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Emerging markets appear to be winning their battle with 
inflation; concern shifts to growth 

Emerging markets output growth 
softens worryingly in Q3, with 
manufacturing the main culprit 

The HSBC emerging markets index (EMI) 
is not as weak as it was during the 
2008/09 financial crisis but it has 
nevertheless softened yet again, reaching 
a nine-quarter low in the third quarter of 
2011. The main culprit is manufacturing 
where the latest reading points to an 
outright contraction. Services are still 
expanding, but at a much-reduced rate.  
The level of activity is now worryingly-
soft. 

The weakness in manufacturing coincides with clear evidence 
of a loss of momentum in world trade through the course of 
2011. It now looks as though world trade growth peaked in the 
first quarter.  Since then, it’s been downhill all the way.  Much of 
this weakness reflects problems in the developed world but 
exports from the emerging world have nevertheless been hit. 
Indeed, new export orders in manufacturing fell in the third 
quarter for the first time in nine quarters.

Companies in the emerging world have reacted to this loss of 
momentum by clearing their order backlogs at a faster rate than 
before, helping to support activity near-term. This is, however, 
clearly an unsustainable position.  In the absence of any quick 
rebound in world trade, the weakness revealed in this latest 
survey is likely to show up in future employment losses. Already, 
jobs growth in the emerging world appears to have stagnated.

The emerging nations’ earlier battles against inflation appear 
mostly to have been won. The recent softening of global 
commodity prices has clearly helped, as has the persistent 
tightening of monetary policy throughout the emerging world, 
which has contributed to an easing of domestic demand. Indeed, 
the two are doubtless related: we have consistently maintained 
that higher commodity prices were closely related to the 
strength of economic activity in the emerging world.

There are one or two exceptions to this general trend. Activity 
for eastern European manufacturers has held up reasonably 
well while inflation in India continues to rise. Overall, however, 
there can be no doubt that, as with the developed world, the 
focus of attention has shifted from fears about inflation to 
concerns about growth.
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Although the EMI collapsed in late-2008 and early-2009, the 
emerging nations were still able to outperform economies in the 
developed world.  They didn’t have to contend with the sub-
prime fallout, the banking bail-outs or the subsequent de-
leveraging of balance sheets. While the western world became 
stuck in economic permafrost, the emerging economies were 
able to generate vigorous recoveries, helped along by remarkably 
low global interest rates.

The same may be true today. The developed world’s debt 
problems may have changed - more leverage in public sectors, 
less elsewhere - but the uncertainties remain. Despite the 
copious use of monetary policies - both conventional and 
otherwise - there has been no lasting recovery. And, in its 
absence, the political uncertainty over debt has only increased. 
How will Congress tackle the US budget deficit? How will the 
nations of the eurozone decide on how the burden of the euro 
crisis be shared between creditors and debtors?

In theory, the emerging nations do not have to face such difficult 
political choices.  Nevertheless, they are affected by the financial 
uncertainties stemming from a hunt for “safety” in an 
increasingly turbulent world. In an increasingly “risk-off” 
environment, emerging market financial assets have suffered 
more than their fair share of contagion. While, over the long-
term, there is clear evidence of economic de-coupling, there is 
not much evidence of financial market de-coupling on a day-to-
day basis. 

It’s a relief, therefore, that the easing of inflationary pressures 
has created a bit more room for policy flexibility. Admittedly, 
inflation is still uncomfortably elevated in some parts of the 
emerging world suggesting that central bankers need to exercise 
caution before providing substantial stimulus. Nevertheless, we 
are beginning to see monetary easing in a number of emerging 
nations suggesting that earlier attempts to bring inflation to heel 
were broadly successful, a tribute not just to the impact of 
higher interest rates but also, in some cases, the effects of 
“quantitative tightening”. Repeated increases in Chinese reserve 

ratios, for example, may have contributed to a significant easing 
in the pace of credit expansion.

Still, it would be wrong to conclude that, with inflationary 
pressures abating, emerging nations are about to launch another 
policy stimulus on a scale similar to that seen in 2008/09. It’s 
probably a case of “once bitten, twice shy” with many 
policymakers fearful of generating another wave of inflationary 
pressures. It seems increasingly likely, then, that emerging 
nations will not be able fully to offset the endemic weakness in 
the developed world, implying that the pace of global economic 
growth will remain well below 3% in both 2011 and 2012, a 
disappointing performance relative to past history, 
notwithstanding the sound underlying economic fundamentals 
on offer in many parts of the emerging world.  

Stephen King
Group Chief Economist
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Key findings:
• Weaker increase in new work led to slowdown in output growth
• Service sector business optimism slides to lowest of 2011 so far
• Employment growth eases to only marginal rate
• Input cost inflation weakens amid persistent policy tightening across the emerging world

Emerging market output growth dips to nine-quarter low 
in Q3 2011
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Output growth sinks to nine-quarter low
At 51.9 in Q3 2011, down from 54.2 in Q2, the HSBC Emerging 
Markets Index (EMI), a quarterly indicator derived from the 
monthly PMI™ surveys, showed emerging market output 
growth easing to the slowest in nine quarters. The index fell for 
the third successive quarter, and posted the fourth-lowest 
reading in the series history, only surpassing those levels 
recorded in the three quarters to Q2 2009.
The EMI is based on 21 PMI™ (Purchasing Managers’ Index™) 
surveys conducted across 16 emerging markets and provides 
the earliest and most reliable indication of economic trends.
Emerging market manufacturing output fell in Q3, ending a nine-
quarter period of growth. In contrast, service providers saw an 
increase in business activity over the quarter. However, the pace 
of expansion eased to the slowest since Q2 2009. The index 
measuring trends in emerging market services output has fallen 
in five of the past six quarters, with a slight uptick in Q2 2011 the 
exception.
Manufacturing output declines in face of fading trade flows
Manufacturing production decreased in six of the emerging 
market manufacturing sectors monitored by the survey, namely 
Brazil, China, Singapore, South Africa, South Korea and Taiwan. 
South African and Taiwanese manufacturers recorded particularly 
marked rates of decline in output, followed by Brazil, where 
production fell at the fastest rate since Q1 2009. Meanwhile, 
China and Singapore recorded marginal and modest rates of 
reduction respectively.
Eastern European manufacturers generally fared better than 
emerging Asia firms during Q3, but all saw production growth 
moderate over the quarter. Russia recorded only a marginal 
increase in factory output, while rates of expansion slowed to 
seven- and eight-quarter lows in the Czech Republic and Poland 
respectively. Meanwhile, India also recorded a weaker expansion 
in manufacturing production, with growth slowing to a two-and-
a-half year low. Conversely, Turkey and Israel were the only 
emerging market manufacturing sectors to record a faster 
increase in output levels. 
Against a backdrop of muted global demand, emerging market 
manufacturers reported lower volumes of new export business 
for the first time in nine quarters. Foreign order levels fell across 
the majority of monitored sectors, with the Czech Republic, 
Saudi Arabia and UAE the exceptions. Of the big-four emerging 
markets, Brazil and India recorded the fastest rates of decline in 
new export orders, while China registered only a marginal 
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reduction.
Broad-based slowdown in services; outlook dims
Service sector activity growth eased to a nine-quarter low in Q3 
2011, with rates of expansion slowing across all the big-four 
emerging markets. When questioned about the prospects for 
activity at their units over the next year, emerging market service 
providers expressed the third-lowest degree of optimism since 
data were first compiled in Q4 2005. Business confidence 
dipped to a series-record low in China, while Russian service 
sector firms were the least optimistic in ten quarters. 
Supply side pressures ease 
Reflective of a slower expansion in manufacturing production, 
the rate of purchasing growth among emerging market 
manufacturers eased to near-stagnation in Q3. Stocks of semi-
manufactured goods and raw materials fell at the fastest pace 
for two years as a result, with Brazil, China and Russia all 
recording a drop in inventory holdings.
Muted demand for inputs, coupled with easing supply side 
pressures emanating from Japan’s earthquake and tsunami, 
meant that supplier lead times lengthened at the slowest rate 
since Q3 2009. 
Input cost inflation slows to four-quarter low
The latest EMI survey findings provide further evidence to 
suggest that persistent policy tightening across the emerging 
world has contributed to weakening inflation pressures.
At the composite level, the rate of input cost inflation eased to 
a four-quarter low. Of the largest emerging markets, Brazil (two-
year low), China (slowest in four quarters) and Russia (weakest 
in one-and-a-half years) all recorded slower increases in average 
costs.  

With input price inflation weaker, emerging market companies 
raised their output charges at the least marked pace for a year, 
with rates of increase easing across both services and 
manufacturing. Additionally, manufacturers recorded a slower 
increase in output prices than their service sector counterparts 
in Q3. The index measuring movements in prices charged by 
manufacturers was almost seven points lower than the near-
record seen in the final quarter of 2010. 

Job creation eases to only marginal pace
With inflows of new business increasing at a reduced rate, 
companies ate into their backlogs of work to help sustain activity 
levels, suggesting an element of spare capacity across the 
emerging world. Service providers recorded a second successive 
quarter of backlog depletion in Q3, while unfinished business at 
manufacturing firms decreased for the first time in two-and-a-
half years. 
Consequently, employment growth as measured across 
manufacturing and services eased to the slowest for nine 
quarters, reflecting a weaker rate of job creation in services and 
a stagnation of manufacturing employment. India recorded a 
decrease in headcounts for the first time since Q1 2009, while 
Brazil, China and Russia all recorded weaker rates of employment 
growth. 
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Output

Activity growth eases for third quarter in a 
row. Manufacturing output falls
Emerging market output growth (covering manufacturing and 
services) eased to a nine-quarter low in Q3 2011. Additionally, 
the EMI reading was the fourth-lowest in the series history, 
only surpassing levels registered between Q4 2008 - Q2 
2009. 

Manufacturers saw production fall for the first time since Q1 
2009, when the global economy was mired in recession, while 
services output growth was the lowest in nine quarters.

Assessing the combined growth of manufacturing and service 
sector output in the largest emerging markets, Brazil recorded 
a slight reduction in activity during Q3, ending a two-year 
period of expansion. Meanwhile, rates of output growth eased 
in China (ten-quarter low), India (slowest in nine quarters) and 
Russia (weakest since Q3 2010). 

New Business

New business increases at slowest rate for 
nine quarters in Q3 2011
Growth of demand for goods and services continued to soften 
in the third quarter, with incoming new business increasing at 
the slowest rate since Q2 2009. Moreover, the latest rise in 
total new orders was much slower than the long-run trend. 

New work taken by emerging market manufacturers fell 
marginally during the third quarter, and for the first time since 
Q1 2009. In contrast, service providers saw a further rise in 
new order intakes, although growth dipped to a nine-quarter 
low.

Of the big-four emerging markets, Brazil and China recorded 
only marginal increases in new work, while growth eased to 
the slowest for a year in Russia. Despite recording the steepest 
slowdown in new order growth, to a nine-quarter low, India 
again registered the fastest rate of expansion. 

Increasing rate of contraction

Increasing rate of growth



7

40

50

60

2006 2007 2008 2009 2010 2011

All sectors
Services
Manufacturing

35

40

45

50

55

60

2006 2007 2008 2009 2010 2011

India
China
Brazil
Russia

30

35

40

45

50

55

2006 2007 2008 2009 2010 2011

India
China
Brazil
Russia

40

45

50

55

2006 2007 2008 2009 2010 2011

All sectors
Services
Manufacturing

50.0 = no-change on the previous quarter, S.Adj. 50.0 = no-change on the previous quarter, S.Adj.

50.0 = no-change on the previous quarter, S.Adj. 50.0 = no-change on the previous quarter, S.Adj.

Increasing rate of growth

Increasing rate of growth

Increasing rate of growth

Increasing rate of growth

Increasing rate of contractionIncreasing rate of contraction

Increasing rate of contraction Increasing rate of contraction

Outstanding business by sector

Outstanding business in BRIC countries (all sectors)

Employment by sector

Employment in BRIC countries (all sectors)

Outstanding Business

Marginal backlog depletion recorded across 
both manufacturing and services
As new business growth continued to ease, emerging market 
companies transferred spare resources to complete existing 
projects, leading to a second successive quarter of backlog 
clearance. Although only slight, the pace of reduction was 
faster than in Q2. 

For the first time in two-and-a-half years, outstanding business 
at manufacturers fell in Q3, albeit at only a marginal pace. 
Service providers recorded a slight reduction in backlogs of 
work for a second successive quarter. 

Of the largest emerging markets, both Brazil and Russia 
recorded declines in unfinished business measured across 
both manufacturing and services. In contrast, China and India 
registered increases in work outstanding, although the rate of 
accumulation in China was only marginal. 

Employment
Job creation slows to marginal pace, as 
manufacturing employment stagnates
Emerging market employment rose further in the third quarter 
of 2011. However, the rate of job creation was only marginal, 
and eased to the slowest in the current nine-quarter period of 
expansion. 

Employment growth eased to near-stagnation in the 
manufacturing sector, while service providers added to their 
staff numbers at the slowest rate in nine quarters.

Looking at the combined growth of manufacturing and service 
sector employment in the largest emerging nations, India 
recorded a decrease in headcounts for the first time since Q1 
2009. China saw only marginal job creation in Q3, with growth 
slipping to the slowest for two-and-a-half years. Brazil and 
Russia also recorded weaker rates of employment growth, 
easing to two- and one-year lows respectively. 
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Input Prices

Further easing of input cost inflation across 
the emerging world in Q3 2011
Average input costs faced by emerging market companies 
rose for a tenth successive quarter in Q3. However, the rate of 
input price inflation eased further from the peak seen in Q1.

Rates of input cost inflation moderated across both 
manufacturing and services, reaching four- and three-quarter 
lows respectively. Manufacturers again recorded a sharper 
increase in average costs than service providers, although the 
divergence was only slight and continued to narrow from the 
record wide recorded in Q4 2010. 

Of the big-four emerging markets, India recorded the fastest 
rise in input prices, and was the only country to see an 
acceleration of inflation. Brazil (eight-quarter low), China 
(slowest for a year) and Russia (weakest in six quarters) all 
registered below par inflation rates. 

Output Prices

Emerging market companies’ pricing power 
weakens
Prices charged by emerging market firms rose for the ninth 
quarter running in Q3, partly reflecting the need to pass on 
their higher costs. Nonetheless, the pace of output charge 
inflation moderated to the slowest for a year.

Service providers recorded a slower increase in average tariffs 
during Q3, with inflation easing to the least marked since Q4 
2010. With manufacturers registering a sharper moderation of 
inflation, to a nine-quarter low, the latest increase in service 
charges was faster than in manufacturing.

Looking at the biggest emerging markets, India was the only 
country to record a sharper rise in output charges, with inflation 
reaching a series-record. Rates of inflation eased for the 
second quarter running in Brazil and Russia, while China 
recorded the slowest rise in output prices for nine quarters. 
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New Export Orders

New export business down for first time since 
Q2 2009

New export orders taken by emerging market manufacturers 
fell for the first time in nine quarters in Q3, albeit only slightly.

All four of the main emerging markets saw a reduction in new 
export business. In India, foreign order levels declined for the 
first time since Q1 2009, while Brazil, China and Russia all 
registered their second straight quarterly contraction.

Turkey and South Korea posted their first drops in new export 
business for ten quarters in Q3, Singapore and Hong Kong 
their first for nine and Poland for eight. Taiwan and Israel each 
recorded their first declines for a year.

The Czech Republic, Saudi Arabia and the UAE were the only 
emerging markets monitored by the survey to record a rise in 
new export orders during the third quarter.

Quantity of Purchases

Growth of purchasing activity slows to near-
stagnation
Buying activity at emerging market manufacturers eased to 
near-stagnation during the third quarter. The rate of increase 
was the slowest of the current ten-quarter run of expansion 
and reflected weaker trends in both output and new 
business.

Purchasing activity growth was recorded across China, the 
Czech Republic, India, Poland, Russia, Saudi Arabia, South 
Korea Turkey and the UAE. However, rates of increase across 
these countries were mostly below their long-run averages 
and, with the exception of Turkey, slower than in Q2. 

Reduced input buying was seen in Brazil, Hong Kong and 
Taiwan. Input purchases have fallen in four of the past five 
quarters in Brazil and for two successive quarters in Hong 
Kong. In Taiwan, the contraction was the first since Q4 2010. 
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Stocks of Finished Goods

Further depletion of finished goods holdings 
at emerging market manufacturers

Emerging market manufacturers recorded a further decrease 
in stocks of finished goods during Q3. Additionally, the pace of 
decline accelerated to the fastest of the year so far. 

The latest EMI findings indicated stock depletion across seven 
of the ten emerging markets monitored by the survey. The 
Czech Republic, Taiwan and Singapore posted their first 
reductions in finished goods inventories for two, three and five 
quarters respectively.

India and Turkey both registered a build-up of post-production 
goods holdings, although rates of increase were only marginal 
in each case. Meanwhile, stock levels were unchanged in 
Brazil, following two quarters of slight growth.

Stocks of Purchases

Input stocks fall at accelerated pace in Q3

Stocks of purchases held by emerging market manufacturing 
firms decreased in Q3 for the fourth time in the past five 
quarters. The rate of reduction accelerated to the fastest since 
Q3 2009.

Most of the emerging markets monitored by the survey 
reported a decline in input stocks in Q3, including Brazil, China, 
Russia and Turkey. Of these, Brazil, Russia and Turkey recorded 
sharper rates of decrease.

Only the Czech Republic, India, Mexico, Saudi Arabia and 
South Africa saw a build-up of pre-production inventories in the 
third quarter. With the exception of South Africa, these were 
all countries that had registered growth of incoming new 
business in Q3.



11

40

45

50

55

2006 2007 2008 2009 2010 2011

60

70

80

90

2006 2007 2008 2009 2010 2011

40

45

50

55

2006 2007 2008 2009 2010 2011

India
China
Brazil
Russia

40

50

60

70

80

90

2006 2007 2008 2009 2010 2011

India
China
Brazil
Russia

50.0 = no-change on the previous quarter, S.Adj. 50.0 = no-change on the previous quarter, S.Adj.

50.0 = no-change on the previous quarter, S.Adj. 50.0 = no-change on the previous quarter, S.Adj.

Increasing rate of shortening

Increasing rate of shortening

Increasing optimism

Increasing optimism

Increasing pessimism

Increasing rate of lengthening

Increasing rate of lengthening

Suppliers’ delivery times (manufacturing)

Suppliers’ delivery times in BRIC countries (manufacturing)

Business expectations (services)

Business expectations in BRIC countries (services)

Suppliers’ Delivery Times

Lead times lengthen at the slowest rate since 
Q3 2009

Suppliers’ delivery times continued to lengthen in Q3, bringing 
the current run of worsening lead times to nine quarters. 
However, the rate of deterioration in vendor performance was 
only slight, and the weakest since Q3 2009.

Looking at the largest emerging markets, China and Russia 
both experienced increasing delivery delays in Q3, while Brazil  
and India saw lead times shorten for the first time in seven and 
nine quarters respectively.

Of the remaining markets covered by the survey, the Czech 
Republic, Israel, Poland, Singapore and South Korea all reported 
increased lead times, although to lesser extents than in Q2.

Hong Kong, Mexico, Saudi Arabia, South Africa, Taiwan and the 
UAE all noted improvements in vendor performance.

Business Expectations

Service sector business optimism dips to 
three-quarter low

Emerging market service providers expect business activity to 
be higher in twelve months’ time, although the degree of 
optimism dipped to the third-lowest in the series history. 

Business optimism dipped across all four monitored service 
sectors in Q3, with Chinese companies the least optimistic 
about the short-term business outlook since data were first 
compiled in Q4 2005. Positive sentiment in Brazil and India 
dropped to two- and three-quarter lows respectively.

Meanwhile, Russian service providers were the least upbeat 
for two-and-a-half years. Moreover, the drop in the Business 
Expectations Index was the largest since Q4 2008, when the 
onset of the financial crisis led to a slump in worldwide 
business confidence. 



The Survey
The HSBC Emerging Markets Index (EMI) is a weighted composite indicator derived 
from national Purchasing Managers’ Index™ (PMI™) surveys in the emerging 
markets of Czech Republic, Hong Kong, Israel, Mexico, Poland, Singapore, South 
Africa, South Korea, Taiwan, Turkey, UAE, Saudi Arabia and the increasingly 
important BRIC economies of Brazil, Russia, India and China. These surveys 
collectively track business conditions in over 5,800 reporting companies. 

The Purchasing Managers’ Index™ (PMI™) surveys on which the EMI is based 
have become the most closely-watched business surveys in the world, with an 
unmatched reputation for accurately anticipating official data. The survey data are 
collected using identical methods in all countries, with survey panels stratified 
geographically and by International Standard Industrial Classification (ISIC) group, 
based on contributions to GDP. 

Survey responses reflect the change, if any, in the current month compared to the 
previous month based on data collected mid-month. For each of the indicators, a 
‘diffusion’ index is produced, which reflects the percentage of positive responses 
plus a half of those responding ‘the same’. Diffusion indexes have the properties of 
leading indicators and are convenient summary measures showing the prevailing 
direction of change. An index reading above 50 indicates an overall increase in that 
variable, below 50 an overall decrease. All data are seasonally adjusted.

Data collected at the national level for manufacturing and services are then 
weighted together according to relative contributions to national or regional GDP 
to produce indicators at the national whole economy or aggregate emerging 
market level.

Data Sources
Country/ Region Producer:  

Brazil  Markit  

Russia  Markit  

India  Markit  

China  Markit  

South Korea Markit  

Taiwan  Markit 

Hong Kong  Markit 

South Africa BER  

Singapore  SIPMM  

Israel  IPLMA  

Turkey  Markit  

Poland  Markit  

Czech Republic Markit  

Mexico  IMEF

UAE  Markit

Saudi Arabia Markit  

HSBC
Headquartered in London, HSBC is one of the world’s largest banking and financial 
services organisations and one of the industry’s most valuable brands.  We provide 
a comprehensive range of financial services to around 89 million customers 
through two customer groups, Retail Banking and Wealth Management (formerly 
Personal Financial Services) and Commercial Banking, and two global businesses, 
Global Banking and Markets and Global Private Banking.   

Our international network covers 87 countries and territories in six geographical 
regions: Europe, Hong Kong, Rest of Asia-Pacific, Middle East and North Africa, 
North America and Latin America.  With listings on the London, Hong Kong, New 
York, Paris and Bermuda stock exchanges, shares in HSBC Holdings plc are held 
by over 220,000 shareholders in 129 countries and territories. 

For further information please visit www.hsbc.com

About Markit
Markit is a leading, global financial information services company with over 
2,200 employees. The company provides independent data, valuations and trade 
processing across all asset classes in order to enhance transparency, reduce risk 
and improve operational efficiency. Its client base includes the most significant 
institutional participants in the financial market place. For more information please 
see www.markit.com

About Markit Economics
Markit Economics is a specialist compiler of business surveys and economic 
indices, including the Purchasing Managers’ Index™ (PMI™) series, which is now 
available for 32 countries and also for key regions including the Eurozone. The 
PMIs have become 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. 

WARNING
Whilst every effort has been made in the preparation of this report to ensure accuracy of the statistical and other contents, the publishers and data suppliers cannot 
accept any liability in respect of errors or omissions or for any losses or consequential losses arising from such errors or omissions. The information provided in this 
report is not intended as investment advice and investors should seek professional financial advice before making any investment decisions.
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