
PMIs point to a weakening global 
economy!
Similar to ‘the night of the long knives,’ last 
night was ‘the night of the poor PMIs.’

In the US, the IHS Markit composite PMI 
index slumped to 50.8 in January, from 
57.0 in December, signalling the slowest 
pace of expansion in business activity 
since July 2020. 

Furthermore, the Chicago Fed National 
activity index contracted to -0.15 in 
December from November’s +0.44, as 
the services sector was hit by renewed 
COVID-19 restrictions although manu-
facturing production rose to its highest 
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level in five months amid signs of easing 
supply chain constraints. 

While Goldman Sachs is calling for  
four FOMC hikes in 2022, they are 
conscious that they may be underplaying 
the speed and duration of the hiking cycle, 
as “We see a risk that the FOMC will want to 
take some tightening action at every meeting 
until that picture changes.” 

Speaking of rate hikes, one of the local 
Australian banks has upgraded their 
domestic interest rate expectations 
calling for an initial hike of 15 basis points 
in August followed by a further hike of 
25 basis points in October. That is a big 
call from the RBA’s “not until we see wage 
inflation” rhetoric.

Speaking of Australia, the Markit 
preliminary PMIs for January weakened 
significantly after the manufacturing 
sector contracted to 55.3 from 
December’s 57.7 while the services 
sector shrank to 45.0 from 55.1. This 
saw the composite headline fall to 45.3 
from December’s 54.9 as “Supply issues 
meanwhile remained prevalent, with a 
lengthening of lead times, reports of supply 
shortages and labour constraints persisting. 
This had led to input price inflation worsening.”

The Eurozone’s IHS Markit composite 
PMIs declined to 52.4 in January from 
53.3 for a second consecutive month of 
slowing business activity with the pace of 
expansion hitting an 11 month low.

Finally, Japanese services PMI plunged 
to 46.6 in January, from December’s 52.5, 

highlighting the index’s first contraction 
in services activity in four months and 
the steepest pace since August. Although, 
the manufacturing PMIs inched up to 
54.6 in January from 54.3 to record the 
12th straight month of growth in factory 
activity and the strongest growth since 
January 2018.

In China, following on from last week’s 
cuts of the overnight, 7-day reverse repo, 
1-month SLF, 1-year MLF, and the 1-year 
and 5-year LPR’s, the PBoC also cut its  
14-day reverse repo 10 pips to 2.25%.  

Surely there was some good 
news? 
No, and don’t call me ‘Shirley’! 

With the PMIs pointing to a contraction 
of the global economy, equity markets 
bore the brunt with most indexes down 
between -2.0 and -4.0% as investors 
reverted to bonds — which saw the T-bond 
yield ease to 1.71% — while the German 
bund, which went positive at one stage 
this month, saw its yield fall to -0.11%. 

Commodities were also hit with crude 
off -2.0%, although gold inched higher on 
the increased threat of Russian military 
action while the crypto also found some 
support. The VIX rallied past the 30.0% 
level to 35.0% while the commodity 
currencies also came under pressure, with 
the AUD hit particularly hard although 
the EUR held up rather well. The NZD was 
somewhere in between.
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