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The U.S. economy grew an annualized 4.6 percent in the second quarter of this year, its fastest pace since
the fourth quarter of 2011. Consumer and business spending were the big bright spots in the real GDP report,
with strong rebounds after softness in the first quarter. This latest revision reflected improved nonresidential
fixed investment and goods exports data relative to prior estimates. At the same time, it is hard to forget that
real GDP fell by 2.1 percent in the first quarter, with growth in the first half of 2014 expanding by a frustratingly
slow 1.2 percent. Moving forward, manufacturers remain mostly upbeat. For instance, the Markit Flash U.S.
Manufacturing Purchasing Managers’ Index (PMI) held firm at 57.9, its fastest pace since May 2010.
I estimate real GDP growth of 3.3 percent for the third quarter, which ends this week. Nonetheless, there are
a number of downside risks, and business leaders and the public remain tentative in their optimism.

file:///C:/Users/aluckado/AppData/Local/Microsoft/Windows/Temporary%20Internet%20...

9/29/2014

Economic Report

Page 2 of 7

Along those lines, regional surveys from the Kansas City and Richmond Federal Reserve Banks continued to
show expanding activity levels in their districts. The Richmond release found that activity has now grown for
six straight months since winter-related contractions earlier in the year. It also reflected an uptick in production
and demand, with the pace of hiring accelerating to its highest level since December 2010. All of this was
encouraging. In the Kansas City district, manufacturers remained mostly positive, with more than half of
respondents expecting increased production and shipments in the next six months. Among the issues cited in
the Kansas City survey, manufacturers noted persistent challenges in attracting and retaining skilled workers.
Other sample comments mentioned rising pricing pressures, both for wages and raw materials.
Turning to the global economy, the HSBC Flash China Manufacturing PMI edged slightly higher, up from 50.2
in August to 50.5 in September. This marked the fourth consecutive month with expanding manufacturing
activity, improving from contractions in the first five months of the year. Yet, even with some signs of
stabilization in China in recent data, the country is expected to continue to decelerate in its growth rates
moving forward, something that it continues to grapple with. Similarly, the European Central Bank has
struggled to cope with slow economic and income growth in the Eurozone, with persistent worries about
deflation. Indeed, the Markit Flash Eurozone Manufacturing PMI eased yet again, down from 50.7 to 50.5.
This was the lowest level of growth since July 2013, the first month that the Eurozone emerged from its deep
two-year recession.
Meanwhile, housing data released last week were mixed. New home sales rose sharply, up from an
annualized 427,000 in July to 504,000 in August. This was the highest level in more than six years, and the
pace of sales in August starkly contrasts with what we have seen so far in 2014. This makes it likely that
September figures will pull back a little, but the trend line remains promising. In contrast, existing home sales
decreased 1.8 percent in August, which was disappointing given recent improvements. It is likely that
August’s decline was the result of a strong July reading, with some easing probably inevitable. Moving
forward, the expectation is that existing home sales should move higher, continuing a longer-run trend in the
data since March.
This week, the focus will be on jobs. After a disappointing employment report in August, we anticipate better
news in September. I would not be surprised if the zero jobs figure in August for manufacturing was revised
higher, and I continue to expect manufacturing jobs gains to revert to an average of 12,500 to 15,000 per
month for the rest of the year. Nonfarm payrolls should once again exceed 200,000 in September, an
improvement from the 142,000 figure in August (which is also likely to get revised upward). Other highlights
this week include the latest data on construction spending, factory orders, international trade, personal
income and manufacturing activity in the Dallas Federal Reserve district.

Chad Moutray
Chief Economist
National Association of Manufacturers

Share The Monday Economic Report with your social network:
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Economic Indicators
Last Week's Indicators:
(Summaries Appear Below)

This Week's Indicators:

Monday, September 22
Chicago Fed National Activity Index
Existing Home Sales

Monday, September 29
Dallas Fed Manufacturing Survey
Personal Income and Spending

Tuesday, September 23
Markit Flash PMIs for China, Eurozone and the
United States
Richmond Fed Manufacturing Survey

Tuesday, September 30
Conference Board Consumer Confidence

Wednesday, September 24
New Home Sales
Thursday, September 25
Durable Goods Orders and Shipments
Kansas City Fed Manufacturing Survey
Friday, September 26
Gross Domestic Product (Second Quarter Revision)
University of Michigan Consumer Sentiment Survey

Wednesday, October 1
ADP National Employment Report
Construction Spending
ISM Purchasing Managers' Index
Thursday, October 2
Factory Orders
Friday, October 3
BLS National Employment Report
International Trade

Summaries for Last Week`s Economic Indicators
Chicago Fed National Activity Index
The Chicago Federal Reserve Bank reported that the U.S. economy slowed somewhat in August, pausing
after recent strength. The National Activity Index (NAI) fell from +0.26 in July to -0.21 in August, the first
negative reading since January’s weather-related weaknesses. However, the three-month moving average
remained positive, down from +0.20 to +0.07. The NAI examines current economic conditions relative to
historical growth trends, with positive figures indicating expansion above historical averages.
Unexpectedly slower production levels for manufacturers in August greatly contributed to the NAI’s decline in
August. Manufacturing output dipped 0.4 percent, with capacity utilization in the sector off from 77.6 percent
to 77.2 percent. Indeed, production-related measures subtracted 0.17 points from the NAI in August, a
reversal from adding 0.24 points in July. Moreover, reduced housing starts, which fell from 1,117,000 to
956,000, also hindered growth for the month.
Beyond these factors, employment indicators provided a neutral contribution to the NAI in August, with
relatively soft hiring data. Nonfarm payrolls increased by 142,000 in August, a disappointment after growth of
212,000 in July. Along those lines, manufacturing employment remained unchanged. In contrast to many of
the other measures, sales data were more encouraging, including healthy gains for new orders in the Institute
for Supply Management’s PMI survey.
Durable Goods Orders and Shipments
The Census Bureau reported that new durable goods orders plummeted 18.2 percent in August, with the
pendulum swinging back after soaring 22.5 percent in July. These large shifts were largely the function of
changes in nondefense aircraft sales, which measured $16.8 billion in June, $70.0 billion in July and $18.0
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billion in August. The inconsistent nature of commercial airplane orders, with sales usually announced in
batches, helps to explain this volatility.
Outside of transportation, manufacturing data were more encouraging. New durable goods orders excluding
transportation rose 0.7 percent in August, rebounding from a decline of 0.5 percent in July. Indeed, we have
seen this broader measure of durable goods manufacturing activity improve at a fairly decent rate since the
winter months, with 6.8 percent growth year-to-date.
On a sector-by-sector basis, electrical equipment and appliances (up 3.1 percent), computers and electronic
products (up 1.7 percent), machinery (up 0.7 percent), other durable goods (up 0.6 percent) and fabricated
metal products (up 0.3 percent) saw the largest monthly increases in new orders in August. In contrast, new
orders of motor vehicles and parts (down 6.4 percent), primary metals (down 0.7 percent) and defense aircraft
and parts (down 0.6 percent) were lower. Still, motor vehicle and parts sales have risen 6.3 percent year-todate despite the decline in August.
Meanwhile, durable goods shipments fell 1.5 percent for the month, or if you exclude transportation,
shipments edged slightly higher, up 0.1 percent. Since December, durable goods shipments have grown 5.5
percent, reflecting moderately strong gains. Softer motor vehicle shipments dragged August figures down,
hitting 6.7 percent, following a healthy 10.1 percent increase in July. Overall, electrical equipment and
appliances (up 0.9 percent), primary metals (up 0.5 percent) and other durable goods (up 0.5 percent)
experienced increased shipments, but they were offset by decreases for transportation equipment (down 5.1
percent), computers and electronic products (down 0.8 percent) and machinery (down 0.2 percent).
Existing Home Sales
The National Association of Realtors® (NAR) reported that existing home sales decreased 1.8 percent in
August, which was discouraging given recent improvements from earlier in the year. Existing home sales
declined from an annualized 5.14 million units in July to 5.05 million in August, particularly on weaker activity
in the South and West. Still, the July reading was exceptionally strong, with a pullback probably inevitable.
Since bottoming out at 4.59 million in March, existing home sales have trended higher. Indeed, NAR Chief
Economist Lawrence Yun said, “As long as solid job growth continues, wages should eventually pick up to
steadily improve purchasing power and help fully release the pent-up demand for buying.”
The number of months of supply on the market has remained unchanged since May. This remains higher
than the 4.9 months of supply in January. The median home price for existing home sales was $219,800, or
4.8 percent higher year-over-year.
Gross Domestic Product (Second Quarter Revision)
The Bureau of Economic Analysis reported that the economy expanded an annualized 4.6 percent in the
second quarter. This is the second revision for real GDP growth rates, up from earlier estimates of 4.0 percent
and 4.2 percent. This was the fastest pace of quarterly growth since the fourth quarter of 2011. Still, the
second quarter figure largely reflected a rebound from softness in the first quarter, with activity down 2.1
percent. As such, the U.S. economy grew frustratingly slow in the first half of 2014, averaging 1.2 percent at
the annual rate between the first and second quarters.
This revision reflected improved nonresidential fixed investment and goods exports data relative to prior
estimates. Nonetheless, the overarching conclusions remained the same. Consumer and business spending
were the big bright spots in the second quarter, collectively adding 4.6 percentage points to real GDP.
Changes in inventories alone contributed 1.4 percentage points to growth, with businesses restocking their
shelves after letting them deplete in the first quarter. There were also strong rebounds in goods spending and
investments in both residential and nonresidential fixed investments.
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In contrast, net exports and government spending offset each other in their quarterly contribution to real GDP.
Goods exports increased sharply, but not enough to counteract even stronger gains in goods imports.
Likewise, reduced defense spending at the federal level served as a drag to real GDP growth; however, local
and state government spending reflected generally improved financial positions, making their largest
contribution to real GDP growth since the second quarter of 2009.
Moving forward, manufacturers remain mostly upbeat, and I estimate real GDP growth of 3.3 percent for the
third quarter (which ends on September 30 this week). Moreover, my forecast for 2015 is for 3.2 percent real
GDP growth, with continuing consumer and business spending strength and better export numbers.
Nonetheless, there are a number of downside risks, and business leaders and the public remain tentative in
their optimism. Beyond geopolitical worries, manufacturers would like to see better global economic growth,
less cautious domestic consumers and continued improvements in the housing sector. In addition,
policymakers would be wise to adopt pro-growth measures that will enable even stronger growth in the sector.
Kansas City Fed Manufacturing Survey
The Kansas City Federal Reserve Bank reported that manufacturing activity picked up a little in September,
rebounding after slowing in August. The composite index of general business conditions increased from 3 in
August to 6 in September. Through the first nine months of 2014, the main index has averaged 6.7, peaking
at 10 in both March and May. As such, we continue to see modest gains among manufacturers in the district,
with mostly positive expectations about the future.
For instance, the production index rose from 4 in July to 12 in August, with the percentage of respondents
saying that output had increased for the month rising from 25 percent to 34 percent. In contrast, one-quarter
of respondents noted falling production levels. Similar figures could be seen for shipments (up from 2 to 14).
Employment shifted into positive territory (up from -4 to 7), with the average workweek also improving (up
from -1 to 2). On the downside, the pace of new orders eased marginally, from 6 to 5.
Several of the sample comments discussed skills shortages. As one respondent put it, “It is still very difficult
to fill open positions for any type of worker, from production to professional. I am seeing the same issue
everywhere in our community.” The other issue of note in the comments was pricing pressures, both for
wages and raw materials. However, manufacturers in the region mentioned domestic energy production as a
positive.
Looking ahead six months, manufacturers in the district remain optimistic overall. While the future-oriented
composite index was unchanged at 17, more than half of respondents anticipate higher levels of production
and shipments in the next six months. Moreover, the percentage expecting increased new orders rose from
38 percent to 44 percent for the same period. Around 30 percent plan to hire new workers or invest in more
capital.
Markit Flash PMIs for China, Eurozone and the United States
The HSBC Flash China Manufacturing PMI edged slightly higher, up from 50.2 in August to 50.5 in
September. The Chinese economy nearly stalled in July, suggesting some signs of stabilization. For instance,
this marks the fourth consecutive month with expanding manufacturing activity—an improvement from earlier
in the year when demand and output were contracting. In August, growth in new orders (up from 51.3 to 52.3)
and exports (up from 51.9 to 53.9) accelerated somewhat, but production growth held steady at 51.8. One
negative continues to be employment (down from 47.4 to 46.9), with hiring contracting for 11 straight months.
If the Chinese economy has rebounded marginally in September, it would be welcome news. Industrial
production plummeted from 9.0 percent year-over-year in July to 6.9 percent in August, the slowest pace
since December 2008. Fixed-asset investments also slowed, from an annual rate of 17.0 percent to 16.5
percent. Nonetheless, real GDP growth improved from 7.4 percent year-over-year in the first quarter to 7.5
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percent in the second. However, the latest data suggest that the annual pace of growth might decelerate
further.
At the same time, the Markit Flash Eurozone Manufacturing PMI eased yet again, down from 50.7 to 50.5.
This marks the lowest level since July 2013, the first month that the Eurozone emerged from its deep twoyear recession. As such, it indicates the extent to which activity in Europe has come to a halt. New orders
(down from 50.7 to 49.7) contracted slightly for the first time in 15 months. Output remained unchanged at
51.0, and export sales stayed flat at 51.7. Hiring advanced to a neutral position (up from 49.3 to 50.0). On the
closely watched inflation measures, both input (down from 51.8 to 49.4) and output (down from 50.3 to 49.2)
prices moved into negative territory.
There have been persistent worries about deflation on the continent, with the European Central Bank
lowering rates recently in the hope of spurring more economic activity and additional lending. As of August,
Eurozone inflation had risen just 0.3 percent over the past 12 months, prompting continued worries about
deflationary pressures in the economy. The annual inflation pace has fallen from 1.3 percent in August 2013.
Real GDP remained unchanged in the second quarter, down from 0.2 percent growth in the first quarter.
Moreover, it has increased just 0.7 percent year-over-year, illustrating just how sluggish the recovery has
been.
Meanwhile, the Markit Flash U.S. Manufacturing PMI held firm at 57.9, its fastest pace since May 2010. This
report continues to show strong growth in manufacturing activity in the United States, a sign that the sector
has regained the robustness seen at the end of 2013. The pace of new orders also remained unchanged at
60.5, indicating healthy gains, and hiring (up from 54.6 to 56.6) accelerated to its highest level since March
2012. Production growth was healthy (down from 60.7 to 59.9), and export orders (down from 54.4 to 53.8)
expanded modestly despite a slight deceleration in each figure.
Overall, the U.S. data suggest that manufacturers remain upbeat in September about overall activity, with the
sector continuing to recover from softness earlier in the year. The data are largely consistent with other
indicators as well.
New Home Sales
The Census Bureau and the U.S. Department of Housing and Urban Development reported that sales of new
single-family homes rose sharply in August, up 18 percent for the month. New home sales increased from an
annualized 427,000 in July to 504,000 in August, its highest level since May 2008. Indeed, the pace of sales
in August starkly contrasts what we have seen so far in 2014, with an average rate of 430,000 from January
through July. On a year-over-year basis, the difference was even larger, up from 379,000 at the annual rate in
August 2013, or a jump of 33 percent.
Sales activity in the Western region accounted for much of the gain, with increases also observed in the
Northeast and South. Given this influx in purchasing, stockpiles of new homes for sales fell dramatically,
down from 5.6 months of supply in July to 4.8 months in August. The median price of a new single-family
home sold in the month was $275,700.
Richmond Fed Manufacturing Survey
The Richmond Federal Reserve Bank reported that manufacturing activity continued to expand at its fastest
pace since March 2011. The composite index of general business conditions rose from 12 in August to 14 in
September, making for the sixth consecutive monthly expansion since winter-related contractions in February
and March. Indeed, much like other regional surveys, the data show an uptick in demand and production for
manufacturers recently, with a mostly upbeat assessment for the coming months.
Looking specifically at current activity, manufacturing leaders in the district noted increased paces for many of
the key measures, including new orders (up from 13 to 14), shipments (up from 10 to 11), the average
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workweek (up from 8 to 10) and the number of employees (up from 11 to 17). Regarding hiring, that measure
reached its highest level since December 2010, suggesting that manufacturers in the region are adding new
workers at an accelerated pace. Capacity utilization (down from 17 to 13) decelerated slightly in the month,
the only measure to do so, but it continues to expand at a decent rate.
Manufacturers in the region remain relatively optimistic in their expectations for the next six months, albeit
marginally less positive than in August. Indices for a number of indicators shifted somewhat lower in
September but still indicate strong growth ahead, including new orders (down from 47 to 37), shipments
(down from 43 to 41), capacity utilization (down from 35 to 26), hiring (down from 18 to 17) and the workweek
(unchanged at 10). On the positive side, capital expenditures picked up the pace, with the index increasing
from 27 to 38. Wages (up from 28 to 35) also accelerated convincingly.
Inflationary pressures picked up once again in September, bucking the trends in national pricing data.
Manufacturers in the region said that prices paid for raw materials grew 2.10 percent at the annual rate in
September, up from 1.39 percent in August. Yet, looking ahead six months, respondents expect input costs to
increase an annualized 2.00 percent, down from 2.05 percent the month before. This suggests that
businesses anticipate modest gains in input prices across the next few months, mostly in line with Federal
Reserve projections.
University of Michigan Consumer Sentiment Survey
The University of Michigan and Thomson Reuters released the final data on consumer confidence for
September, leaving it unchanged from its prior estimate. As such, the Consumer Sentiment Index increased
from 82.5 in August to 84.6 in September, its highest level since July 2013. This figure suggests that the lull in
confidence so far this year might finally be starting to dissipate. Prior to the September reading, for instance,
the University of Michigan index has averaged just 81.9 and changed little since recovering from the budget
showdown last fall. In contrast, the Conference Board’s confidence measure has reached pre-recessionary
highs in its most recent report. (The Conference Board will release its September reading on September 30.)
The subcomponents in the University of Michigan data continue to reflect some anxieties on the part of
consumers. For instance, the index for the current economic environment slipped a bit this month, down from
99.8 to 98.9, even as it represents an improvement from earlier in the year. Americans remain concerned
about labor market and income growth, and this is likely responsible for the decline in the present figure.
Geopolitical events might also play into this. Still, the future-oriented index rose strongly, up from 71.3 to 75.4,
its highest level in more than a year, suggesting more optimism moving forward.

Connect with the Manufacturers
Questions or comments?
Contact Chief Economist Chad Moutray at cmoutray@nam.org.
To update your subscription profile, click here.
To unsubscribe from future Monday Economic Report emails, click here.
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