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ISM Signals More Temperate Growth But Watch Out for Prices

The ISM Manufacturing Index came in at 54.1 for January, essentially unchanged from 53.9 the month prior.
The big positive is a jump in the orders component to 57.6, but input prices are showing signs of a bounce.

Businesses Look for Temperate Growth...With an Eye on Prices

The headline print of 54.1 was somewhat less than the 54.5 that had been
expected by the consensus, but not enough to call the report a
disappointment. This key sentiment index is still at a level consistent with
firmly positive GDP growth.

Seven out of ten of the sub-components were positive. Orders jumped
2.8 points to 57.6, a welcome sign of continued expansion for the factory
sector. But the gain in orders was bested by a rather unexpected and
unwelcome jump in prices. This could be a flash in the pan. Suppliers and
manufacturers have been known to test higher prices at the start of a new
year. While this should be taken care of by the seasonal adjustment, the
price dynamic of the current cycle might present a unique scenario. For the
past two years, producer prices have been increasing at roughly twice the
rate of consumer prices. This has put pressure on corporate profits. But we
have seen input price increases coming down on trend in the second half of
last year. The year-over-year gains in the Producer Price Index have come
down from more than 7 percent in July to just 4.8 percent in December. We
will keep an eye on the prices paid component in future months, but in the
absence of a major, broad run-up in commodity prices, we suspect this
jump will prove to be temporary. In the meantime, for decision makers in
the private and public sectors, the pace of inflation and modest overall
economic gains will remain a challenge to profit margins.

Order backlogs crossed the line from contraction over into expansion
territory, as export orders increased to 55.0. Taken together, these
measures suggest that the situation in Europe has yet to be manifested by
any slowdown in U.S. manufacturing activity. That said, we export more in
services than we do in goods, so the ISM non-manufacturing index released
on Friday might be a better gauge of the impact of the European slowdown.

A Note on Annual Adjustments to Seasonal Factors

Yesterday, The U.S. Department of Commerce completed its annual
adjustment to the seasonal factors that the ISM uses in the monthly
purchasing managers’ reports. According to a press release from the ISM
yesterday, this “year's seasonal factor revisions include greater attention to
two areas: series with marginal seasonality and with improved outlier
detection. Due to this focus, the Department of Commerce recommended
that ISM no longer seasonally adjust the ISM Manufacturing Inventories
Index.” The suggestions from the Department of Commerce seem to be
seeking to address perceived deficiencies in the seasonal adjustment
process; specifically, concerns about how to account for the massive drop-
offs is so many measures (particularly inventories) in the autumn of
2008 during the credit crunch.
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ISM Manufacturing Composite & Real GDP

Index, 3-Month Moving Average, Year-over-Year Percent Change

ISM Manufacturing Index: Jan @ 53.1 (Left Axis)
——Real GDP, Year-over-Year Percent Change: Dec @ 2.0% (Right Axis)
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Source: Institute for Supply Management, U.S. Dept. of Commerce and Wells Fargo Securities, LLC


mailto:john.silvia@wellsfargo.com
mailto:tim.quinlan@wellsfargo.com

Wells Fargo Securities, LL.C Economics Group

Mark Vitner
Jay Bryson, Ph.D.

Sam Bullard
Anika Khan
Azhar Igbal

Ed Kashmarek
Tim Quinlan
Michael A. Brown
Joe Seydl

Sarah Watt
Kaylyn Swankoski

Diane Schumaker-Krieg

John E. Silvia, Ph.D.

Scott Anderson, Ph.D.
Eugenio Aleman, Ph.D.

Global Head of Research (704) 715-8437

& Economics

Chief Economist
Senior Economist
Global Economist
Senior Economist
Senior Economist
Senior Economist
Economist
Econometrician
Economist
Economist
Economist
Economic Analyst
Economic Analyst

Economic Analyst

(212) 214-5070

(704) 374-7034
(704) 383-5635
(704) 383-3518
(612) 667-9281
(704) 715-0314
(704) 383-7372
(704) 715-0575
(704) 383-6805
(612) 667-0479
(704) 374-4407
(704) 715-0569
(704) 715-1488
(704) 374-7142
(704) 715-0526

diane.schumaker@wellsfargo.com

john.silvia@wellsfargo.com
mark.vitner@wellsfargo.com
jay.bryson@wellsfargo.com
scott.a.anderson@wellsfargo.com
eugenio.j.aleman@wellsfargo.com
sam.bullard@wellsfargo.com
anika.khan@wellsfargo.com
azhar.igbal@wellsfargo.com
ed.kashmarek@wellsfargo.com
tim.quinlan@wellsfargo.com
michael.a.brown@wellsfargo.com
joseph.seydl@wellsfargo.com
sarah.watt@wellsfargo.com

kaylyn.swankoski@wellsfargo.com

Wells Fargo Securities Economics Group publications are produced by Wells Fargo Securities, LLC, a U.S broker-dealer
registered with the U.S. Securities and Exchange Commission, the Financial Industry Regulatory Authority, and the
Securities Investor Protection Corp. Wells Fargo Securities, LLC, distributes these publications directly and through
subsidiaries including, but not limited to, Wells Fargo & Company, Wells Fargo Bank N.A., Wells Fargo Advisors, LLC,
Wells Fargo Securities International Limited, Wells Fargo Securities Asia Limited and Wells Fargo Securities (Japan)
Co. Limited. The information and opinions herein are for general information use only. Wells Fargo Securities, LLC
does not guarantee their accuracy or completeness, nor does Wells Fargo Securities, LLC assume any liability for any
loss that may result from the reliance by any person upon any such information or opinions. Such information and
opinions are subject to change without notice, are for general information only and are not intended as an offer or
solicitation with respect to the purchase or sales of any security or as personalized investment advice. Wells Fargo
Securities, LLC is a separate legal entity and distinct from affiliated banks and is a wholly owned subsidiary of Wells
Fargo & Company © 2012 Wells Fargo Securities, LLC.

SECURITIES: NOT FDIC-INSURED/NOT BANK-GUARANTEED/MAY LOSE VALUE

WELLS
FARGO



