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Industry sees signs of renewed life in third quarter

B |ndustrial production rises 0.1% in September after
0.5% decline in August

B Manufacturing output up 0.2%, but up just 0.3% over
third quarter as a whole

B Rebound adds to signs that industry is picking up,
but growth remains sluggish

Signs of the health of the US manufacturing sector
improving in September add to indications that the
economy has gained some growth momentum in the
third quarter, further fuelling suggestions that the Fed
looks poised to hike rates later in the year.

Industrial production rose 0.1% in September,
according to data from the Federal Reserve. The
narrower gauge of manufacturing output, which
excludes the struggling energy sector, indicated that
factory output was up 0.2%.

The improvements represent a modest rebound from
0.5% declines in both industrial production and
manufacturing output in August. The upturn in
industrial production also means the sector grew 0.4%
in the third quarter, pulling out of a downturn that
started in the fourth quarter of last year.

Manufacturing output was up 0.3% over the third
quarter as a while, reversing the 0.3% decline seen in
the second quarter. The improvement corroborates
manufacturing PMI surveys, which also showed the
goods-producing sector enjoyed its best quarter so far
this year.

However, growth clearly remains weak, with producers
under pressure from the strong dollar. The September
survey recorded the smallest rise in new orders of
2016 to date, with export orders in decline.

The production data also follow mixed news from the
retail sector. Total retail sales rose 0.6% in September,
but core sales, which strip out erratic items and tend to
give a better guide to underlying consumer spending,
showed a meagre 0.1% increase, finishing the worst
quarter for just over three years.

The overall picture from the industrial production
numbers and the retail sales reports is therefore one of

the economy perhaps picking up some steam but once
again only mustering modest growth in the third
quarter. IHS Markit's PMI_surveys also suggest the
pace of economic growth remained subdued in the
third quarter, similar to the 1.0-1.5% annualised pace
seen in the first half of the year.

With minutes from the September Fed meeting
highlighting how the decision to hike rates or stay put
was a ‘close call, the data will do little to alter
expectations that policy will be tightened in December.
The news that industry is pulling out of its downturn will
boost the case of the hawks. However, the underlying
weak pace of economic growth signalled for the third
quarter will support the case for policy to be held
steady until the economy shows more convincing signs
of generating significant inflationary pressures,
meaning the December hike is by no means a done
deal.
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