here.

— Calendar of upcoming PMI releases

- Running commentary on the PMI survey findings

- PMI Frequently Asked Questions

- Background to the PMIs (video)

- Understanding the headline PMI and its
various subindices

— PMI data use-case illustrations, from nowcasting to
investment strategy

- PMlI podcasts

- How to subscribe to PMI data
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