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ISM Non-Manufacturing Soft, Watch Out for Order Backlogs

The headline ISM non-manufacturing reading was a bit weaker than expected, though the employment
component edged higher and the inventories component came down slightly. Order backlogs fell below 50.

Headline Weak, But Jobs Stay Positive

e The ISM non-manufacturing index came in at 53.3, a bit
weaker than the 53.7 that had been expected, but still
consistent with continued economic growth in the second half
of the year.

e The silver lining is that the employment index remained in
expansion territory. Presently at 54.1, this reading suggests
prospects for continued payroll growth in the coming months.

Early Warning Orders Are Drying Up?

e The new orders index slipped to 53.6 in June from 56.8 in May.
By itself, this would not rattle our cages too much—a number
above 50 is consistent with steadily increasing orders. What does
get our attention is the fact that the pipeline may be drying up.
The backlog of new orders index slipped to 48.5. This series is
not seasonally adjusted, but the below-50 number is worrying
because it has been a good predictor of employment trends.
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