November 05, 2013

Economics Group

John E. Silvia, Chief Economist

john.silvia@wellsfargo.com e (704) 410-3275
Tim Quinlan, Economist

tim.quinlan@wellsfargo.com e (704) 410-3283

ISM Non-Manufacturing Speaks No Evil

Business activity in the service sector accelerated in October according to the ISM non-manufacturing survey.
Confidence was apparently unshaken by the government shutdown during the first half of the month.

Business Sector Taking Things in Stride

In the autumn of 2012, around the time of last year’s congressional tussle,
there was a lot of concern over the fiscal cliff. Those concerns resulted in
the manufacturing PMI falling into contraction territory in the month of
November, though the non-manufacturing PMI was more resilient falling
to 54.8 for both October and November before returning to 55+ readings in
December and January. The PMIs have been more resilient in the face of
this year’s government shutdown with the October manufacturing measure
coming in at 56.4 and today’s non-manufacturing measure coming in at
55.4. It may be that businesses are simply accepting the brinksmanship as
the new normal, or perhaps the businesses surveyed are just not
immediately impacted by the government shutdown.

While acknowledging that these surveys tell us that that businesses are
unfazed, we maintain some skepticism about the outlook for business
spending when we see the recent weakness in manufacturing production
(up just 0.1 percent in October) and yesterday’s report of October factory
orders (down for the second straight month after stripping out
transportation orders). Speaking of orders, the new orders component in
today’s report fell but remains firmly in expansion territory at 56.8. Last
month, we observed that the export orders component was driving the
strength in overall orders, but that switched in October. Export orders
slowed to 53.0 from 57.5 and import orders picked up to 55.0 from 51.5. So
we cannot even say that business activity is being sustained by stronger
global growth. The opposite is true, if these numbers are taken at face
value; orders are being sustained by domestic demand.

Employment Component, the Job Market and Grains of Salt

Today’s ISM non-manufacturing report offers one of the last indicators of
labor market health going into Friday’s all-important employment report.
Having gone seven months with sub-200K job growth, we already know
that job growth has been mediocre this year.

Unfortunately, the pace of job growth is testing our ability to come up with
new synonyms for slow. In the first six months of the year, monthly
nonfarm employment growth averaged 194,800 new jobs per month. In the
third quarter, that figure came in at just 143,300.

Puzzlingly, weekly claims for unemployment insurance have trended lower
for most of that period, though recent claims figures have to be discounted
due to computer glitches in some big states. Today’s ISM non-
manufacturing report tells us that the employment component climbed to
56.2, a level that ordinarily would signal robust job growth. Either we are
poised for great job gains, or the recent survey data may need to be taken
with a grain of salt.
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