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OC T O B E R IS M
N O N - M A N U F A C T U R I N G I N D E X

Brian S. Wesbury
Chief Economist

The ISM non-manufacturing
business barometer (a
measure of total output in the
services sector) surprisingly
jumped to 57.1 in October
versus 52.9 in September.

The new order component
remained elevated at 56.5,
while the employment
component pulled back to
51.0. Still, the employment
index has been above 50 for
40 consecutive months.

Falling energy prices pulled
the prices paid component
down to 51.9 in October from
56.7 in September, and 72.4
in August.

Implications: The ISM non-
manufacturing business
barometer rose much more than
expected to 57.1 in October.
Total new orders and export
orders remain strong, which suggests that strength in the services sector will persist. The ISM non-manufacturing index averaged
57.9 in the first ten months of 2006, a slight slowdown from the 60.1 average in 2005, but above the 1998 average level of 57.3.
The services sector of the economy may have lost some slight momentum in the past year, but it continues to expand at a robust
pace. Growth near this level is still fast enough to keep corporate profits strong and unemployment low. While many pieces of data
have reflected a softening in economic activity during recent months, we remain bullish on the economy. Tax rates remain low,
corporate profits are surprising to the upside, business investment is still strong, and the real (or inflation-adjusted) federal funds
rate is well below levels that have caused recessions in the past. The unemployment rate of 4.4% in October is a stunning
achievement for an economy that so many have doubted. In fact, the unemployment rate has only been lower in 28 months out of
the past 36 years, and all of those months were during the so-called dot.com bubble years. Reports of the economy’s demise are
greatly exaggerated.

Non-Manufacturing ISM Index 3-mo 6-mo Yr ago
seasonally adjusted unless indicated moving avg moving avg level

Business Barometer 57.1 52.9 57.0 55.7 56.5 59.2
New Orders 56.5 57.2 52.1 55.3 56.3 58.5
Employment 51.0 53.6 51.4 52.0 53.4 53.1
Prices 51.9 56.7 72.4 60.3 67.9 74.1
Supplier Deliveries (not seasonally adjusted) 54.5 54.0 53.5 54.0 54.8 58.5
Inventory Change (not seasonally adjusted) 53.0 50.5 51.5 51.7 53.1 50.0
Orders Backlog (not seasonally adjusted) 51.5 53.0 49.5 51.3 52.9 55.0
Imports (not seasonally adjusted) 57.5 55.0 60.0 57.5 57.8 53.5

Source: Institute for Supply Management
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This report was prepared by First Trust Advisors L. P., and reflects the current opinion of the authors. It is based upon sources and data believed to be
accurate and reliable. Opinions and forward looking statements expressed are subject to change without notice. This information does not constitute a
solicitation or an offer to buy or sell any security
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