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United States 

PMI survey translates into disappointing signals for official manufacturing data

 Drop in PMI data consistent with marginal decline in 

official factory output in Q3 so far  

 Weakness related to subdued inflows of new orders, 

linked in turn to export malaise 

 Only modest rise in payrolls indicated 

The latest US PMI survey showed a renewed stuttering 

of the manufacturing economy during August. The 

headline seasonally adjusted PMI fell from 53.3 in July 

to 52.8, the latest reading dropping below the average 

seen in the year-to-date and registering one of the 

weakest improvements in the overall health of the 

sector seen over the past year. 

Weakened production trend 

The drop in the PMI was largely the result of a decline 

in the survey’s output index, which is one of five 

components of the PMI. The output index is an 

especially important sub-index to watch as it correlates 

closely with official factory production data. An 89% 

correlation is observed with the PMI’s output index 

tracked against the three-month rate of change in the 

official data (a preferred measure as the three-month 

trend is more stable than month-on-month changes).  

Although still above the 50.0 ‘no change’ level at 52.4, 

indicating that the number of companies reporting an 

upturn in output exceeded the number reporting a 

decline, the current reading in fact translates into a 

weakening of official output data.  

A simple regression which uses the PMI output index 

to explain changes in the official data series suggests 

that the latest PMI reading indicates a 0.3% quarterly 

rate of decline in factory output (or 1.2% annualised). 

Note that the regression suggests that an output index 

reading of 50 in fact translates into a 1.0% quarterly 

rate of decline in the official data (4.0% annualised). 

So far for the third quarter, the July and August survey 

data are collectively pointing to a 0.1% decline in 

manufacturing output. This suggests a marked loss of 

growth momentum since the start of the year, when the 

index peaked at 56.7, indicating a 0.8% quarterly rate 

of expansion. 
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Order book malaise 

The weakened production trend is explained by slower 

growth of new orders compared with earlier in the year. 

The PMI’s new orders index, which measures volumes 

of new work received relative to the prior month, fell to 

53.6 in August compared to a peak of 57.4 in January.  

Like the PMI output index, a reading of the new orders 

index of 50 in fact equates to a decline in the official 

factory orders data (when measured by three-month-

on-three-month changes). The latest reading in fact 

points to an approximate stalling of demand as given 

by the official data on both new orders and durable 

goods orders. 

The principal area of weakness in the PMI’s order book 

data was in new export orders, with companies 

reporting no overall growth during the third quarter so 

far. This has often been linked to the historical strength 

of the US dollar, which has left producers largely 

dependent upon domestic demand. The survey’s index 

of new orders for consumer goods, for example, 

showed a further increase in demand, led by the home 

market, consistent with steady retail sales growth in 

the third quarter so far.  

Disappointing employment trend 

One bright spot in the August PMI survey was a rise in 

the employment index to a six-month high, suggesting 

firms were hiring in increased numbers. However, 

when compared to official data, the implied rate of job 

creation signalled by the survey is only modest.  

The survey’s employment index exhibits a 94% 

correlation with official manufacturing payroll data but, 

as with the output and new orders indices, an index 

reading of 50 does not equate to no change in the 

official data. A regression using the PMI’s index to 

explain changes in the official employment data 

indicates that an index reading of 50 in fact signals a 

27k monthly drop in the official payroll series. The 

latest reading of 53.1 translates into a mere 5k rise. 

US orders for consumer goods and retail sales 
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