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Factory Orders Contract Again in April

U.S. factory orders failed to bounce back in April, slipping another 0.6 percent. March factory orders were
also revised lower to a 2.1 percent decline. A manufacturing slowdown is already underway.

Scott Anderson, Senior Economist

scott.a.anderson@wellsfargo.com e (612) 667-9281
Michael A. Brown, Economist

michael.a.brown@wellsfargo.com e (704) 715-0569

Another Weak Factory Orders Report

Factory orders disappointed consensus expectations once again, slipping
0.6 percent in April after falling a downwardly revised 2.1 percent in
March. Originally, it was reported that factory orders fell only 1.5 percent in
March. The details of the report looked even uglier than the headline.
Nondefense capital goods orders (excluding aircraft) have fallen now for
two consecutive months, dropping 2.1 percent in April and 2.3 percent in
March. This key reading on future business investment has dropped in
three of the past four months.

The factory orders data certainly corroborates some of the weaker
manufacturing PMI readings lately, suggesting that a manufacturing and
perhaps a business spending slowdown is already underway in the United
States. We have certainly been anticipating some weakening in activity, as
the European sovereign debt crisis and recession begins to weigh more
heavily on U.S. exports and on global economic growth. The ISM
manufacturing new orders index for May did show a large increase in the
new orders component; giving investors and policymakers some hope that
the soft orders data in March and April may still be just a temporary
phenomenon.

Both Durable and Nondurable Orders Fizzle in April

Durable goods orders were revised down in this morning’s report to a flat
reading from an initially reported 0.2 percent increase. Excluding the
volatile transportation sector, durable goods orders fell 0.9 percent in
April. Computer and electronics orders slipped for the second month in a
row, falling another 0.8 percent. Defense orders plunged 21.5 percent in
April after large gains in the first quarter of the year. Defense orders were
34.8 percent below year-ago levels in April, and capital goods orders were
0.5 percent less than last year at this time. Nondurable orders were even
weaker, falling 1.1 percent in April. Petroleum orders fell 4.4 percent as
weaker crude prices were factored in.

Shipments fell 0.3 percent in April, but remained 4.4 percent higher than a
year ago. Shipments of nondefense capital goods (excluding aircraft) fell a
larger 1.5 percent. Even so, the three-month annualized average improved
to a 7.4 percent pace. Factory inventories were unchanged in April, as
manufacturers held the line on inventory accumulation. Inventory growth
has been on a downtrend, as order activity has softened. The inventory-to-
shipments ratio remained unchanged in April, at 1.28 months, where it has
been since December. Unfilled orders also fell 0.1 percent. Softer orders
and mixed PMIs lead us to believe that production and business spending
is downshifting, though the lack of inventory building suggests that this is
still just a slowdown and not a contraction.
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Manufacturers' New Orders
3 Month Moving Average of Both Series
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3-Month Annual Rate: Apr @ -2.9%
— Year/Year Percent Change: Apr @ 5.3%
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NonDefense Capital Goods Orders, Ex-Aircraft
Series are 3-Month Moving Averages
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3-Month Annual Rate: Apr @ 2.0%
—Year/Year Percent Change: Apr @ 5.9%
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Manufacturers' Inventories
3-Month Moving Average of Both Series
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3-Month Annual Rate: Apr @ 3.3%
—Year/Year Percent Change: Apr @ 6.3%
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