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PMI indexes - concept and peculiarities

Technical box extracted from:

Inflation Report no.1, February 2014

The macroeconomic situation analysis involves the assessment of a set of statistical indicators reflecting the market
fluctuations to the utmost extent. Thus, over time, in addition to socio-economic statistics presented by the national
statistics agencies, there were developed adjacent statistics calculated by private companies, which have proven their
relevance by capturing the economic phenomena effectively and relatively fast. This category includes the PMI indexes
(Purchasing Managers' Indexes), the usefulness of their analysis to capture the evolution of external macroeconomic

environment is undeniable.

PMI indexes have been developed in many countries by private companies to provide the stock exchange agents and
decision makers in business and economic analysts with an accurate and timely set of supporting data for a better
perception of economic conditions. PMI indexes are based on monthly surveys carried out in some selected companies,
which offer an advance indication of what is really happening in the private sector economy by capturing variables, such as
the result of economic activity, new orders, stock levels, employment and prices in the manufacturing, constructions, retail
trade and services sectors. Data are collected by similar methods in most countries so that international comparisons can be
made. The key features of PMI indexes are: they provide indicators based on results as opposed to opinion or confidence-
based indicators; they are produced much faster than the official data series; they are published monthly; they cover almost
all economic activities of the private sector in many countries (including in all major sectors of services); they are not
revised after publication; they are produced using similar methodology in almost all countries, allowing international

comparisons.

The set point for the PMI is 50. Thus, a PMI of more than 50 represents an expansion compared to the previous month. A
reading under 50 represents a contraction, while a reading at 50 indicates no change. Among the most famous companies
that calculate the PMI indexes are ISM (USA), Markit, HSBC, JP Morgan etc. In most cases, PMI indexes are calculated for the
industrial sector (Manufacturing PMI), services sector (Services IMP) and composite (Composite PMI). In addition to PMI
indexes calculated for each country, aggregated PMI indexes are also calculated, for example, for the emerging economies
(HSBC Emerging Markets Index PMI) and globally (JP Morgan Global PMI) etc.

In macroeconomic analysis, PMI indexes for the industrial sector tend to be correlated with the indexes of industrial
production. Most of the times, in macroeconomic analysis, the composite PMI indexes are used as a preliminary reflection
of the GDP quarterly growth and the fact that they are published every month is an undeniable advantage for economic
policy decisions, while the GDP is published quarterly and after a relatively long period of time as of the end of the
reporting period (Chart no.1).

Chart no. 1. GDP and PMI* evolution in euro area
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* C omposite Purchasing Managers’ Indexes. quartedy arithmetic average
Source: Eurostat, Markat
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