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A Bad Case Of Jobless Recovery/sm

The U.S. ISM non-manufacturing index unexpectedly fell slightly to 50.6 in October, suggesting
the broad economy has lost some momentum (following the end of the cash-for-clunkers program) and
is growing only modestly (and likely slower than the more export-driven manufacturing sector). The
news wasn't all bad though, as only one of the four sub-components declined in the month.
Unfortunately, it was the most important one (employment) for consumers, and highlights a modest
downside risk to our -170,000 estimate for nonfarm payrolls (due Friday). Only three out of eighteen
industries reported an increase in jobs in October. That said, business activity grew for the third
straight month, and at the fastest rate since before the recession began. As well, a growing number of
industries reported growth in October (nine versus five the prior month, including construction).

There is every reason to believe that the expansion will continue, as both new orders and the
backlog of unfilled orders rose for the second straight month, and at a faster rate than in September. An
upturn in exports (arising from the weak greenback and global recovery) has boosted overall orders,
while import orders have been restrained by still-soft domestic demand.

(percent reporting) Oct Sep Aug 09q3 09q2 0ct 08
Non-Mfg ISM 50.6 50.9 48.4 48.6 44.9 44.6
Business Activity 55.2 551 513 50.8 45.8 44.5
Employment 411 44.3 43.5 431 39.8 41.7
New Orders 55.6 54.2 49.9 50.7 46.7 44.3
Prices Paid 53.0 48.8 63.1 511 46.9 53.3
Backlog of Orders * 53.5 51.5 41.0 44.8 43.3 44.0
Supplier Deliveries * 50.5 50.0 49.0 49.7 47.2 48.0
New Export Orders * 535 48.5 54.0 50.0 50.0 50.0

“ not seasonally adjusted

The Bottom Line: The ISM nonmanufacturing report supports our view that the recovery is
sustainable but will be sluggish and “jobless” for a while. All the more reason for the Fed to keep rates
“exceptionally low” for “an extended period” at the conclusion of today’s policy meeting.

Sal Guatieri, 416-359-5295
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