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1. BACKGROUND: ISM REPORT ON BUSINESS ®




TYPICAL MEDIA COVERAGE: FEBRUARY 2018
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“HIGHLY REGARDED BY BUSINESS ANALYSTS BECAUSE
THEY HAVE PROVEN TO BE A RELIABLE GAUGE OF
ECONOMIC ACTIVITY OVER A LONG PERIOD”

ALAN GREENSPAN

"l find the surveys conducted by the purchasing and
supply managers to be an excellent supplement to the
data supplied by various departments and agencies
of government."

— RICHMOND FED

MICHAEL BOSKIN

"The ISM Manufacturing Report On Business® has one of the shortest
reporting lags of any macro-economic series and gives an important early
look at the economy. It also measures some concepts (such as lead times
and delivery lags) that can be found nowhere else. It makes an important
contribution to the American statistical system and to economic policy."

JOSEPH STIGLITZ

"The ISM Manufacturing Report On Business® is extremely useful.
The PMI, the Report's composite index, gives the earliest indication

®

each month of the health of the manufacturing sector. It is an
essential component for assessing the state of the economy."




BREXIT: JUNE 23, 2016
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IMPACT OF REAL-TIME DATA ON CAPITAL MARKETS
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WITH INFLUENCE COMES RESPONSIBILITY ...

W Stocks End Up Despite Jolt X “‘w
i S&P 500 (SP50-USA)

C | © www.wsj.com/ of-manufactu 711948 | 192518 161 0.08% 1151:35AM US

Apps m Linkedin = Sign in to Microsoft On m Institute for Supply Mz l} AZBlue - Individuals an & Google . Launch Page § mysc.edu D Global Online Enrollme D Procurious | | TWD Financial W) The Wall Street Jouns
DOW JONES, A NEWS CORP COMPANY ¥

DIIA ¥ 1917042 -011% S&P500 4 219195 0.04% Nasdaq 4 525565 0.09% US.10Yr 4 17/32 Yield 2.388% Crude Oil 4 566 118% Euro 4 10668 0.06%

[HE WALL STREET JOURNAL

Home World US. Politics Economy Business Tech Markets Opinion Arts Life Real Estate

Regulator Will Let o Little Slack But Not | U.S. Stocks Mixed ’ B Deutsche Bank to Cut
Online Lenders Act Much Heatin Labor After Jobs Report " Off Around 3400
More Like National Market w B Clients

Banks < g

ODAY'S MARKETS
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U.S. GDP, PMI, AND NMI GENERALLY TRACK TOGETHER

GDP, PMI, and NMI
First Quarter 2005 - First Quarter 2017
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JANUARY 2014 GDP “SURPRISE”

Real GDP: Percent change from preceding quarter

Key ACA provisions take effect:
* Healthcare exchanges
* Pre-existing conditions
* Federal subsidies, etc.

Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 04 Q1 Q2 Q3 Qa4 Q1 Q2 a3
2013 2014 2015 2016 2017

U.S. Bureau of Economic Analysis Seasonally adjusted annual rates




ISM EXPLAINS HEALTH SECTOR IMPACT
ON SURPRISE CONTRACTION
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U.S. GDP UPWARD REVISION Q2 2017

Real GDP: Percent change from preceding quarter

1 o

2017

Real gross domestic product (GDP) increased at an
annual rate of 3.0 percent in the second quarter of
2017 (table 1), according to the "second" estimate

released by the Bureau of Economic Analysis. In the
first quarter, real GDP increased 1.2 percent.

The GDP estimate released today is based on more

N e N U N C S S L R

complete source data than were available for the
"advance" estimate issued last month. In the advance
estimate, the increase in real GDP was 2.6 percent.

U.S. Bureau of Economic Analysis Seasonally adjusted annual rates




2. 2018 MACROECONOMIC OUTLOOK




IMF WORLD ECONOMIC OUTLOOK PROJECTIONS

| Yearover Yeur

Estimate Projections
2016 2017 2018 2019
World Output 3.2 3.7 3.9 3.9

Advanced
Economies

1.7 2.3 2.3 2.2
United States 2.3 2.7 2.5
Euro Area . 2.4 2.2 2.0
Germany . 2.5 2.3 2.0
France . 1.8 1.9 1.9
ltaly . 1.6 1.4 1.1
Spain . 3.1 2.4 2.1

Japan . 1.8 1.2 0.9




PMI ® INDEX TRAILING 12 MONTHS

Jan 2018 . Jul 2017
Dec 2017 . Jun 2017
Nov 2017 . May 2017
Oct 2017 . Apr 2017
Sep 2017 . Mar 2017
Aug 2017 . Feb 2017

Average for 12 months — 57.7
High — 60.2
Low — 55.3

"Business outlook is positive on all fronts right now with our customers. Budgets are
being approved for new projects, and component prices from suppliers have
temporarily stabilized." (Computer & Electronic Products)

Composite index is the average of sub-indices for New Orders, Production,
Employment, Supplier Deliveries and Inventories




January New Export Orders index
= 59.8

Highest level since April 2011

Export orders have been

increasing for 23 consecutive

months
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IMPLICATIONS OF “PEAK” PMI FOR STOCK MARKET

HISTORICALLY NOTHING TO FEAR

ISM U.S. Manufacturing PMI (SA)
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Source: ISM, Strategas Research Partners




Average Sector Performance Before & After Peak U.S. PMI
Sector -12Mos -6Mos -3Mos +3Mos +6Mos +12Mos

Utilities 6.3% 2.0% 0.9% 6.2% 13.2% 23.2%
Health Care 20.8% 13.5% 8.5% 1.7% 7.7 % 21.9%
Staples 15.2% 9.2% 4.5% -0.9% 3.6% 13.3%
Financials 23.2% 11.5% 7.5% -2.5% 1.4% 11.4%
Technology 44.4% 21.2% 13.2% 1.9% 5.3% 11.3%
Discretionary 20.7% 11.0% 6.3% -0.5% 4.3% 10.0%

Industrials 24.5% 12.3% 6.1% -0.1% 5.3% 9.3%
S&P 500 23.8% 13.3% 7.5% 0.0% 3.6% 9.2%
Telecom 17.7% 10.1% 4.9% 2.3% 5.9% 9.2%
Real Estate 25.4% 12.2% 5.1% 6.4% 6.8% 8.1%
Energy 26.9% 19.6% 8.5% -3.6% 1.2% 4.0%
Materials 24.8% 12.1% 5.4% -4.7% -1.1% -4.7%

Source: ISM, Strategas Research Partners




3. CONSTRUCTING YOUR OWN REAL-TIME
ECONOMIC DASHBOARD




THE ISM ECONOMIC DASHBOARD

* U.S. GDP GROWTH RATE

® INFLATION TREND

® INFLECTION POINTS IN COMMODITY MARKETS
® SUPPLIER LEAD TIMES

® INPUT PRICES




THE ISM ‘SPEEDOMETER’

MANUFACTURING (PMI) NON-MANUFACTURING (NMI)
The past relationship between the The past relationship between the
PMI® and the overall economy indicates NMI® and the overall economy indicates

that the average PMI® for January (59.1 that the NMI®for January (59.9 percent)

percent) corresponds to a 4.9 percent corresponds to a 4.0 percent increase in
increase in real gross domestic product real gross domestic product (GDP) on an
(GDP) on an annualized basis. annualized basis.



CURRENT GDP CALCULATION
BY SECTOR WEIGHT

MANUFACTURING
4.9 X 12 = 58.8

SERVICES
4.0 X 88 = 352

OVERALL ECONOMY
58.8 + 352 =410.8

410.8 / 100 = 4.1% GDP (ANNUALIZED)




ISM’s NON-MANUFACTURING 4
PRICES INDEX ALIGNS WITH

INFLATION

Inflation and ISM Non-manufacturing Prices Index
January 2005 - October 2017

www.instituteforsupplymanagement.org
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Manufacturing Prices Index

1

January 2006 - January 2018
tituteforsupplymanagement.org
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ISM Manufacturing Supplier Deliveries and Prices

Maufacturing Supplier Deliveries Index

SLOWING SUPPLIER DELIVERIES
COINCIDE WITH INCREASING PRICES
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NOVEMBER 2016 NON-MANUFACTURING
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“Similarly, copper is reported as increasing in price across both sectors, with the increase in non-
manufacturing reported for two consecutive months. Copper prices have been falling steadily for

ég

Octo

more than 5 years, from more than $4.00 per pound to a recent close around $2.20 per pound.
However, copper prices started moving north in October, and are now around $2.66 per pound. If
copper is part of your sourcing portfolio, you need to act now to understand factors driving this
recent reversal of this long-term pricing trend.”



SUPPLIER LEAD TIMES

Supplier % % %
Deliveries Slower Same Faster Net Index

Jan 2018
Dec 2017

Nov 2017
Oct 2017

* “This is the 16th straight month of slowing supplier deliveries. Continued delivery /performance
difficulties are affecting production expansion. During the period, gains were made to inventories in
spite of these ongoing supply chain issues.”

* The 12 industries reporting slower supplier deliveries in January — listed in order — are: Textile Mills;
Apparel, Leather & Allied Products; Petroleum & Coal Products; Machinery; Nonmetallic Mineral
Products; Paper Products; Chemical Products; Plastics & Rubber Products; Fabricated Metal Products;
Food, Beverage & Tobacco Products; Computer & Electronic Products; and Transportation Equipment.




INPUT PRICES

Prices % % %

Higher Same Lower Net Index
Jan 2018
Dec 2017

Nov 2017
Oct 2017

* Highest since May 2011
* All 18 manufacturing industries reported paying higher prices month-over-month
* Raw materials prices have increased for 23 consecutive months

e Short supply: capacitors (7), electrical components (2), integrated circuits, memory, resistors
(3), silicone, and titanium dioxide (3).




4. QUESTIONS & DISCUSSION




