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 The Institute for Supply Management's (ISM) non-manufacturing index weakened substantially in August, 
falling by 4.1 point to 51.4 – the lowest level since February 2010. The headline print disappointed 
massively, with markets expecting a more modest decline to 55.0.  
 

 The details of the report were as disappointing as the headline, with declines seen in eight out of the 
index's ten subcomponents.  

 
 Much of the weakness was concentrated in the important business activity (down 7.5 to 51.8) and new 

orders (down 8.9 to 51.4) subcomponents, both of which fell to a multi-year low. Other indicators, such as 
employment (down 0.7 to 50.7) and backlog of orders (down 1.5 to 49.5) also slipped in August.  
 

 The slowdown was also apparent in trade indicators, with export orders falling by 9.0 points to 46.5, while 
imports declined by less severe 2.5 points to 50.5.  
 

 Inflationary pressures were little changed in August, with the prices paid subcomponent ebbing marginally 
(down 0.1 to 51.8). 

 Supplier deliveries (up 0.5 to 51.5) and inventory sentiment (up 1.0 to 64.0) were the only subcomponents 
to post modest increases on the month.  

 

 Eleven of the 18 non-manufacturing industries surveyed reported growth in August, four less than did so 
in the prior month. The seven industries that indicated reduced activity were – Other Services; Mining; 
Agriculture, Forestry, Fishing & Hunting; Transportation & Warehousing; Wholesale Trade; Retail Trade; 
and Arts, Entertainment & Recreation. 

 
Key Implications 

 
 The ISM non-manufacturing index followed the suit of its manufacturing counterpart, taking a large step 

back in August. While some retrenchment was expected to materialize, the sharp slowdown in service 
sector activity threw a bucket of cold water on the notion of overheating in the U.S. economy, instead 
pointing to some slippage in economic momentum.  

 At this point it would appear that the U.S. consumer is the only resilient support in light of the robust 
growth in income and consumption through July. Having said that, a slowdown in international trade, as 
well as contraction in trade and transportation sectors suggests that uncertainty and a soft global 
backdrop continue to pose headwinds for domestic expansion.   

 While the Fed has indicated that a rate hike in September is not entirely off the table, the soft inflationary 
backdrop and renewed weakness in both manufacturing and services sectors during August augur for a 
wait-and-see approach as far as the Fed is concerned. Uncertainly related to the looming presidential 
elections in November may be another reason why the Fed will likely stay pat until at least December.  
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