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U.S.: CORE DURABLE GOODS SHIPMENTS UP IN
OCTOBER, CORE ORDERS HAVE FLATTENED

*U.S. business equipment investment is on track to rebound in Q4, based on the
increase in core durable goods shipments in October, but the slightly downward
trajectory in core orders over the last three months points to some slowing in
momentum.

*Durable goods shipments fell by 0.6% m/m in October, primarily due to a 10.8%
decline in shipments of (the volatile) aircraft and parts. But core durable goods
shipments (nondefense capital goods ex aircraft), a proxy for businesses equipment
investment in GDP, increased by 0.3% m/m, the first gain since July, lifting its yr/yr
change to 5.4% from 3.4% (Chart 1).

*Durable goods orders fell by 4.4% m/m, because of a 39% drop in aircraft and parts
orders, and core durable goods orders that gauge underlying manufacturing
demand was unchanged in October, after declining in September and August.

The decline in shipments was driven by two categories — primary metals (-0.9%) and
aircraft and parts — as six of the eight primary categories of durable goods rose,
reflecting broadly solid momentum across sectors. Note the strong growth in
shipments of defense goods (+2.1% m/m) since 2017 that is currently being fueled by
the increase in budget authority for defense and national security spending in fiscal
years 2018 and 2019 — government defense purchases are makinga larger
contribution to GDP (Chart 2).

Durable goods inventories were unchanged in October and the inventory-shipments
ratio was unchanged at 1.61, near a four-year low (Charts 3 and 4). We expect
manufacturers to keep production elevated in the near term to replenish inventories.
Moreover, the underlying details of the three regional manufacturing surveys —
Kansas City Fed, Empire State, and Philadelphia Fed — covering the first half of
November remained healthy, although they have moderated from an exceptional Hi
(Chart 5).

The following emerging risks are worth monitoring in the medium term: 1) U.S. dollar
strengthening that makes U.S. manufactured goods less favorable for foreign buyers;
2) sharply lower oil prices that reduce investment and hiring in oil and gas, and
supporting sectors; 3) tightening of financial conditions that weigh on business
sentiment; and 4) slower global growth.
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Chart 1: U.S. Shipments of Nondefense Capital Goods Ex-Aircraft (month-over-month, %)
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Chart 2: Shipments of Defense Goods (year-over-year, %)
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Chart 3: Durable Goods Shipments vs. Inventories (year-over-year, %)
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Chart 4: Inventory-Shipments Ratio for Durable Goods Industries
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Chart 5: Kansas City Fed, Empire State and Philly Fed Manufacturing ISM-Adjusted Indexes

Kansas City Fed Mfg Survey: ISM-Adjusted Index
Empire St Mfg Svy: ISM-Adjusted Index
Philly Fed Mfg Bus Outlook: ISM-Adjusted 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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