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Manufacturing downturn deepens as output and new

orders fall at faster rates

Key findings
Manufacturing PMI at 39-month low of 43.0

Demand hit by weaker domestic and export
conditions

Purchase prices fall at quickest pace since
January 2016

August saw manufacturing sink into a deeper downturn,
with rates of contraction in output and new orders among
the steepest registered outside of events such as the global
financial crisis or COVID-19 pandemic. Manufacturers are
reporting a weakening economic backdrop, as demand is hit
by rising interest rates, the cost-of-living crisis, export losses
and concerns about the market outlook.

The seasonally adjusted S&P Global / CIPS UK Manufacturing
Purchasing Managers’ Index® (PMI®) posted 43.0 in August,
down from 45.3 in July, its lowest level since May 2020 and
a reading consistent with a steep deterioration in operating
conditions.

The downturnin manufacturing output took a further turn for
the worse during August, as production volumes decreased
for the sixth straight month. The rate of contraction
accelerated to its steepest in ayear and to one of the fastest
in the survey history. Companies mentioned slower market
conditions, declining new order intakes and efforts to reduce
inventories of finished goods as factors underlying the latest
contraction.

August saw an accelerated decrease in new order intakes,
as deteriorating market conditions both at home and in
overseas markets hit demand. There were reports that
a generally weaker global economic backdrop had led to
declining order intakes from key markets such as the US,
Europe, China and South America. Furthermore, the rates of
decline registered for both total new orders and new export
business were among the steepest seen outside of the GFC
and COVID-19 pandemic.

Data broken down by sector signalled downturns across the
consumer, intermediate and investment goods categories.
Intermediate goods was the weakest sub-industry overall,
registering the fastest rates of decline for most variables,
including output, new orders, new export business, input
purchasing and employment.
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Source: S&P Global PMI.
Data were collected 10-25 August 2023.

Manufacturing staffing levels were cut for the eleventh
successive month in August. Companies linked lower
employment to reduced intakes of new work, falling output
volumes and cost control efforts. Excess capacity at
factories was also cited by some firms, as backlogs of work
contracted to the greatest extent since April 2020.

The currentdownturn also affected the trends in raw material
purchasing, stock holdings and suppliers' delivery times.
Input buying volumes fell for the fourteenth month running
and at the sharpest rate in almost three-and-a-half years.
Meanwhile, stocks of both inputs and finished products were
depleted, as companies strived to cut costs, protect margins
and run more efficient and leaner operations.

August saw average vendor lead times shorten for the
seventh consecutive month. The underlying factors driving
the improvement were generally negative, however. The
decrease mainly reflected weak demand for raw materials
and reduced workloads at both manufacturers and their
suppliers.

After a prolonged period of marked inflation, August saw
purchasing costs fall for the fourth month running and at
the steepest rate since January 2016. Companies reported
many inputs as down in price including energy, fuels, oil
by-products, metals, polymers and rubber. There was also
mention of weak demand leading to lower costs. Although
selling prices decreased, the reduction was marginal.

Finally, manufacturers maintained a positive outlook despite
the current economic malaise. Optimism hit a four-month
high, with 56% of firms expecting growth over the coming
year. This was linked to hopes for a market revival, new
product launches and acquisition/diversification plans.
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Comment

Commenting on the latest survey results, Rob Dobson,
Director at S&P Global Market Intelligence, said:

“August saw a further deepening of the UK manufacturing
downturn. The PMI sank to a 39-month low as output
and new orders contracted at rates rarely seen outside
of major periods of economic stress such as the global
financial crisis of 2008/09 and the pandemic lockdowns.

"Manufacturers reported a weakening economic backdrop
as demand is hit by rising interest rates, the cost-of-living
crisis, export losses and concerns about the market
outlook. While this is being felt across the manufacturing
industry, business-to-business companies are especially
hard hit. Intermediate goods producers saw the steepest
drops in output, new orders and employment as a result.

“The downturn is also forcing companies into a more
defensive posture. Purchasing activity, inventory holdings
and staffing levels were all cut back in August as
manufacturers strived to control costs, protect margins
and operate in a much leaner and efficient manner.

"The 'plus' side of the downturn is that input costs are
now falling at the quickest pace since January 2016
and inflationary supply chain issues are abating, which
should help feed through to lower goods price inflation
in the coming months. The survey data therefore suggest
policymakers will become increasingly focused on
concerns over the economy's health as they mull the need
for further rate hikes.”

Dr. John Glen, Chief Economist at the Chartered Institute
of Procurement & Supply, said:

“Another substantial fall in manufacturing activity,
contracting for the sixth month in a row and the fastest
rate since May 2020, showed that these are tough times
for manufacturers.

"The constant pressures on business costs from inflation
and the systemic weaknesses in the UK and global
economies were also driving the fastest fall in new orders
since the financial crisis, outside the pandemic years. As
a result, manufacturers were forced to reduce the size of
their business operations, their headcounts and reassess
what business is likely to look like in the remainder of the
year and in a highly competitive economic environment.

"However, those firms with orders in hand enjoyed
the fastest delivery times since January and the
rate of inflationary rises slowed to 2016 levels. Some
price correction eased the pain for manufacturers
who registered a four-month high in optimism about
opportunities in the next 12 months. Small crumbs of
comfort maybe as the sector remains in contraction and
the marketplace cools even further, leading to headaches
for policy makers about what steps to take to keep the
economy from sliding into recession."
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Survey methodology

The S&P Global / CIPS UK Manufacturing PMI® is compiled by S&P Global from responses to
questionnaires sent to purchasing managers in a panel of around 650 manufacturers. The panel
is stratified by detailed sector and company workforce size, based on contributions to GDP. Data
collection began in January 1992.

Survey responses are collected in the second half of each month and indicate the direction of
change compared to the previous month. A diffusion index is calculated for each survey variable.
The index is the sum of the percentage of ‘higher’ responses and half the percentage of ‘unchanged’
responses. The indices vary between 0 and 100, with a reading above 50 indicating an overall
increase compared to the previous month, and below 50 an overall decrease. The indices are then
seasonally adjusted.

The headline figure is the Purchasing Managers’ Index™ (PMI). The PMI is a weighted average of
the following five indices: New Orders (30%), Output (25%), Employment (20%), Suppliers’ Delivery
Times (15%) and Stocks of Purchases (10%). For the PMI calculation the Suppliers’ Delivery Times
Index is inverted so that it moves in a comparable direction to the other indices.

Underlying survey data are not revised after publication, but seasonal adjustment factors may be
revised from time to time as appropriate which will affect the seasonally adjusted data series.

For further information on the PMI survey methodology, please contact economics@ihsmarkit.com.

Flash vs. final data
Since January 2006 the average difference between final and flash Manufacturing PMl values is 0.1
(0.4 in absolute terms).

About S&P Global

S&P Global (NYSE: SPGI) S&P Global provides essential intelligence. We enable governments,
businesses and individuals with the right data, expertise and connected technology so that they
can make decisions with conviction. From helping our customers assess new investments to
guiding them through ESG and energy transition across supply chains, we unlock new opportunities,
solve challenges and accelerate progress for the world.

We are widely sought after by many of the world’s leading organizations to provide credit ratings,
benchmarks, analytics and workflow solutions in the global capital, commodity and automotive
markets. With every one of our offerings, we help the world’s leading organizations plan for
tomorrow, today. www.spglobal.com.

About CIPS

The Chartered Institute of Procurement & Supply (CIPS) is the world’s largest procurement and
supply professional organisation. It is the worldwide centre of excellence on purchasing and
supply management issues. CIPS has over 60,000 members in over 150 countries, including senior
business people, high-ranking civil servants and leading academics. The activities of procurement
and supply chain professionals have a major impact on the profitability and efficiency of all types of

organisation and CIPS offers corporate solutions packages to improve business profitability.
WWW.CIpS.org

About PMI

Purchasing Managers’ Index® (PMI®) surveys are now available for over 40 countries and also for
key regions including the eurozone. They are the most closely watched business surveys in the
world, favoured by central banks, financial markets and business decision makers for their ability to
provide up-to-date, accurate and often unique monthly indicators of economic trends.
ihsmarkit.com/products/pmi.html.

Disclaimer

The intellectual property rights to the data provided herein are owned by or licensed to S&P Global and/or its affiliates. Any unauthorised use, including but not limited to copying, distributing, transmitting or otherwise of any data
appearing is not permitted without S&P Global’s prior consent. S&P Global shall not have any liability, duty or obligation for or relating to the content or information (“data”) contained herein, any errors, inaccuracies, omissions or
delays in the data, or for any actions taken in reliance thereon. In no event shall S&P Global be liable for any special, incidental, or consequential damages, arising out of the use of the data. Purchasing Managers’ Index® and PMI®
are either registered trade marks of Markit Economics Limited or licensed to Markit Economics Limited and/or its affiliates.

This Content was published by S&P Global Market Intelligence and not by S&P Global Ratings, which is a separately managed division of S&P Global. Reproduction of any information, data or material, including ratings (“Content”)
in any form is prohibited except with the prior written permission of the relevant party. Such party, its affiliates and suppliers (“Content Providers”) do not guarantee the accuracy, adequacy, completeness, timeliness or availability
of any Content and are not responsible for any errors or omissions (negligent or otherwise), regardless of the cause, or for the results obtained from the use of such Content. In no event shall Content Providers be liable for any
damages, costs, expenses, legal fees, or losses (including lost income or lost profit and opportunity costs) in connection with any use of the Content.
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