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US: Another awful ISM report

Overview: The ISM manufacturing index declined from 43.5 to 38.9 in October, the lowest level since
September 1982 and below both our and consensus expectations. After four months during which the ISM
index continuously overshot actual manufacturing production growth, the index caught up with reality last
month. The continued decline in October suggests even weaker growth in the coming months.

Details: The details of the survey are overall downbeat, with the forward looking elements all turning worse.
New orders declined to 32.2 from 38.8 in September, production declined to 34.1 from 40.8 and backlog of
orders fell to 29.5 from 35.0. Employment declined to 41.8 from 49.7 supporting our and consensus
expectations that non-farm payrolls fell sharply last month. New export orders took the biggest drop this
month to 41.0 from 52.0, underscoring that the recent quarters’ support to US economic growth from the
export sector is fading rapidly as global growth abates.

Inventories increased to 44.3 from 43.4, a sign that production is unable to adjust fast enough to the
faltering demand. Customer inventories (wholesalers) increased as well to 55.0 from 53.5, indicating
weakness in final demand as well. The combination of an increase in inventories and declining new orders
suggests that the production index has further to fall (see charts below).

Prices paid declined to 37.0 from 53.5, the lowest level since December 2001 suggesting that inflationary
pressures have fallen with the collapse in commodities - the risk of deflation rather than inflation has
moved to the forefront of the agenda.

Assessment & Outlook: The ISM index finally caught up with reality last month as manufacturing
production growth has been in negative territory on a three-month annualised basis since February. The
continued deterioration in October suggests that production growth could turn even more negative in the
coming months. The export sector managed to keep the ISM above recession levels until last month, but
rapidly slowing global growth and further weakness in domestic demand means that the industrial sector is
fighting an increasingly uphill battle.

Our indicators are sending mixed signals on the future path for the ISM. Our six month forward model
points to a recovery in November, while the combination of higher inventories and declining orders
suggests that the ISM could go lower next month. Of course the October survey has been conducted in a
period of maximum financial stress and uncertainty. If there is one month in which customers are likely to
have taken a cautious stance to new orders, it is October. However, given the increasing weakness not only
in domestic demand but also in global growth, any recovery next month should be modest.
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The ISMis clearly at recessionary level... ..and the price index has collapsed
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ISM suggests a larger decline in production... ..as weakness is spreading to the export sector
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Details spell further weakness...
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..contradicting the signal from our six month forward model
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by the Danish Financial Supervisory Authority.
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objectivity and independence. These procedures are documented in the Danske Bank Research Policy. Employees within the Danske Bank Research
Departments have been instructed that any request that might impair the objectivity and independence of research shall be referred to Research
Management and to the Compliance Officer. Danske Bank Research departments are organised independently from and do not report to other
Danske Bank business areas. Research analysts are remunerated in part based on the over-all profitability of Danske Bank, which includes invest-
ment banking revenues, but do not receive bonuses or other remuneration linked to specific corporate finance or dept capital transactions.

Danske Bank research reports are prepared in accordance with the Danish Society of Investment Professionals’ Ethical rules and the Recommen-
dations of the Danish Securities Dealers Association.

Financial models and/or methodology used in this report
Calculations and presentations in this report are based on standard econometric tools and methodology. Documentation can be obtained from the
above named authors upon request.

Risk warning
Major risks connected with recommendations or opinions in this report, including a sensitivity analysis of relevant assumptions, are stated
throughout the text.

First date of publication
Please see the front page of this research report.
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