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U.S.: ISM NON-MANUFACTURING INDEX RISES
TOWARD ALL-TIME HIGH

*The ISM U.S. non-manufacturing sentiment index joined other sentiment indexes
that have set multi-year or record highs, jumping by 3.1pts to 61.6 in September, the
second highest level since the survey started in mid-1997. Nine of the ten subindexes
in the survey registered increases — covering business activity, orders, prices,
inventories, employment, and global trade — reflecting clear business satisfaction
in their activities and operations.

*Non-manufacturing accounts for the bulk of U.S. economic activity, so this ISM non-
manufacturing index suggests that momentum in the U.S. economy is broad and
widening and that Q3 real GDP remains on track for a near 3% annualized gain (BCM
forecast: 3.2%). The survey reports that the 17 non-manufacturing industries all
recorded growth in September

*The published comments from the respondents to the survey were broadly
optimistic on current activity and the outlook for the remainder of the year, but they
shared lingering concerns about labor shortages and tariffs (see comments below)

The ISM composite index, which weighs both the manufacturing and non-
manufacturing indexes based on GDP, increased by 0.5pt to 58.7 in Q3; historically this
level has been associated with 4% real GDP growth, suggesting upside risk to current
expectations (Chart 2).

A few of the ISM subindexes stand out: 1) the business activity index rose by 4.5pts to
65.2 in September, the highest since January 2004; and 2) although only a small share
of non-manufacturing respondents to the survey participate in foreign trade, the
export orders and imports indexes both rose in September despite global trade
tensions.

The employment index jumped by 5.7pts to 62.4, the highest in the history of the series,
in line with ADP’s/Moody’s Analytics estimate of a 230k increase in private payrolls in
September, its biggest increase in seven months (See Chart 3). The fact that
employment continues to rise at such a rapid pace at this advanced stage of the labor
market expansion without any marked acceleration in average wages supports our
view that the potential supply of labor is larger and more elastic than many presume,
and that a realistic estimate of the natural rate of unemployment, “full employment,”
is well below the Fed’s current 4.5% estimate (“Rising US prime working-age labor
participation”, September 20, 2018).

The published comment from the construction industry supports our view that the
housing sector’s soft patch is likely temporary and due to supply shortages and that
there is plenty room for improvement in the sector: “New residential construction
market is still strong, with a good backlog of orders. Labor shortages and tariffs on
materials continue to negatively weigh on earnings.”

Businesses are benefiting from solid corporate profits, the Tax Cuts and Jobs Act, and
deregulation. Moreover, financial conditions (low long-term interest rates, tight
corporate credit spreads, and higher equity prices) remain very easy and supportive
of medium-term economic growth, despite the Fed’s policy rate and balance sheet
normalization. The U.S. economy is in good shape.

Interesting published comments from survey respondents:
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¢ “Economy continues to exhibit strength. New construction, both residential and
commercial, abounds. Harvest [is] about over. Overall, results appear promising.
Every day is a bit better than the last.” (Finance & Insurance)

¢  “Starting peak holiday season ramp-up, [with] heavy importing. Building
inventories of finished goods, replacement parts and supplies. Outlook very
positive for [the] holidays and 2019.” (Information)

¢  “Our general state of business is strong, but there is a lot of uncertainty [about]
the pending tariffs. This may cause a shift [in] production sites.” (Retail Trade)

¢ “Import tariffs on steel, plywood, and [other] lumber are inflating prices, which
are difficult to pass along to the end user due to competitive pressures. Labor
and trucking shortages are affecting the industry. Low finished goods inventory
is inflating home prices and causing buyers to delay purchases.” (Wholesale
Trade)

¢ “Prices and supply have flattened, and tariff concerns have subsided for our
business [at least for the duration of 2018]. Things seems to be stabilizing.”
(Mining)

Chart 1: ISM Non-Manufacturing Composite Index
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Chart 2: ISM Composite Index and Real GDP (year-over-year, %)
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Chart 3: ISM Non-Manufacturing Employment Index
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Disclaimer

This document was compiled by the above mentioned authors of the economics department of Berenberg Capital Markets
LLC (hereinafter also referred to as “BCM”). BCM has made any effort to carefully research and process all information.
The information has been obtained from sources which we believe to be reliable such as, for example, Thomson Reuters,
Bloomberg and the relevant specialised press. However, we do not assume liability for the correctness and completeness
of all information given. The provided information has not been checked by a third party, especially an independent
auditing firm. We explicitly point to the stated date of preparation. The information given can become incorrect due to
passage of time and/or as a result of legal, political, economic or other changes. We do not assume responsibility to indicate
such changes and/or to publish an updated document. The forecasts contained in this document or other statements on
rates of return, capital gains or other accession are the personal opinion of the author and we do not assume liability for
the realisation of these.

This document is only for information purposes. It does not constitute a financial analysis, investment advice or
recommendation to buy financial instruments. It does not replace the recipient’s procurement of independent legal, tax or
financial advice.

This document has been classified as fair and balanced for the purposes of FINRA rules. Please contact Berenberg Capital
Markets LLC (+1 646.949.9000), if you require additional information.

Remarks regarding foreign investors

The preparation of this document is subject to regulation by US law. The distribution of this document in other jurisdictions
may be restricted by law, and persons, into whose possession this document comes, should inform themselves about, and
observe, any such restrictions.

United Kingdom
This document is meant exclusively for institutional investors and market professionals, but not for private customers. It
is not for distribution to or the use of private investors or private customers.

Copyright

BCM is a wholly owned subsidiary of Joh. Berenberg, Gossler & Co. KG (“Berenberg Bank”). BCM reserves all the rights in
this document. No part of the document or its content may be rewritten, copied, photocopied or duplicated in any form by
any means or redistributed without the BCM’s prior written consent. Berenberg Bank may distribute this commentary on
a third party basis to its customers.

© 2018 Berenberg Capital Markets, LLC, Member FINRA and SPIC.
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