
 

United States 
Flash PMI downturn dampens second quarter rebound hopes 

 Service sector growth slackens alongside 

manufacturing downturn in May 

 PMIs consistent with only 0.7% annualised GDP 

growth in second quarter 

 Employment rise of 128k signalled for May 

Hopes of US economic growth rebounding in the 

second quarter were dealt a blow by weak flash PMI 

data from Markit. A slowdown in the pace of growth 

signalled by the May surveys suggests the US 

economy could see GDP rise at a disappointing rate 

similar to that recorded in the opening quarter of the 

year. 

The survey data also indicated a further easing in 

order book and employment growth in May, while price 

pressures lifted higher.  

No signs of second quarter rebound 

The seasonally adjusted Markit Flash US Composite 

PMI Output Index fell from 52.4 in April to 50.8 in May 

to signal one of the weakest monthly expansions of 

business activity seen since the global financial crisis.  

Over the past three-and-a-half years, only October 

2013 (when the government shutdown affected 

business activity in some sectors) and last February 

(when adverse weather conditions were reported by 

some companies) have seen weaker PMI numbers. 

So far in the second quarter, the PMI has averaged 

51.6, only marginally higher than the mean of 51.5 

recorded in the first quarter. As such, the PMI points to 

second quarter GDP rising at an annualised rate of just 

0.7%, unchanged on the pace signalled by the PMI for 

the first quarter. Official initial estimates, still subject to 

revision, put first quarter growth at 0.5%. 

Service sector growth has slowed to one of the 

weakest rates seen since 2009, and manufacturing is 

already in its steepest downturn since the recession, 

according to Markit’s surveys. 
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Growth has slowed in line with waning demand: the 

surveys showed inflows of new business at 

manufacturing and service sector companies rising at 

the second-slowest pace since 2009. Backlogs of work 

tumbled at the steepest rate since August 2013 as 

inflows of new work failed to fully replace prior orders.  

Looking towards the year ahead, business confidence 

in the service sector fell to the lowest seen since the 

survey began in October 2009 as a result of the 

slowdown in demand as well as growing uncertainty 

regarding the presidential election, according to 

anecdotal evidence provided by survey participants. 

Companies and their clients were often seen to have 

been unwilling to commit to new projects in an 

increasingly uncertain economic and political climate. 

Hiring hit by uncertainty 

The deteriorating order book situation and waning 

business optimism also led to a further pull-back in 

hiring as companies scaled down their expansion 

plans. 

The weighted average of the employment indices from 

the two Markit PMI surveys fell to its lowest since April 

2014. The surveys are signalling a non-farm payroll 

rise of 128,000 in May, down from a signal of 159,000 

in April and an average of 197,000 in the first three 

months of the year. Official data showed a similar 

slowdown to 160,000 in April. 

The survey data indicated that ongoing manufacturing 

job losses, running at around 7,000 in May according 

to historical comparisons with official data, were offset 

by net job creation in the service sector, but even here 

the rate of hiring was the slowest for almost one-and-a-

half years.  

Fed tests 

Markit’s PMI surveys were one on the very few 

indicators that provided an early warning that the 

economy was slowing sharply in the first quarter and 

that non-farm payroll growth was weakening, so the 

ongoing malaise signalled in the second quarter is of 

particular concern for Fed policymakers expecting the 

slowdown to be short-lived. 

After more hawkish than expected minutes were seen 

from the April FOMC meeting, markets have priced in 

a greater likelihood of interest rates rising in either 

June or July. The futures-based probability of a June 

hike has increased to 37%. 

However, the Fed has set three tests before hiking 

interest rates again, wanting to see signs that the 

economy is regaining momentum in the second quarter, 

that the labour market continues to improve and that 

price pressures are rising. But with the surveys 

showing no sign of any growth rebound and the labour 

market cooling, only the latter test is passed according 

to the PMI data.  

Furthermore, with prices rising largely on the back of 

higher oil prices, rather than a fundamental 

improvement in demand, is seems that even core 

inflationary pressures remain subdued.   
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