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 The ISM Non-Manufacturing index dropped to 51.2 in March, well below 
the consensus expected 54.4. (Levels above 50 signal expansion; levels 
below signal contraction.) 

 The major measures of activity were all lower in March. The new orders 
index fell to 52.2 from 62.6, while the business activity index ticked down to 
55.4 from 56.3. The employment index declined to 51.3 from 54.0, while the 
supplier deliveries index dropped to 45.8 from 47.6.  

 The prices paid index declined to 59.5 in March from 65.6 in February.   
 

Implications:  The service sector suffered slower growth in March, falling nearly 
four points and widely missing the consensus forecast.  While the ISM 
Manufacturing report from Monday suggests the goods side of the economy may 
already be in recession, that’s not the case for the services side, just yet; thirteen 
out of eighteen major service industries reported growth in March.  The pullback in 
March was mainly attributed to a cooling in the rate of growth for new orders, 
which fell to 52.2 from the 62.6 reading in February.  It’s forward-looking 
counterpart – business-activity – also declined but remains comfortably in 
expansion territory at 55.4.  Survey respondents in March noted that their supply 
chains finally appear to be back to normal.  This is good news and can be clearly 
seen in the supplier deliveries index which fell to 45.8 in March (levels below 50 
signal shorter wait-times) which is the lowest level since 2009 and well-off the 
78.3 peak seen during the COVID lockdowns in 2020.  Supply chain improvements 
were also reflected in the prices index, which fell to the lowest level in almost three 
years.  While that is welcome news, we think it’s too early to claim victory on 
inflation in the service sector; the overall index is still well above 50 and thirteen 
out of eighteen major industries reported paying higher prices in March.  Finally on 
the labor front, the employment index moderated in March but remained in 
expansion territory at 51.3.  Respondent comments continue to signal that a lack of 
supply, not demand, has been what’s held back service jobs from moving higher.  Comparing the two March ISM reports, it’s 
clear that businesses and consumers are shifting resources away from goods and toward the service sector.  While the service 
sector does not appear to be there yet, we believe the US economy will enter a recession in 2023.  We continue to think equity 
investors should be cautious.  In other news earlier this week, automakers reported selling cars and light trucks at a 14.8 million 
annual rate in March, above the consensus expected 14.5 million annual rate.  In the last year, sales are up 9.3%.  

Non-Manufacturing ISM Index 3-month 6-month Year-ago

Seasonally Adjusted Unless Noted moving avg moving avg level
Composite Index 51.2 55.1 55.2 53.8 53.5 58.4
     Business Activity 55.4 56.3 60.4 57.4 57.1 57.5
     New Orders 52.2 62.6 60.4 58.4 55.5 59.2
     Employment 51.3 54.0 50.0 51.8 50.8 53.5
     Supplier Deliveries (NSA) 45.8 47.6 50.0 47.8 50.3 63.4
Prices 59.5 65.6 67.8 64.3 67.0 82.9
Source: Institute for Supply Management

Mar-23 Feb-23 Jan-23

 

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 


