PMI

by S&P Global

Asia Sector PMI

July 2025

Using PMI® data to rebalance a portfolio of Asia sector equity indices

Introduction

In this paper, we demonstrate how signals obtained from
the Asia Sector PMI data can be used to guide equity
market investment decisions’. Similar studies have
previously demonstrated the power of PMI data in active
and systematic investment strategies at.a country level
and a global sector level. We now extend the application to
Asia sectors and demonstrate how an active rules-based
approach may help generate excess returns for equity
market investors across different time horizons and with
different degrees of diversification.

For this exercise, we use S&P Global Asia Sector PMI data,
which provide insights into business conditions in 28
sectors with granularity down to three distinct tiers. Using
13 sectors and mapping them to the appropriate index
within the S&P Global Broad Market Index (BMI)? universe,
we establish a sector rotation model which uses signals
identified from the Asia Sector PMI to direct a hypothetical
long-only portfolio. Through back testing the strategy, we
find that our approach generated hypothetical excess
returns as large as 332% over the benchmark S&P Pan Asia
BMI Index over a 15-year period on a net basis.

Why use PMIs?

The Purchasing Managers’ Index (PMI) is widely viewed by
economists, policymakers, investors and business leaders
as key benchmarks of economic conditions. In addition to
the manufacturing, services and composite indices
released on the 1t and 3 working days of each month, S&P
Global publishes more granular sector indices. This is
available at a global level and regionally for Europe, Asia
and the US.

The key advantages of using the sector PMlin driving
cross-sector investment strategies can be summarised as
follows:

"Transaction costs and any other relevant fees and taxes have
been excluded. Additionally, the use of underlying index data
rather than index ETF data suggests that actual returns may
differ due to tracking error.
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1. Availability: The S&P Global sector PMI data are
unique as they provide regular insights into
economic conditions by sector, with a broad range
of sub-indices providing information on output,
demand, prices, employment and expectations.
With this, one can pinpoint the position of specific
country or sector along the business cycle, which
is crucial for investors' sector views.

2. Comparability: PMI survey results are collated
using a consistent methodology for all countries,
regions and industries they track. As such, cross-
country and cross-sector comparisons can be
drawn.

3. Timeliness: PMI data for each month are
published at the start of the following month,
which means that business conditions are tracked
in near real-time, providing fast information for
making investment decisions. Moreover, PMI data
are not revised after first publication, providing an
additional layer of confidence in decision-making.

Methodology
a) Data

We use 13 sectors from the S&P Global Asia Sector PMI,
mapped to the appropriate group within GICS® to identify
which S&P Pan Asia BMI index will best capture the equity
market performance of companies in that specific sector.
They are listed below in table 1.

The Asia Sector PMI data selected here are used to
construct an Asia Sector PMI Growth Index, whereby
signals derived from these PMI data are used to determine
the allocation of funds into these 13 sectors. The
performance of the Asia Sector PMI Growth Index is
benchmarked against both an equally weighted index of
these 13 sectors, as well as the S&P Pan Asia BMI Index.

2 https://www.spglobal.com/spdji/en/indices/equity/sp-global-
bmi
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Our Asia Sector PMI Growth Index is adjusted 12 times per
calendar year (i.e. once per month following the release of
the Asia Sector PMI data). Asia sector PMI data are
typically released on the third working day of each month,
but the precise date can sometimes vary due to holidays
(or religious events). To accommodate, we set our portfolio
rebalance date as the 6™ of each month, with the previous
working day selected should the 6™ fall on a non-working
day. While not explored in this short paper, further testing
could be done to see whether additional alpha can be
generated by shifting the adjustment date as close to the
PMI release dates as possible.

Like earlier papers, the investment process works as
follows. PMI data for month t-1are released at the start of
month t. The portfolio is adjusted in month t, with returns
realised in month t+1 after PMI data for month t are
published and the readjustment process is repeated.

Table 1: GICS and S&P Sector mapping

S&P Pan Asia BMI Automobiles &

Automobiles &Auto Parts

Components

Banks

S&P Pan Asia BMI Banks

Basic Materials

S&P Pan Asia BMI Materials

Beverages &Food

S&P Pan Asia BMI Food, Beverage &
Tobacco

Consumer Services

S&P Pan Asia BMI Consumer Services

Healthcare Services

S&P Pan Asia BMI Health Care
Equipment &Services

Household &Personal Use Products

S&P Pan Asia BMI Consumer Staples

Industrials

S&P Pan Asia BMI Industrials

Insurance

S&P Pan Asia BMI Insurance

Technology Equipment

S&P Pan Asia BMI Technology
Hardware &Equipment

Transportation

S&P Pan Asia BMI Transportation

Pharmaceuticals &Biotechnology

S&P Pan Asia BMI Pharmaceuticals,
Biotechnology &life Sciences

Software &Services

S&P Pan Asia BMI Software & Services

b) Signals

PMI data measure month-to-month changes across a host
of critical business health indicators, with many of its sub-
indices providing useful signals for extracting information
on the current and expected path of a particular sector.

There are many PMI sub-indices that can be used to
extract investment signals, as demonstrated in past
papers. Ones commonly used in our previous testing
include, but are not limited to, the Output Index, New
Orders Index, Output Prices Index and the Future Output
Index. These indicators capture aggregated trends in
business activity, demand, company pricing power and
business sentiment respectively, all of which can influence
company, sector and broader stock market performance.

PMI data are diffusion indices, which means they are

bound between 0 and 100, with 50.0 the no-change mark. A
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reading above 50.0 indicates expansion, while anything
below points to contraction. The degree of change is also
well captured this way, whereby the further above the 50.0
threshold it goes, the faster the rate of expansion being
signalled and vice versa. With the exception of the Future
Output Index (the only sentiment-based PMI indicator), all
data are seasonally adjusted.

We focus our research on allocating to the top performing
sector(s) based only on signals derived from selected PMI
indicators. We start with a single, untransformed PMI sub-
index, before moving on to use combinations of PMI sub-
indices and applying data transformations. PMI signals for
each sector are ranked each month and funds are
allocated to the top-performing sector(s) depending on the
determined degree of diversification. Funds are reallocated
each month should the top-performing sector(s) change.

In this paper, we experiment with allocating funds into the
top three performing sectors for some degree of
diversification. Results in a single-sector allocation
scenario are also presented for comparison.

Findings
i) Single PMI sub-index

Output

We start by using a single PMI sub-index, the PMI Output
Index, which is a measure of business activity or production
volumes (for manufacturing companies). Higher output is
viewed as a positive investment signal, whereas lower
output is seen to be negative. The chart below shows the
returns comparing the Asia Sector Growth Index, for both
the three-sector and single-sector portfolio, the S&P Pan
Asia BMI Index and an equal-weighted index. Excess
returns of more than 150% are achieved with the Asia
Sector PMI Growth Index (1 sector), versus the broader S&P
Pan Asia BMI Index. While this model delivers substantial
excess returns, given it lacks diversification, periods of
market downturn also become more pronounced, such as
around 2021.

Results using PMI Output Index over 15 years

Asia Sector PMI Growth Index (1 sector) === Asia Sector PMI Growth Index (3 sectors)
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e Fqual-weight Index
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As of June 2025, using PMI data to April 2025 and S&P Pan Asia BMI data from May 2010.
Source: S&P Global PMI, S&P Global Market Intelligence.
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New orders

Substituting the Output Index with the New Orders Index,
which is often seen as a more forward-looking indicator
given it is a measure of changes in demand, the results
visibly improved for both the three-sector and the single-
sector Asia Sector PMI Growth Indices. The maximum
drawdown has also declined by using the New Orders
Index.

Results using PMI New Orders Index over 15 years
e Asia Sector PMI Growth Index (1 sector) s Asia Sector PMI Growth Index (3 sectors)
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As of June 2025, using PMI data to April 2025 and S&P Pan Asia BMI data from May 2010.
Source: S&P Global PMI, S&P Global Market Intelligence.
© 2025 S&P Global.

ii) Combination of PMI sub-indices

In previous papers, excess returns have been achieved by
using transformations of the PMI sub-indices data to derive
alternative signals for the allocation of funds across
sectors. This included momentum signals, whereby PMI
data for the month is compared with a moving average.
This can allow us to better assess shifting business cycle
trends, by analysing how a sector is performing relative to
prior months.

In the selected model below, we used two sub-indices,
applying the following formula to derive a score for each
sector:

SCORE;, = INDEX;, + MOMENTUM,,

INDEX;; is simply the numerical value of a chosen PMI
index in month t, while MOMENTUM;, is computed by
subtracting the average of the prior three months from the
current value of the chosen PMI index in month t.

New orders and output prices

In this model, we have used the New Orders Index for
INDEX;;, and Output Prices Index for MOMENTUM;,.

The rationale behind this specification reflects the value
provided by demand signals outlined by the New Orders
Index, but also the option to extract additional investment
signals by looking at output prices which shed light on
company pricing power. For example, if demand is
expanding in a sector and we are also seeing evidence of
rising pricing power, as reflected by upward movement in
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the Output Prices Index, one could expect better equity
market returns given the PMI signals point to improved
corporate earnings growth.

Here, substantial excess returns are again delivered using
the blended PMI index approach. Notably, while the best-
performing single-sector Asia Sector PMI Growth Index
achieved higher excess returns over the same period using
only the New Orders Index (as shown in the previous
model), returns from the three-sector index derived from
the blended PMI outperformed the single PMI index model
which invests in three sectors. This is important for
investors who value greater diversification in their portfolio.

Results using PMI New Orders and Output Prices indices over 15 years
e Asia Sector PMI Growth Index (1 sector) e Asia Sector PMI Growth Index (3 sectors)
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As of June 2025, using PMI data to April 2025 and S&P Pan Asia BMI data from May 2010.
Source: S&P Global PMI, S&P Global Market Intelligence.
© 2025 S&P Global.

Table 2: 15-year period excess returns

PMI sub-index One-sector Three-sector
excess returns (vs | excess returns
S&P Pan Asia BMI | (vs S&P Pan
Index) Asia BMI

Index)

Output 156% 113%

New orders 332% 151%

New orders and 294% 220%

output prices

We also shortened the investment horizon to a five-year
period and once again found substantial excess returns.
Moreover, over this sample period, the PMI-driven strategy
avoided the negative returns in late-2022 when broad- and
equal-weighted indices both fell into negative territory.
This is important, as the past five-years have been unusual,
especially in the immediate aftermath of the COVID-19
pandemic. The PMI therefore proved to be useful in guiding
investment decisions even during periods of high
uncertainty and market volatility.



Results using PMI New Orders and Output Prices indices over 5 vears
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As of June 2025, using PMI data to April 2025 and S&P Pan Asia BMI data from June 2020.
Source: S&P Global PMI, S&P Global Market Intelligence.
© 2025 S&P Global.

Conclusion

This paper provides an illustration of how PMI data can
potentially be used to guide sector-level equity market
investment decisions to yield considerable excess returns.
Even during periods of broader market decline, such as
through the COVID-19 pandemic, we have shown that PMI
signals can offer value to investors. This applies not just to

Asia, but also on a global scale.

Theoretical returns over 300% greater than the S&P Pan
Asia Broad Market Index were achieved over a 15-year
period when invested funds were reallocated to the single
best-performing sector over time, as determined by the
PMI New Orders Index across 13 selected sectors. Blending
PMI sub-indices also provide valuable investment signals,
with returns from a more diversified portfolio
outperforming the benchmark considerably over the tested
sample periods. Our analysis shows the PMI is a versatile
data set which is suited for different types of investment
goals and strategies.

Lastly, the work demonstrated here is by no means
exhaustive and we encourage financial market participants
to experiment with other single or combination of PMI sub-

indices to further improve or tailor the results to their
requirements.

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

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

- PMI podcasts

- How to subscribe to PMI data
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